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One reveals how the EU protects its bio-fuels
producers; the other reviews palm oil performance
in selected markets.
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The US Environmental Protection Agency (EPA) recently announced
that palm bio-diesel produced largely by Malaysia and Indonesia does
not meet the minimum 20% lifecycle greenhouse gas (GHG) reduction
threshold to qualify as renewable fuel under the RFS programme. It
claimed that palm bio-diesel only contributes 11-17% emissions-savings
compared to fossil fuels.
Studies carried out by independent scientists reveal that GHG savings
from palm bio-diesel exceed the threshold values set by the US – and
by a marked degree at that. Independent assessments indicate that palm
oil offers savings of between 38% and 78%, well above the values
attributed by the EPA.
The oil palm is a carbon sink, showing superior qualities in locking up
and removing more carbon from the atmosphere than it produces.
Every five years, countries submit carbon accounting reports to the
United Nations Framework Convention on Climate Change (UNFCC).
Malaysia’s submission in January 2011 revealed that, as far back as 2000,
Malaysian oil palm had a net removal of 82 million tonnes of CO2
equivalent (eq).
Even in 2000, when Malaysia’s acreage under oil palm stood at 3.376
million ha, the total emissions from Land Use and Land-use Change and
Forestry (LULUCF) and the agricultural sector had stood at 35.5 million
tonnes CO2 eq. This indicates that oil palm plantations removed not
only its own emissions generated from deforestation and methane
released at mill effluent ponds, but also the emissions of all land-use
change and agricultural activities in the country.
Forests too act as a carbon sink, removing carbon emissions generated by
economic activities and other sources. In 2000, Malaysia generated and
emitted 223.1 million tonnes of CO2 eq and removed 249.8 million
tonnes of CO2 eq. This was mostly by forests and plantation tree crops in
the LULUCF sector, as reported in the document submitted to the
UNFCC (see nc2.nre.gov.my). This means that, in 2000, the country was a
carbon sink with a negative net emission of 26.7 million tonnes CO2 eq.

Judiciously keeping a large percentage of forest intact – currently 56%
– has enabled Malaysia to achieve its targets in mitigating carbon
emissions. As such, the EPA’s decision is baffling. It either shows a lack of
understanding of the nature of oil palm or of Malaysia’s strong
commitment to reduce GHG emissions.
By excluding or limiting palm oil as a feedstock option, the EPA is also
facilitating the clearing or diverting of more land for oilseed production,
uneconomic though this is by comparison.The oil palm is acknowledged
to produce a much higher yield compared to other oilseed crops. It
takes only 0.26 ha of land to produce one tonne of palm oil, compared
to 2.2 ha for soybean, 2 ha for sunflower seed and 1.5 ha for rapeseed
oils.
The EPA’s decision sends a distorted and unhelpful signal to developing
countries that have embraced the concept of open trade but now find
the doors to markets being shut due to policies that smell of
protectionism, as these are applied selectively to competing products
like palm oil. At home, the EPA is denying Americans a choice in the
energy market, given that palm bio-diesel is a viable and lower-cost
option for consumers.
The mandatory labelling of trans-fatty acids in food products in January
2006 resulted in US manufacturers replacing hydrogenated soybean oil
with trans-free palm oil. If this has been welcomed and accepted in the
food industry, why should trade barriers be imposed now to block palm
bio-diesel from the bio-fuels sector?
Is this a sign that the US is abandoning its commitment to the principles
of free trade? And how conscionable is its objection to palm bio-diesel,
when it is fighting discriminatory trade barriers in Europe against
soybean bio-diesel because of an arbitrarily assigned and scientifically
unjustified emissions-savings value?
Dr Yusof Basiron
www.ceopalmoil.com
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The Rio+20 Summit in June will re-visit the notion of sustainable

international law, the sovereign right to exploit their own

development. However, developing nations must be cautious of

resources pursuant to their own environmental and

attempts by environmental NGOs (ENGOs) to shift the focus

developmental policies’.

of the Summit solely to the environment, thereby ignoring the
interests of those living in poverty.

The major document to come out of the Rio Summit was
Agenda 21, which sets guidelines for implementation of

The 1992 Earth Summit in Rio was the first time that nations

‘sustainable development’ by State Parties. A primary theme

gathered to consider the challenges raised by balancing the dual

of Agenda 21 is poverty eradication and the need for

threats of poverty alleviation and environmental degradation.

developed nations to take on a larger role in environmental

While initial proponents of the Rio Summit saw it as a meeting

preservation and restoration than developing nations. This is

purely on environmental issues, participating nations believed

to allow developing nations access to resources, to eradicate

that issues of the environment and poverty cannot be

poverty.

separated. As a result the outcomes – including the Rio
Declaration and Agenda 21 – were focused strongly on

These conclusions were supported at the Johannesburg Summit,

achieving a balance between environmental conservation and

held on the 10th anniversary of the Rio Summit. While the

economic growth, particularly in developing nations.

Johannesburg Summit did not result in any new Conventions, it
did reaffirm the fundamental commitment made in Rio – to

The Rio Declaration maintains that ‘States have, in accordance

balance the needs of the environment with the needs of those

with the Charter of the United Nations and the principles of

living in poverty.

6
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It has been a strong and stable theme through the history of the

poverty. Malaysia has had remarkable success in reducing both

UN Conference on Environment and Development (UNCED)

rural and urban poverty. According to the UN Development

– the organising body for the Rio Summit, Johannesburg Summit

Programme, ‘Malaysia’s impressive poverty reduction has been, in

and Rio+20 Summit – to work towards ‘common but

large part, due to sustained, albeit variable, economic growth –

differentiated’ responsibilities. This indicates that developed

average annual growth rate of real GDP was 7% over the last

nations have a greater responsibility to preserve, conserve and

three and a half decades’.

restore the environment than developing nations, because their
economies are more advanced.

Dual theme at next Summit
Malaysia’s oil palm industry lies at the centre of the debate

Malaysia has been a strong and active supporter of the UNCED

between poverty alleviation and the environment. It has been

process. It committed at the Rio Summit to maintain 50% of its

widely proven that the industry has assisted in alleviating

forests, and currently maintains 56%. The Government has gone

poverty in Malaysia through schemes operated by the Federal

further than required for biodiversity conservation – the Rio

Land Development Authority, as well as private-sector

Summit dictated that only 10% of land needs to be maintained

investment in local communities. It has been more successful

for this purpose. Malaysia has erected a series of environmental

than any other agricultural industry at raising the standard of

laws and regulations which implement stringent environmental

living in Malaysia.

protection and conservation.
But this success has attracted sustained attacks by ENGOs,
The other primary aim of the Rio Summit was to eradicate

which have been able to influence the policies of developed

GLOBAL OILS & FATS BUSINESS MAGAZINE • VOL.9 ISSUE 1, 2012
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nations that import palm oil. ENGOs have embarked on a

Secretary-General for the Preparatory Committee for the UN

deliberate campaign of negative publicity to influence demand

Conference on Sustainable Development, that the ‘Green

for a product they deem ‘unsustainable’. In doing so, they have

Economy’ seeks to ‘unite under one banner a broad suite of

manufactured concerns about environmental policies in order to

economic instruments relevant to sustainable development’. The

reduce the capacity of a developing country to export one of

European Union interprets ‘Green Economy’ as one elevating

its key products.

environmental considerations above social or economic
considerations – a position which is highly unfavourable to

Attacks by ENGOs are not only often misleading and erroneous,

developing nations.

but also seek to undermine the basic precepts of sustainable
development as decided at the Rio Summit. One of the primary

The Rio+20 Summit provides an opportunity for Malaysia and

aims of ENGOs is to redefine ‘sustainable development’ to lean

its oil palm industry to advance the cause of sustainable

more heavily toward environmental aspects, to the

development. It allows for nations to work through the layers of
red tape, bureaucracy, rules and regulations

detriment of poverty alleviation

which currently govern the idea of

efforts. This must be avoided –
for

both

the

future

sustainable development.

of

developing nations and for
As the Malaysian Prime Minister,

the consensus approach of

H.E Dato’ Sri Najib Abdul

the UNCED.

Razak, said recently, “only with
The Rio+20 Summit will

a major overhaul of the

have two primary themes.

governance system will we

The

is

be able to address the

developing an institutional

challenges of environmental

first

theme

sustainability…. the International

framework for sustainable

Environmental Governance system

development. This will focus on

has to respond better to developing

how to give authority to a body to
monitor and enforce commitments to
sustainable development across social,

countries' needs in their pursuit of sustainable
development”.

environmental and economic policy.
Malaysia remains committed to environmental
While this leg of negotiations is unlikely to raise headlines, it will

conservation, and has backed this with environmental laws

play an important role in how sustainable development is

and regulations that are some of the most stringent in the world.

framed in the future. If framed from a purely environment

The industry, meanwhile, is at the forefront of poverty alleviation

perspective, the negotiations may result in an empowered UN

and environmental best practice.

Environment Programme, rather than a body charged with
maintaining a balance between poverty alleviation and the

For the Government and palm oil industry, therefore, the

environment.

Rio+20 Summit will provide an opportunity to showcase
Malaysia’s achievements in the realities of sustainable

The second, and more noteworthy, theme is that of the Green

development.

Economy. There is currently no agreed definition on what the
‘Green Economy’ is. However, it was noted in the Report of the

8
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An email campaign by environmental NGOs (ENGOs) has

preserve 50% of its forests – and has exceeded its own

gone viral on the Internet, demanding that the Malaysian

target, with 56% forest cover currently. It demonstrates that,

Palm Oil Council adopts a ‘no-kill policy’ on wildlife in

20 years on, Malaysia is unwavering in its stance on

plantations.

environmental

conservation

and

biodiversity. The

significance of this cannot be under-estimated, given that
This only reveals ignorance of conservation laws and

nations are only required to keep 10% of land for

policies already in place in Malaysia, which leads developing

biodiversity.

nations in this field. The track record in environmental
conservation goes back to 1976 when, under the Third

In terms of land use, Malaysia now utiilises less than 19% of

Malaysia Plan, the Government established 15 conservation

land for agriculture compared to 70% in the UK. Malaysia

areas in excess of 5,600 sq km. This was only the start of its

has been recognised as the 25th best environmental

commitment.

performing nation according to the Environmental
Performance Index. It continues to enjoy the status of one

At the 1992 Rio Earth Summit, Malaysia pledged to

of 17 mega-biodiverse nations.
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Comment
Malaysia is an active participant in international

• Initial funding of RM5.3 million to establish the 2,000 ha

conservation organisations and fora, including the

Borneo Elephant Wildlife Sanctuary in the Kinabatangan

Convention on Biological Diversity (CBD), through which it

district, Sabah

promotes

sustainable

development

and

biological

conservation. The National Biological Biodiversity Plan was

• Environmental conservation fora

launched in 1998 to conserve biological diversity ‘and to
ensure that its components are utilised in a sustainable
manner for the continued progress and socio-economic

• Education and training of plantation owners and workers
to support conservation efforts

development of the nation’.
Industry players, meanwhile, have initiated their own wildlife
Under the Plan, Malaysia has drawn up an institutional

conservation programmes.

framework to protect biodiversity, following up with other
measures to give this practical effect:

Sime Darby, for instance, has established a wildlife corridor
in its Tanah Merah Estate in Negri Sembilan – a forested

• In 2001, the National Biodiversity-Biotechnology Council
was established, chaired by the Prime Minister.

pathway links a forest reserve in the middle of the estate
with a mangrove forest on the coast. The Sime Darby
Foundation

has

committed

RM37.1

million

for

• In 2004, the Ministry of Natural Resources and Environment

conservation projects in Sabah to protect populations of

was created as a dedicated ministr y to coordinate

orang utan, rhinoceros, pygmy elephants and proboscis

conservation effor ts and serve as the focal point for

monkeys.

implementation of the CBD.
The IOI Group has created two sanctuaries to date, one
• In 2009, the Government adopted the Common Vision

for deer at its Nangoh Estate and another for proboscis

on Biodiversity as a roadmap to incorporate biodiversity

monkeys at its Bayok Estate. A number of sanctuaries

into the mainstream of development.

have been designated for orang utan in undeveloped
zones of its estates, thereby integrating conservation into

• Malaysia has amended its Wildlife Conser vation Act

its operations.

2010 to increase penalties for poaching or illegal killing
of protected species.

In spite of these efforts, ENGOs continue to exert pressure
on the oil palm sector, a pillar of the Malaysian economy

Industry contributions

that provides jobs and social amenities to workers, and

The MPOC has played a complementary role by launching

which supports downstream industries. Ironically, by

the Malaysian Palm Oil Wildlife Conservation Fund in 2006.

threatening the profitability of the industry, they could well

The industry provided half of the RM20 million of initial

be restricting future conservation efforts.

funding, while the MPOC has committed to matching any
donation. Apart from financing projects, the Fund supports

Economic growth will support environmental conservation.

research on wildlife and conservation. Projects to date

It is because of prosperity and growth that Malaysia and its

include:

oil palm industry will be able to strengthen and expand
conservation efforts.

• The Sabah Forestry Department’s Jungle Patrol Unit in
the Tangakulap-Pinangah Forest Reserve

ENGOs need to accept this philosophy of co-existence,
rather than condemn both wildlife and humankind to a

• The Sabah Wildlife Department’s Wildlife Rescue Centre
in Shangri-la Rasa Ria
• Surveys of the orang utan population

10
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I

ndian vegetable oil production last

The rise in per capita consumption (Table

Palm oil will continue to dominate India’s

year

2) has slowed due to high price of

vegetable oil imports (Table 4).

exceeded

that

of

many

previous years and imports were

vegetable oils in India.

almost half a million tonnes lower. The
market again came to the rescue of the
sunflower seed producers of the Ukraine
and Russia. Amidst a glut of sunflower oil,
Indian consumption expanded, making
good use of very attractive prices.
There is some doubt over estimates of
the rapeseed crop being harvested in
India. A recent survey put the crop at 6.2
million tonnes but my estimate lies
between 5.3 and 5.8 million tonnes.
Indian palm oil production in 2012-13 is
likely to reach 200,000 tonnes.
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Supply scenario
Oil palm: The low cycle for oil palm trees
in Malaysia, which commenced in
September 2010, came to an end by
March last year. It turned out to be
shorter than expected. From March
2011, we saw excellent recovery in
production each month, continuing until
December. The high cycle provided the
highest ever Malaysian production of 18.9
million tonnes of palm oil. I believe
Indonesia produced 25.2 million tonnes
in 2011.
We are now seeing signs of tree stress in
Malaysia. CPO production in January and
February 2012 has been in line with my
lower expectations. This new low cycle
will result in flat production for the year,
ranging between 18.6 and 19 million
tonnes. From March, palm oil production
each month will be less on year-on-year
basis. I expect the low cycle to end in
November.
I estimate Indonesian production will
be higher by about 1.4 million and will
reach 26.5 million tonnes. Indonesia
radically changed its expor t tax regime
in August 2011. This has affected the
norms under which CPO prices on the
BMD were determined. Traditionally,
the market looked at Malaysian stocks
of crude and refined palm oil, and
determined prices. Now, Indonesia
wins most of the business for refined
palm products, which means that
Malaysian stocks do not decline as
expected.

Global supply and demand

million tonnes; as well as the shor tfall

Last year, the most impor tant price-

in

making factors were the palm oil

America due to drought. This year, the

For now, Malaysia has effectively asked

production cycle and the biggest

biggest factor will again be CPO

its refiners to fend for themselves and

annual jump in CPO production, by 5.5

production.

has released a normal duty-free expor t

12

soybean

production
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quota for CPO. This can be a clever

India would want to raise the tariff

different matter altogether. Canola and

strategy if it keeps releasing more CPO

value of RBD palm olein from US$484

rapeseed

quota from time to time. Strong CPO

to the current market level. That step

Rapeseed oil remains a premium oil

expor ts will keep Malaysia’s stocks

(at present, import duty of 7.5%) could

and its high price is creating space in

down and ensure high prices on the

add some US$50 or Rs2,500/tonne to

Europe for palm bio-diesel.

BMD. Overall, Malaysia will become a

the local price of RBD palm olein. If the

large

its

palm oil market slumps, higher import

Sunflower seed: The big surprise of

smallholders, growers, settlers and

duty will not affect local prices, and the

2011

plantation companies will be much

government will act. If the palm oil

production of sunflower seed in the

better

Indonesian

market runs up, the higher duty will be

Ukraine and Russia. It was a ver y

Malaysia’s

an additional burden to consumers, and

profitable season for farmers and

refining and oleochemical industries

the government will refrain from

crushers alike. Therefore, for this

will go the way of its bio-diesel plants.

action.

year too, we must expect the same

CPO

off

expor ter

than

counterpar ts.

their

However,

but

The only other option available will be

or

prices

was

larger

are

the

acreage

ver y

high.

outstanding

devoted

to

to adopt a carbon copy of the

Rapeseed and canola: There have been

sunflower seed in this region. There

Indonesian expor t tax regime and do

reports of winter kill in Europe, and

is one caveat. Sunflower seed is a

away with the duty-free expor t quota

estimates of EU rapeseed production

ver y fragile crop. Farmers in regions

for CPO.

for 2012 have been trimmed to 19.5

like India and even Argentina will tell

million tonnes. There are also problems

you that they have rarely if ever had

The question remains as to what the

in the Ukraine. The smaller Indian crop

two good crops in a row.

governments of affected countries like

is compensated by a better crop in

India, Pakistan and China – which have

China.

With winter kill affecting canola and

large refining industries – will do.

even wheat, it is possible that farmers

Normally they would be expected to

The big unknown is the 2012 canola

in the Ukraine will plant summer

retaliate against the Indonesian action

crop. Current prices and the dr y

varieties of sunflower seed in their

by raising impor t duties on RBD

weather in Canada indicate that, if

place, leading to a big sunflower seed

products. Yet all these governments

planting conditions permit, acreage

crop in this region this year. However,

fear inflation. So my guess is that they

could

the

will refrain from retaliation if palm oil

However, planting intentions mean

outstanding yields as in 2011 is slim.

prices rise strongly, as they seem to be

little in the face of harsh weather

Weather and growing conditions will

doing.

conditions, and the growing season is a

need to be watched ver y carefully.

expand

by

at

least

10%.

probability

of

the

same
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locally. Luckily there are ample carry-

Price outlook

forward stocks and but it may be a

Except for Europe, the rest of the world

struggle to crush an extra 5 million

will enjoy strong growth this year with

tonnes of beans this year unless soybean

emerging countries leading the pack.

oil prices, and particularly the basis, are

Geo-political tensions, such as the

strong.

situation in Syria and over Iran, will keep
crude oil prices strong for most of the

Demand scenario

year.

Assuming that the world economy will
grow by at least 3% this year and in view

Over 2011, we saw indifferent weather

of the high price levels, as well as past

patterns in many parts of the world. The

experience with price-sensitive markets, I

last was the La Nina in South America.

have estimated food demand for

Prominent weather forecasters have not

vegetable oils to grow by 3 million

predicted any problems over the next

tonnes only.

six to nine months. There is ongoing
drought in the southern US but, apart

I also expect global bio-diesel demand

from this, it may be safe to assume

to expand by about 3 million tonnes.

reasonable weather for the rest of the

Mineral oil prices are likely to remain

year. Some of the usual occurrences to

high due to geo-political tensions and

watch for are a bad monsoon in India; or

Groundnut and cottonseed: Groundnut

this will keep bio-diesel workable,

drought in the Ukraine and southern

production will decline slightly. Last year’s

despite the end of the blenders’ credit

Russia, or even drought in parts of

bumper production of cottonseed will

scheme in the US.

Europe. There

give more oil this year.

are

signs

of

the

emergence of a new El Nino, but it is far
Hence, total demand for vegetable oils

too early to say anything.

Soybean: The problems with the

will expand by about 6 million tonnes.

South American crop this year are

Incremental demand is poised to

If we have reasonable rains and no El

well documented. Production is down

exceed incremental supply this year

Nino in Malaysia and Indonesia, we must

for 2011-12 by a massive 20 million

(Table 5).

expect

tonnes, compared to the previous
year. We have to carefully watch US
plantings. If planting weather in April
is good, we can expect farmers to
plant more corn – acreage of 94
million acres is achievable, which
would leave soybean acreage in
bullish territor y.
Soybean crush margins in Argentina are
awful this year. This will impact the cash
basis for soybean oil and may also
impact the tonnage of beans crushed

14
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production from November. If there is

when the country relies on imported

decline only after there is evidence that

good planting weather in Nor th

edible oils for almost 80% of its

the low cycle is ending, around

America, we must expect a big increase

consumption.

November.

would be balanced by lower soybean

The new crop sunflower seed from

The crude degummed soybean oil price

plantings in the US where farmers

Ukraine and Russia will only be

has climbed towards US$1,200 FOB. I

would plant corn extensively since this

harvested from August. Soybean oil

expect this to peak at between

is planted first.

availability for export from Brazil and

US$1,250 and US$1,300 FOB. I expect

Argentina is going to be tight, given the

the Chicago soybean oil futures to

in canola plantings in Canada. These

I am making an assumption that the soft

climb

US dollar will continue until about the

improvement in meal prices. Soybean

end of 2012. The history of recent dollar

oil has been losing market share to

cycles suggests that a strong dollar cycle

sunflower oil; this will not change until

lasts about six months, while a soft dollar

we know the fate of the next sunflower

cycle lasts about 12 months. Since this

seed crop in Europe.

to

60

cents

despite

the

soft dollar cycle commenced in January, it
should last until November. It sits nicely

Rapeseed oil could trade at a premium to

with

the

soybean oil. Even if canola production

presidential elections in November, some

expands by 10% over the year, the

new initiatives or policies may lead to a

increase will be absorbed comfortably. I

change in sentiment towards the dollar. I

expect lauric oils to trade higher.

have also presumed Brent crude oil to

Coconut oil will go at a discount to palm

trade between US$100 and US$120.

kernel oil and should trade to a high of

the

fact

that

following

US$1,550 CIF Rotterdam. CPKO has the
The biggest threat to this forecast comes

potential to trade higher and peak at

from Europe and a possible collapse of

US$1,700 CIF Rotterdam.

the Euro leading to a fall in commodity

expanding production of bio-diesel.

prices. Second would be the threat of

Therefore, stock levels will be at their

As things stand, this promises to be a year

war as result of geo-political tensions

tightest and I expect vegetable oil prices

of two halves. The first half promises to

around Iran. And third could be a big

to peak around June.

be extremely tight and bullish. For the

weather problem in any part of the

second half, we will have to see how
From June, we shall be in the hands of a

production performs. And if signs of a

weather market in Nor th America.

new El Nino fail and we are blessed with

Vegetable oil incremental demand and

Much will depend on how CPO

good weather, we could see lower prices

supply seem to be in balance for the

production turns out from July to

next year.

year, although the situation is grim until

October. Given the bullish input, steady

June. Ramadan is early this year and we

world economic growth and low

Dorab E Mistry

should see peak shipments in June. By

interest rates, I expect CPO prices to

Director, GODREJ International Ltd

then, CPO production would have

climb steadily and peak at US$1,250

risen seasonally but will remain in the

FOB or about RM4,000 by the end of

This is an edited version of the paper presented at the

low cycle. This period will also coincide

June. After that, it may pull back to

Price Outlook Conference 2012 held in Kuala Lumpur

with peak summer demand in India

US$1,150-1,200 FOB. I expect prices to

on March 7.

world.
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ypically, the period from roughly Jan 1 to March 1 is a

T

Moreover, the old crop US and world corn supply/demand

rather slow and potentially dull time for grain and

balances are already very tight. And it appears that Brazilian and

soybean futures markets. Fundamentally, the current

Argentine soybean production has been cut enough to

crop cycle is fairly set; available supplies are well known, as is

materially affect the world soybean supply/demand balance and

demand; Southern Hemisphere production is well anticipated.

tilt more demand toward the US.

The upcoming winter wheat crop was planted late in the

So, the soybean and corn markets have rallied impressively

previous year, but much of it is still in dormancy. The next big

during the last three weeks of February. That rally has not gone

variable for markets is spring planting in the Northern

unnoticed by money managers either, especially since other

Hemisphere, with particular emphasis on corn and soybean in

asset classes have struggled.The last two weeks of February have

the US and spring wheat in the US and Canada.

seen a fresh input of managed investment money flow into the
corn and soybean markets.

This year has broken from this traditional pattern because
drought in January and February negatively affected potential

One fixture during late February each year has been the USDA’s

production of corn and soybean in Argentina and southern

annual Outlook Conference. One topic always highlighted is its

Brazil.The amount of production lost has been a moving number

first projections of grain and oilseed supply and demand. For the

that has tended to grow with each passing week. Thus, markets

2012/13 crop cycle, the projections came at a time when grain

have had something fresh to trade on during this typical dead

and soybean markets were already complicated by a number of

period.

important unknowns that were and are in flux.
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Soybean: Walking bull market

The changing soybean dynamics means that planted acreage

The single most important factor facing grain and soybean

and the 2012/13 soybean yield have become very important.

markets these days is the declining 2011/12 soybean production

Any slippage in either or both could push soybean stocks

prospects in South America. Last September, the USDA forecast

back to a dangerously low level. The USDA has captured

that Brazil and Argentina

some of the changing dynamics in its 2012/13 US soybean

combined would produce

supply and demand projections. Its Outlook Conference

126.5

million

tonnes

in

analysis showed 2012/13 soybean carryout stocks of 205

2011/12. In the February 2012

million bushels when the market expected something closer

WASDE, the impact of the

to 300 million bushels.

drought caused that figure to
drop to 120 million tonnes.

Corn: Defending acreage

Based on the latest estimates

The market had anticipated a bearish 2012/13 US

from crop scouts on the scene,

supply/demand projection for corn well before the Outlook

the combined production of the

Conference, and it was not disappointed. The USDA used 94

two countries could shrink by an

million planted corn acres for 2012/13 last November for

additional 7 million tonnes to around 113 million tonnes and

departmental budgeting

possibly even lower.

purposes, and it carried
that

over

to

its

Last September, the USDA predicted that the 2011/12 world

supply/demand projection as

soybean production would reach 259 million tonnes. Now it

well as 87 million harvested

appears it will fall to 244 million tonnes or even lower. That is a

acres. If realised, 94 million

decline of about 6%, but in terms of impact it is a very important

acres of corn would be the

6%. The smaller production, along with logistical problems at

largest planted corn acreage

Brazil ports due in part to tight holding by Brazilian farmers, has

since 1944.

already caused some March-May demand to be shifted to the
US with more rumoured to follow. The heretofore dismal US

The USDA also used a trend line

2011/12 export prospects have quickly perked up, as have

yield of 164 BPA. Big acreage and a big yield

export prospects for the first six months of 2012 /13 due to

produce a big crop, and the USDA projects a crop of 14.3

restricted South American competition.

billion bushels which would be a record by far. Despite
record demand of 13.5 billion bushels, the projected ending

All of this has pushed soybean future prices into a walking bull

stocks rise to 1.6 billion bushels, double the estimate for

market with higher closes in 11 of the last 12 sessions, reaching

2011/12. Thus, the very tight old crop supply outlook is

the highest level in over five months. It has also widened the

countered by projections that US new crop supplies will be

soybean-corn price ratio to a level that could shift some corn

flush again.

acreage to soybean this spring. In short, the dynamics of the
soybean market have changed dramatically, and this is rubbing off

The fundamentally bearish new crop corn market has also run

on other markets.

into bullish soybean, and this is frustrating corn bears for now.
Suddenly, the corn market is forced to defend acreage against

China’s demand for the balance of 2011/12 in light of the

inroads by soybean. Additionally, Chinese domestic corn prices

current negative crush margins remains a question mark as does

are record high, and the spread between Chinese and US prices

its demand in 2012 /13. But the US appears poised to capture a

of about US$100/tonne have allowed some new corn sales to

larger share of whatever that demand may be, than was thought

private Chinese buyers. The spread is so wide they can afford to

possible a few months ago.

pay the VAT.
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Sinograin, the Chinese government grain agency, has not made
any recent purchases, but that remains a very real possibility for
new crop and even old crop, as long as Chinese corn prices
remain high. However, the US old crop supply/demand balance
cannot absorb significant new export demand without running
down ending stocks to an untenably low level.
Bears may also be frustrated that regardless of fundamentals,
buying from outside investment money has flowed into the corn
market during recent weeks. Long positions held by managed
money have been growing. During the last week of February
alone, managed investment funds are estimated to have bought
nearly 50,000 contracts.
Wheat: Fundamentals will prevail
Statistically, the wheat outlook is firmly bearish with very ample
US supplies and a record large 2011/12 world wheat carryout
to look forward to. Funds also think the wheat outlook is bearish,
and at last count were short a record 97,000 contracts of CME
wheat. Yet, CME wheat futures gained about 30 cents in the last
week of February. In part,
this is due to nervous fund
shorts. With a short position so
large, it does not take much to
trigger a wave of short covering at
any time.
In part, wheat’s recent strength is
due to the pull of the soybean and
corn markets. In part, it is also due to
a rash of buying by Iran, the Saudis,
North African countries and some others. Not much US wheat
has been directly involved, but the recent velocity of business has
been supportive.
Organisations like the IGC are predicting record world wheat
production in 2012/13, but even so, there are some potential
spots around. Ukraine’s winter wheat crop has been stressed by
dry weather and cold temperatures. How much actual damage
there is remains to be seen. In addition, there are pockets of
dryness in France, China, Ukraine and the Northern Plains of the
US. A record world wheat crop is still a long way from being in
the bin.
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wheat is often used as a proxy for world wheat values. It is
also used by some financial traders as a hedge against the
action of the US dollar in currency markets. Wheat’s
fundamentals will ultimately prevail, but the wait can be
frustrating.
Europe’s sovereign debt woes
We cannot discuss current commodity markets without bringing
in the subject of Europe’s sovereign debt problems and, in
particular, the threat that Greece might default on its sovereign
debt. Well

before

the

beginning of the year, the
mood has flipped and
flopped on nearly a daily
basis between optimism that a
viable solution from European
leaders would be forthcoming,
to pessimism that a solution
could be found.
Grain and soybean markets, like
most other commodity markets and
financial markets, have often been held hostage by the Greek
morass with prices each day pushed higher or lower depending
whether the mood was optimistic or pessimistic.
By the end of February traders seemed to conclude that
Greece’s budget and debt woes really had little to do with the
immediate value of grains or other commodities, and the
sovereign debt situation began to exercise less control over daily
price action. However, the problems have not gone away. It is
conceivable that they could again arise to become a factor in
daily price action, but let’s hope not.

Source: Robert W Kohlmeyer
Ag Review, World Perspectives Inc, March 2012

Outside financial markets and the dollar will likely continue to
have an outsized effect on the CME wheat market in the short
term that will have little to do with wheat fundamentals. CME

This is an edited version of the article.
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Only ‘Sustainable’ Soybean Meal for Dutch Feed Industry
The Dutch are implementing a rigorous and not inexpensive system that
requires only ‘sustainable’ soybean meal to be used in animal feeds in the
Netherlands. Environmental groups and other organisations have been
pressuring the feed industry to stop using ingredients produced in
countries where land is cleared to grow soybean and other crops.
They insist that being sustainable not only includes crops grown in an
environmentally responsible manner, but also harvested from areas
where labour and land tenure rights are protected, among other
requirements.
The reality is that there is no truly sustainable soybean grown anywhere, based on the classic definition of the word.
All soybean needs to be fertilised; most must be treated with pesticides and insecticides; and require the use of
external energy to plant and harvest. Some are grown in a more sustainable manner than others, but none are really
sustainable.
The Roundtable on Responsible Soy (RTRS) is the system developed to meet pressure from outside groups. Its
members include European importers, soybean processors, feed compounders, environmental groups, and
associations from the Netherlands and South America, among others. The main objective is to ensure that Dutch
feed compounders continue to have access to South American soybean meal, particularly from Brazil.
When fully implemented, only soybean producers determined to be in compliance with RTRS requirements will be
able to classify their production as sustainable, and will be able to supply the Dutch market. There is no guarantee
that the soybean meal consumed in the Netherlands in the future will be grown according to RTRS requirements –
the country imports and produces far more soybean meal than it consumes, and exports the bulk of this to other
European countries. As long as the volume of sustainable soybean meal imported or produced in the Netherlands
is equal to the volume consumed domestically, the requirements will be met.
As it stands, the US industry is not a part of the effort and its soybean and soybean meal will not be considered
sustainable, even though it is likely that 99% of the soybean are grown in a more sustainable way than South
American soybean that will be RTRS-certified sustainable.
US farmers must comply with conservation, labour and other laws and regulations that are stricter than those
established by RTRS. However, because the industry has not participated in RTRS and does not have an in place a
RTRS-approved compliance and inspection system, no US soybean will be classified as sustainable.
US farmers are far from ready to develop and implement a system designed to meet the RTRS requirements just
to be able to supply the Netherlands, but that may be a mistake as the Dutch requirements are likely to spread to
other countries.

Source: New Dutch Standard ‘Sustainable’ Soymeal
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EU: Lower Rapeseed Harvest
The European Union's disappointing rapeseed harvest looks set to feed a jump in biodiesel imports, worsening prospects for the bloc's own bio-fuels plants which are already
in a "critical situation".
The rapeseed harvest has fallen for a second season, by 1.3 million tonnes to 19.4 million
tonnes on estimates, mainly as a result of lower production in Germany, Poland, Romania
and Denmark.
The USDA has estimated that EU rapeseed imports will rise 16.6% to 3 million tonnes
in 2011-12, or by an extra 350,000 tonnes against its forecast, to fill some of the gap. Tight
supply will prompt a partial shift to the sunflower complex, following a record EU harvest, estimated to rise 15.2%
to 7.95 million tonnes. Significantly higher sunflower seed production is being reported in France, Romania, Portugal
and Spain.
Because the price of rapeseed oil is expected to remain high, it is likely that consumption of sunflower oil will
increase, according to the USDA report. Even increased imports of the oilseed itself from Ukraine, Australia and
Canada will not fully offset the lower EU rapeseed production. Rapeseed oil imports, the raw material for bio-diesel,
will also rise by an estimated 36% to an all-time high of 750,000 tonnes.
Source: Ag Perspectives

Curbs on Indonesian Palm Bio-diesel?
A recent bio-fuels industry report has indicated that EU governments are likely to limit imports of Indonesian palm
bio-fuel, which has become cheaper due to a tax cut, to protect domestic plants.
Fredrik Erixon, director of the European Centre for International Political
Economy, said the EU has supported the building of production capacity that
is heavily under-utilised and will not be able to survive, if foreign competitors
to rapeseed bio-diesel cannot be kept out of the market.
Bio-diesel producers in Southeast Asia and the Americas are making headway
into Europe's lucrative renewable energy market, where demand has expanded thanks to targets designed to slow
global warming and limit dependence on fossil fuels.
Erixon, who advises several European governments, said that, ideally, market access conditions for palm bio-diesel
should not change, given that it is about 22% cheaper than European rapeseed bio-fuel priced at US$1,490/tonne.
But the EU is trying to change this, he noted.
The report said that, three years ago, Jakarta set an export tax for palm bio-fuel at a lower rate than crude palm oil,
spurring local firms to turn palm oil into renewable fuel and corner the European market. In a tax structure change
last August, the tax-free threshold for a tonne of bio-diesel was raised to US$950/tonne from the US$800 range.
The tax was capped at 7.5%.
Source: Ag Perspectives
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Bio-diesel Refiners Shut Down in Europe
According to the European Biodiesel Board (EBB), a number of the region’s bio-diesel refiners are likely to be forced
to close. The EU will be under pressure to erect barriers to imports as low regional demand for the fuel combines
with stiff competition from abroad. The EBB said many companies have already closed, especially in Germany and
Spain.
It estimates EU 2011 bio-diesel production capacity at 22.1 million tonnes but states that the industry reached only
44% of that capacity. A Rabobank report indicates that, although the EU has a nominal bio-diesel capacity of more
than 22 million tonnes, many plants have been temporarily closed or remain idle.
The alarmingly low utilisation of production capacity has generated calls from Spanish and Italian producers for
government support and measures to curb imports. The bloc's 2011 production is likely to fall partly because of
heated competition from external supplies. Imports will probably reach a record 2.52 million tonnes for 2011, up
21% from 2010.
Source: Ag Perspectives

FEDIOL: No Health Benefits in Denmark’s ‘Fat Tax’
Denmark’s tax law on saturated fatty acids in foods, which came into force
last October, is meant to promote better diets and improve public health.
However, FEDIOL pointed out in a statement that the purported benefits
have been refuted by the World Health Organisation (WHO).
The WHO, which has studied food taxes closely, states that the costs fall
unfairly and disproportionately on the poorest in society, as well as risk competitiveness across the EU. The Danish
government’s belated acknowledgment that the measure is indeed a means of raising finance to reduce the public
deficit does nothing to address and resolve the problems.
Experience has shown that such taxes are not effective in tackling complex diet and lifestyle-related problems.
FEDIOL said a WHO Review investigating the effectiveness of economic instruments has ‘found no direct scientific
evidence of a causal relationship between policy-related economic instruments and food consumption, including
foods high in saturated fats’.
This is unsurprising as the Danish tax focuses on a specific nutrient, rather than on diet, even though there is clear
evidence that obesity and health in general can only be managed appropriately when looking at multiple factors.
FEDIOL said the tax penalises all consumers, regardless of how balanced their diet or how healthy their lifestyle. It
is also socially unjust in that it disproportionately impacts the low-income population, who spend a larger share of
their income on food than others. FEDIOL stressed that there are no health grounds on which this tax is justified,
but there are many socio-economic reasons why it should be abandoned.
Source: Ag Perspectives
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Mixed Outlook for EU Oilseed Output
The European Farmers and Agricultural Union expects EU oilseed output to
rise by 5.2% in the 2012-13 marketing year, to 30.3 million tonnes. Planted
area will expand by 0.8% to 11.6 million ha, according to its report. Rapeseed
output should go up 7.7% to 20.8 million tonnes as the seeded area has
increased by 1.3% to 6.9 million ha. Sunflower production will go up by 0.2%
to 8.15 million tonnes, but soybean output will remain little changed at 1.26
million tonnes, according to the report.
The outlook for the year’s German oilseed crop appears good. A farm cooperatives forecast stated that
winter rapeseed will go up 25% to 4.8 million tonnes, against 3.8 million tonnes in 2011. However, other
agricultural repor ts stated that low temperatures have increased concerns about winter kill affecting the
rapeseed crop elsewhere in Europe, which produces about a third of the world's rapeseed/canola
output.
The five-year average for EU rapeseed production is 19.5 million tonnes, according to the European Commission's
Directorate-General for Agriculture and Rural Development. Its forecast in February for rapeseed production this
year is 20.2 million tonnes. However, private analysts estimated that production could end up as low as 18 million
tonnes due to winter kill.
The surge in rapeseed prices in recent weeks has created intense cost pressure on EU oil mills, some of which may
be compelled to cut crushing due to poor profit margins. Mills may also have to reduce production as retailers and
food processors resist the high prices.
Sluggish demand for rapeseed oil for bio-diesel production could pressure the price downwards, dealers said.
According to French consultancy Offre & Demande Agricole, demand for rapeseed oil for bio-diesel production in
Europe has not been strong since the start of the year. Argentine bio-diesel and imported soybean oil and palm oil
esters (feedstocks) are providing competition.
Compiled by MPOC Brussels from various sources

Hard Year for German Bio-diesel Sector
German bio-fuels industry group, Verband der Deutsche Biokraftstoffindustrie (VDB), has projected poor sales
growth this year. The industry achieved only 56% capacity utilisation last year, and a moderate increase in sales is
forecast this year. The mood in the sector remains tense, according to the report.
Two more bio-diesel producers declared insolvency last year, as Germany's taxes on the green fuel continued to cut
demand at petrol stations, leaving blending with fossil fuels as the main market. Of Germany's 49 bio-diesel plants,
about half have stopped production or are insolvent, the VDB added.
Source: Verband der Deutsche Biokraftstoffindustrie
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Europe’s Palm Oil Imports
The region’s palm oil imports will be steady this year due to attractive prices and because more of its bio-diesel
producers are expected to go under. The Dutch Board for Margarine, Fats and Oils said EU demand is likely to
remain around 5.5 million tonnes, the same as last year.
According to Oil World, the 27 EU member-states imported 5.5 million tonnes of palm oil last year, down from 5.8
million tonnes in 2010. Dutch imports, which account for more than one- third of total imports, dropped to 1.95
million tonnes in 2011 from 1.97 million tonnes in 2010.
Over the past 10 years, imports have increased from about 2 million tonnes to over 5 million tonnes per year.
Although the price of palm oil has more than doubled since the beginning of 2009, the price relationship to soybean,
rapeseed and sunflower oils has remained intact. The price FOB Rotterdam is currently about 15-25% less than that
of other vegetable oils.
Compiled by MPOC Brussels from various sources

Liverpool Palm Oil Refinery to Double Capacity
New Britain Palm Oil (NBPO), one of the largest fully-integrated industrial producers of sustainable palm oil, and its
subsidiary New Britain Oils (NBO) have announced that 100% utilisation will be achieved at their refinery in
Liverpool in May.
NBO, which operates the refinery, will invest further in downstream processing in 2012/13, as NBPO plans to double
the annual capacity from 150,000-170,000 tonnes to over 300,000 tonnes. This means that the Liverpool facility will
be able to supply over 50% of the UK's palm oil needs for food, all from certified sustainable sources and fully
traceable from seed to refinery gate.
The facility is the first in Europe to have a fully segregated and sustainable supply chain, with the world's first
dedicated sustainable bakery foodstuffs production facility, which is in the final stages of commissioning. The bakery
margarines and fats plant will initially add a further 30,000 tonnes a year of products, including packed food service
products, all of which will be traceable and certified as sustainable by the Roundtable on Sustainable Palm Oil.
Source: Public Ledger

Drop in Italian Bio-diesel Production
Italy’s bio-fuels industry body, Assocostieri, has published preliminary data showing that output dropped 29% to 520,000
tonnes last year. This was attributed to the surging inflow of cheaper imports, which jumped 25% to 800,000 tonnes.
The industry, which mainly uses imported raw materials including palm oil and rapeseed oil, has been hit hard by
heavily-subsidised bio-fuel imports from the Americas and Asia, which can cost less than the raw materials.
Italy produced 731,844 tonnes of bio-diesel in 2010, when it also imported 639,684 tonnes of bio-fuel to meet
demand of about 1.3 million tonnes, and exported 107,956 tonnes. Italy's obligatory share of bio-fuels in car fuel is
set at 4.5% for 2012 and is due to rise to 5% by 2014. Bio-diesel accounts for most of domestic bio-fuel use.
Source: Assocostieri
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The commodity market in general has
had a good run since early February due
to the weaker US dollar and as a result of
talk of QE3 taking shape. This liquiditydriven rally has turned around the
negative technical price outlook of CPO
and soybean oil, as well as crude oil.
All three products are now trading at a
new recent high of RM3,280/tonne,
$0.545/lb and $108/barrel respectively.
The benchmark 3rd month CPO futures
contract (FCPO) traded on the Bursa
Malaysia Derivatives (BMD) exchange hit
a nine-month high of RM3,321 on Feb
28, ahead

of

the

Price

Outlook

Conference (POC) in Kuala Lumpur.
FCPO had tested the low of RM3,036 on
Feb 2 amidst the improving weather

There is no change in the weather

equatorial Pacific. A transition to ENSO-

outlook for oil palm and poor Malaysian

outlook for the year. According to the

neutral conditions is expected from

palm oil export numbers. The FCPO

latest report from the Climate Prediction

March to May. It is interesting to note that

benchmark price is currently consolidating

Centre (CPC) of NOAA, La Nina

the probability of an El Nino unfolding will

in the range of RM3,250-3,300.

conditions have peaked across the

heighten in the second half of the year.
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This uncertainty warrants a good
weather premium to be priced into CPO
and soybean.
Palm oil production in Malaysia is
estimated to be 8-10% lower in
February, bringing

the

end-month

inventory below the psychological twomillion tonne mark. But output is likely
to move back to positive growth in
March

or

April. With

less

than

encouraging exports in Q1 and slow
shipment growth in Q2, inventory in
Malaysia should remain healthy at above
1.6 million tonnes throughout H2 2012.
Crude oil
The rally in crude oil price is somewhat
liquidity driven. The Iran factor is still in
play but a possible subsequent release of
Strategic Petroleum Reserve by the US
and the deployment of more oil rigs in
Saudi Arabia should alleviate supply
pressure and prevent a full blown ‘oil
shock’.
As shown in the NYMEX (WTI) crude
oil price chart (Figure 2), a breakout took
place on Feb 20. From a technical
standpoint, price should continue to
trend higher with immediate resistance at
$115 and the support at $104. A
runaway price, as in 2008, is not foreseen

market is over-bought following the

million tonnes respectively, compared to

in the near future as recent data suggests

recent rally as indicated in the daily RSI.

75.5 million tonnes and 49 million tonnes

a dip in US petroleum consumption due

However, price should trade in a range

in the previous year. Reduced supply of

to high prices and the slowing global

of 53-55 cents with an upside bias in

soybean

economy.

the near term. The fundamentals of

substitution demand for palm oil. Global

soybean oil are bullish, as world supply

supply of soybean oil will remain tight

has been cut due to severe drought in

until the US crop comes on stream later

South America.

this year.

high of 54 cents. We expect a

The 2011/12 crop in Brazil and Argentina

An upward price channel leading to a

temporar y price correction as the

is forecast at 69 million tonnes and 47

price target of RM3,450 has developed in

Soybean oil
Soybean

oil, in

a

positive

price

oil

will

create

greater

development, breached the previous
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the palm oil daily chart. The ‘rising wedge’
upper-trend line will post resistance at
the RM3,340-50 level. If the price closes
above this over successive trading days, a
further move upwards can be expected.
The next resistance will be at the
psychological RM3,400 level, followed by
RM3,450.
The MPOB is anticipated to publish
price-friendly data on March 10. Coupled
with the feel-good factor post-POC,
these prices targets are achievable.
However, profit taking may kick in once
these price targets are reached, as the
market should become over-bought by
then. It makes sense for the bulls to take
some money off the table as price would
have advanced more than 10% in less
than

six

weeks. The

3rd

month

benchmark FCPO should trade in a
range of RM3,000-3,500 in Q2 with
heightened volatility.
From a wider perspective, the outlook
for the general commodity market looks
less promising in the immediate term. As
the US dollar is expected to resume its
uptrend

after

a

brief

correction,

commodity prices should go in the
opposite direction. The US dollar index is
poised to test the 82-point mark again
after hitting the trend line and RSI
support level near 79.
As illustrated in Figure 5, commodity

commodity prices including that of

prices have an inverse correlation to

palm oil. Therefore, it is advisable to

the strength of US dollar. If the US

view the present bullish outlook in

Ryan Long

dollar index breaches the 82 mark, as

palm oil, soybean oil and crude oil with

Vice-President

the ‘ascending triangle’ formation may

caution.

suggest, we should see a plunge in key

Report as at March 11, 2012

OSK Investment Bank Bhd
(Futures and Options)
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Oil palm is a high margin crop for many growers and it is a highly
effective user of land area, but “as a monocrop that has
supplanted forest and peat lands in areas with unmatched
biodiversity and inhabited by poor indigenous tribes, it has been
heavily criticised for its negative environmental and social
impacts. Escalating NGO campaigns, particularly from Europe,
over the last seven years have reined in the speed and prospects
for large-scale oil palm expansion in Indonesia and Malaysia.
Large corporate growers have acceded to NGO pressures, as
these have resulted in high-key boycotts by the likes of Unilever
and Nestle. Many large companies have signed on as members
of the World Wildlife Fund for Nature-initiated, Roundtable for
Sustainable Palm Oil (RSPO). Multinational consumer brands are
being persuaded to change their buying policies, with potential
global implications.” [1]
Indonesia, the biggest producer with a 48% share of world
output, has been the focus of concerns, as recent acreage
growth has been in Sumatra and Kalimantan. It is frequently
reported to be deforesting at the rate of about 1 million ha per
year. Half could be lost to oil palm new plantings, and the rest to
logging, mining and urban creep. [2]
While growers have ramped up the production of Certified
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Sustainable Palm Oil under the RSPO, some NGOs have
campaigned even harder against the largest growers and buyers.
Greenpeace vs Sinar Mas (a unit of Golden Agri-Resources),
started in 2008 and resulted in the Sinar Mas-The Forest TrustNestle deal, where the grower promised no more deforestation
and peat land development, accepting an initial 35 tonnes of
carbon per ha ceiling for land development. There has been a
shift to a slower growth trajectory as new plantings take up to
a year to effect (some have lost concessions due to such delays)
and significant portions of current land banks may prove hard to
develop.
We review company annual reports of the largest public-listed
oil palm growers, for land bank data trends and information on
intensification efforts. The top 15 selected have aggregate land
banks ranging from Sime Darby’s 900,000 ha to Hap Seng’s
40,000 ha.The average is 300,000 ha, with reserves or unplanted
areas at 70% of recent planted area, and smallholder and joint
venture development plus other crops at 30% of the same.
The scarcity of suitable new oil palm areas has also pushed the
large plantations into:
(a) diversifying to other crops in familiar territory (Indofood Agri
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and New Britain Palm Oil have interests in other crops and
Wilmar plans a major expansion into sugar in Indonesian Papua);

but development of very large acreages may also be
constrained. [5]

(b) entering into joint ventures to expand to far-flung regions, for
example, Wilmar’s Africa efforts; and

As land runs out in traditional areas and NGO campaigns take
effect, the pace of oil palm area growth at the large plantations
slows. Their efforts at intensification have lagged [6] and instead,
they have started to diversify by geography and by crop.

(c) accepting more smallholder development, for example, Sime
Darby’s efforts at land deals on Sarawak native customary lands
offered 30% to landholders and a 10% stake to a state
development agency (Indonesian land concessions have long
required ‘plasma’ or smallholder schemes).
The recent annual expansion of the 10 largest plantations has
averaged 18,000 ha (three-year average). The annual net
increase in planted area has decelerated from an average of
33,000, to 11,300 and 9,300 ha per year more recently. [3] The
fastest growth has come via mergers and acquisition: Wilmar’s
purchase of PPB Oil Palms and Indofood Agri’s purchase of a
stake in London Sumatera, both in financial year 2007.

Khor Yu Leng
Research Consultant and Writer of Khor Reports
Segi Enam Advisors Pte Ltd
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Environment

It has been a long-held principle in
negotiations – including at the United
Nations Conference on Environment and
Development, the UN Framework
Convention on Climate Change and the
World Trade Organisation (WTO) – that
environmental rules and regulations
should not be used as unjustified barriers
to trade. Yet, certain developed countries
are restricting imports of products from
developing nations under the auspices of
environmental protection.
The European Union (EU) Renewable
Energy Directive (RED), passed by the
European Parliament in 2009, restricts
the importation of palm oil as a bio-fuel
feedstock on the basis of assumed
greenhouse gas (GHG) emissions from
its production. These calculations have
been subject to considerable conjecture
and the assumptions behind them are
unclear.
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Numerous countries have raised
concerns about the RED. Malaysia,
Indonesia and Brazil have all argued that
it discriminates against their imports.
Even the American Soybean Association
has expressed significant concerns to the
US government that the RED is
discriminatory.
Despite reports which have given
European rapeseed oil similar or worse
GHG emissions than palm oil, the RED
creates a default value which, in the
absence of alternative proof, allows
European bio-fuel to be considered
‘renewable’, but not palm oil.
Yet alternative proof exists which
demonstrates palm oil’s ability to meet
the EU’s 35% threshold for bio-fuels. A
report by Dr Gernot Pehnelt and Dr
Christoph Vietze concludes that a more
appropriate default value for palm oil
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produced without methane capture
should be between 38.5% and 41%,
rather than the 19% identified by the EU.
The Malaysian Palm Oil Board found the
value to be 60.4%. In either scenario,
palm oil would be considered
‘renewable.’
The EU maintains that its trade policy is
designed to ensure that ‘developing
countries are able to benefit from access
to its own markets and from the
openness of the global economy’.
Professor
Andrew
Mitchell
of
Georgetown University in Washington
DC published a paper in October 2009,
examining previous case law in the
context of the RED, in order to assess
'the current state of the law on issues
relevant to the [RED] and to apply that
law to assess the consistency of the
[RED] with the EC's WTO obligations'.
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The Mitchell report found that the RED
'is likely to be prima facie inconsistent
with the EC's obligations under the
GATT', and as such is in violation of
international laws and norms.
Similarly, the European Centre for
International Political Economy (ECIPE)
found that sustainability standards and
the RED violate WTO rules. In a paper
entitled 'Green Protectionism in the EU:
How Europe's Bio-fuels Policy and the
RED Violate WTO', ECIPE Director
Fredrik Erixon writes that the 'EU biofuels policy has become an industrial
policy rather than environmental policy'.
At the same time as the RED, the EU
passed a Fuel Quality Directive which
also establishes sustainability criteria that
must be met by bio-fuels if they are to
count towards the GHG intensity
reduction obligation. In response, Canada
has complained that this breaches WTO
obligations by discriminating against its
crude oil from tar sands.
In the US, a recent decision by the
Environmental Protection Agency (EPA)
declared that palm oil cannot be
considered a renewable fuel under the
Renewable Fuels Standards. It argued
that palm bio-fuel would only result in a
reduction in GHG emissions of
between 11% and 17% compared with
fossil fuels.
Both Malaysia and Indonesia have
strenuously opposed this decision,
claiming that the EPA has got its figures
wrong. Indonesia claims the savings are as
high as 40%. When the announcement
was made, the accompanying information
sheet pointed to serious fundamental
errors in the calculations by the EPA –
such as ignoring the carbon sequestration
of oil palm plantations, which contribute

to Malaysia’s entire sector being carbon
negative.

environmental
acceptable?

The most telling indication that these
laws are being used more as mechanisms
of trade protection rather than
environmental protection is the large
difference between the calculations used
by the US and the EU. It has been well
documented in the past that the current
state of knowledge on GHG emissions,
particularly in land-use change, is
underdeveloped and highly variant. Both
the US and EU have come up with
calculations which are significantly
different yet both preclude palm oil from
being considered ‘renewable’.

The judgment handed down by the
Dispute Settlement Panel in the TunaDolphin case gives some guidance on the
standard which the WTO will set. While
the Tuna-Dolphin decision is still subject
to a possible appeal, it is the most
authoritative one to date. The Panel ruled
that the US had breached WTO laws
when it decided that Mexican tuna
fisheries do not conform to high enough
standards to be labelled ‘dolphin-friendly’
despite meeting all international
standards and obligations.

Primary offender
It is not only in the areas of renewable
energy that trade barriers are being
erected. Under the EU’s emissions trading
scheme, international airlines will be
required to purchase emissions permits to
land at, or depart from, European airports.
Repor ts state that as many as 20
nations are considering ‘retaliator y
measures’ against the EU. The measures
are repor ted to include re-opening
existing trade agreements in sectors
other than aviation to put ‘pressure on
EU industries’; imposing new charges on
European airlines flying into non-EU
countries; suspending current and
future negotiations on EU airline
requests for new routes or airport
destinations; and possibly enacting
legislation to ban their airlines from
complying with the EU law.
It is clear that the EU is the primary
offender. However the trend for
developed
nations
to
adopt
environmental trade barriers is growing.
Until a country takes a case to the WTO,
the
question
remains:
what

trade

barriers

are

The Panel found that the US measure had
breached the TBT Agreement because it
was ‘more trade restrictive than necessary’
to fulfill the objectives which legitimately
allow for the imposition of a trade barrier,
including the protection of animal or plant
life or health.
Tellingly, the Panel rejected the argument
often cited in literature that products
which are produced in different ways and
with different environmental impacts are
not considered ‘like’ products and
therefore can be discriminated against.
This argument has underpinned a
considerable section of writings which
seek to justify trade barriers on
environmental grounds.
The Tuna-Dolphin decision has provided a
strong basis on which to contest many of
environmental trade barriers erected by
developed nations against imports from
developing nations. It has also raised serious
questions as to whether environmental
trade barriers, such as unclear and
unsubstantiated calculations of GHG
emissions, would survive a WTO dispute.
MPOC
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Shipping

question the need for many of the

working in the ship’s office. He was

manuals now required to maintain this

building some bookshelves. I was

The shipping of liquids, especially

safety; in fact I believe the existence of

introduced to him and found that he was

chemicals and vegetable oils, is a highly

these manuals may actually reduce the

the chief engineer, forced to spend his

complicated affair involving manuals,

safety on board as the officers have to

off-duty time making bookshelves to hold

detailed health and safety procedures,

spend time reading and reviewing them

all the safety manuals that were

inspections by surveyors, and detailed

when they should either be working the

mandatory for the ship to have on board.

reporting systems, all of which take a lot

ship or resting. There have been recent

He told me that he reviewed the

of time and trouble away from actually

accidents reportedly deemed to have

manuals relevant to the engine room and

taking care of the cargo.

been caused by officers being over tired.

his other duties during the time in port

Today …

when he would normally have gone
Of course, health and safety are

A few years ago I was on board a small

ashore to relax. Does this improve safety?

important and there are undoubtedly

product tanker on the Singapore

Probably not as much as the people

fewer accidents today than in the past. I

anchorage and there was a carpenter

compiling the manuals believe.
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staff to stop pumping and, realising

disappearance during the night and I

there was no way to cover up his lapse,

would not like to speculate as to the

Learning management techniques

he called the captain. The captain then

quantity he had been drinking.

One thing that has improved is the

came down and by shouting at the

amount of drinking done by the officers

shore staff, convinced them it was all

This was a lucky captain as he was

and crews of all types of ships. There are

their fault and even had them cleaning

spotted by a liner and picked up after a

fewer European crews these days but in

up the deck.

couple of hours in the water. He was able

Not so long ago ...

to convince the captain of the liner not to

the beginning of the chemical and
vegetable oil shipping trades, most

At no time did he criticise the second

announce to anyone that he had been

officers and crews were European and it

officer in front of anyone but later gave

picked up and, being a faster ship, they

was a fairly universal practice to drink,

him a sharp dressing down and then

soon overtook his tanker. One has to

both on board and ashore. Now there

proceeded to make his life totally

hope that his tanker had also spent some

are regulations regarding the amount one

miserable for the remaining two months

time looking for their missing captain, thus

can drink in the various hours before

of the voyage. That second officer is now

slowing them further.

going on duty, and there is regular

managing director of a chemical tanker

unannounced testing for both drugs and

company and probable learned more

On arrival in Singapore, the tanker

alcohol. Anyone found to be over the

about managing people that night that

captain was able to persuade a bumboat

limit will have very little opportunity to

through any amount of courses and

skipper to take him off the liner and

work on a ship again.

manuals.

deliver him to Pulau Bukom without
informing the authorities. Imagine the

Many years ago a ship was loading palm

Captain overboard

surprise of the crew of the tanker when

oil in a small port in Malaysia. There was

Tankers are a lot slower than normal

she docked to find their missing captain

a ‘ship stop’, meaning that it was the

cargo ships, especially the old liners and

cheerfully awaiting them on the berth

responsibility of the officer on watch to

now the container ships. Some years

when they arrived!

tell the shore staff when to stop pumping.

ago, the captain of a tanker fell

The young second officer came back

overboard at the northern entrance to

Dangerous chemicals

from a run ashore just in time to start his

the Malacca Straits. The reason is not

One chemical that is commonly carried

watch. He had downed a few beers and

known

on chemical tankers is phenol. This is

but

no

one

noticed

his

it being a warm, tropical night, he

described as being highly toxic

found a chair and sat down on

by ingestion, inhalation, and skin

the deck to await the time to

absorption. It is a strong irritant

give the word to stop pumping.

to tissue with a tolerance of 5
parts per million in air. In other

He soon went to sleep and, of

words, this is a highly dangerous

course, was not watching the

substance to be close to and is

tank. He woke up to find palm

certainly on the banned ‘last

oil all over the deck and still

three cargoes’ list for any edible

pouring out of the tank. He

product, for all vegetable oils or

immediately ordered the shore

fats.
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Shipping

Phenol also has a melting point of

returned to his bed without a word

An effective cleaning method was

42.5-43°C, which means it needs

and

devised for those tanks that had carried

heating and is difficult to discharge in

satisfactorily.

discharge

was

completed

cargo that was maybe a bit dirty or that

ver y cold conditions.

would tend to stick to the tank walls.
The ‘what ifs’ are endless. What if there

The tank was filled with water and a

A chemical tanker once arrived in

had been a weakness in a flange seal

rubber dinghy placed inside. This had to

Rotterdam to discharge a parcel of

that could not take the pressure?

be inflated after it was in the tank as the

phenol. After

the

What if the hose had been old and

manhole was too small to let it in

surveyors having drawn samples to

weak, and had ruptured under the

inflated. Two seamen would then get

check the quality, the hoses were

extra pressure? And so on. Even if

into the dinghy and float around

rigged for discharge. Because the

there had been no problem but the

cleaning the walls by hand. Gradually

vapours are so toxic, these have to be

incident had been logged, the inquiries

the water would be pumped out to

delivered back to the ship through a

would be endless under today’s

lower the dinghy and allow access to all

vapour return line, i.e. under a closed

conditions and the captain would

of the tank walls. Other tanks could be

circuit system. So, this was rigged as

cer tainly lose his job.

cleaned by washing with ‘Butterworth’

mooring

and

well.

tank cleaning machines.
Tank cleaning

Discharging duly commenced but the

One

hoses were long and the night became

chemical tanker operations is tank

finishing

very cold. The pump was operating

cleaning. The ability to clean tanks

inserting a drum with the top cut off

below full capacity to avoid exerting

quickly, cheaply and efficiently can

into the tank. The drum would then be

too much pressure on the hoses.

mean the difference between profit

filled with methanol and a steam hose

During the second officer’s watch, the

and loss on a voyage and the skills and

played on the outside of the drum until

pumping rate began to slow and finally

methods are often closely guarded

all the methanol had evaporated. The

the pump stopped. The phenol had

secrets.

vapours condensed on the tank walls

ver y

impor tant

aspect

of

frozen in the line and the officer did not

Whatever method was used, the
touches

were

made

by

and then slowly evaporated leaving the

dare use a steam hose to heat the

Many years ago, a major source of

tank in perfect condition to load

product in the discharge hose, so he

methanol for Europe and the US was

methanol! Almost as if the last cargo

called the captain.

New Zealand which had a large plant in

had been methanol.

New Plymouth. Ships would sail from
On reaching the deck and not being

the US to Japan, Korea and Taiwan with

NB: Do not tr y any of these

too happy about having his sleep

many grades of chemicals. After leaving

methods today, they are not in the

disturbed, the captain listened to the

Taiwan, the tanks had to be cleaned of

manuals!

second officer’s explanation; He then

all these different chemicals – and, in

went to the pump and cranked it up to

some cases, tallow – to a very high

full power. After straining for a bit, the

standard

hose leapt about two metres in the air

impurities in methanol could destroy

and

the downstream plants in Europe or the

the

phenol

star ted

flowing

smoothly once again. The captain

34

of

US.
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Branding

In Part 1, I looked into the general landscape of how issues of
climate change have become a major factor in the public
consciousness, and in just a few years at that. In this part, I'll be
looking more at what the oils and fats industry should be doing,
given that (to use a sporting analogy) the game keeps changing,
as do the rules.
Overall, the whole climate change discussion has great
opportunities for the oils and fats industry with the Big Three
being:
1. Oil crops, with appropriate technology, have the potential for
carbon capture.
2. Unlike fossil fuels, fuels from oil crops are renewable.
3. The high energy density of oil crops (in joules per kg) means
a low carbon footprint for transportation and distribution.

If the industry adopts the right approach, the whole climate
change issue could provide a superb opportunity. I'll divide these
approaches into two broad areas – strategy and specific action
steps.
Strategy
One of the hardest things that the oils and fats industry has to
come to terms with, in the process of building a credible and
positive brand, is that all kinds of things contribute to making a
brand powerful. Some of them are logical but, equally, the illogical
can play a big role.
This latter point was fabulously illustrated in the documentary
movie The Fog of War about the life of Robert McNamara.
During his public service years he was US Secretary of State for
Defence under President JF Kennedy and again under President
LB Johnson. Prior to working in government, he rose through the
ranks of the Ford Motor Company to be the first non-Ford
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Branding

family member to become CEO. He championed the Falcon – a
car which during the 1950s became one of Ford's most
successful brands.

of brands in the market place, and not the thousands we have now
because everyone would be buying on price.
So what's happening?

During his Ford years and during his subsequent years in public
office, he became very familiar with handling a large number of
big issues – the main ones at Ford being new product launches
and the promotion of seat belts in cars, and the main ones in
public office being the Cuban Missile Crisis and the
American/Vietnam War (to name but two). In all, it was a long
list of projects which involved logic and emotion.
One of his key learnings was: “Rationality will not save us.” His
main point being: we have an amazing capacity to ‘know what
works’ and yet still not do it. More than we would like to admit,
people are not rational, and consequently, rely on rationality at
your peril! If you want proof of this, just look at all the strange,
and often self-destructive, things we as human beings do.
Millions of us smoke cigarettes when we are so familiar with the
cost in terms of social negatives and financial negatives, not to
mention death. But many of us continue to smoke. The same goes
for our food intake, with over-eating and obesity issues, resulting in
heart disease being one of the biggest killers in most countries. And
the list goes on, with everything from drugs (both legal and illegal)
to speeding while driving a car. All in all, there is a massive body of
information that says McNamara was right: we are not rational.
So how does this affect the oil crop industry?
From the professional point of view, the industry tends to hire a
lot of people from disciplines at university where rationality is
critical. Typically, this means the hiring of engineers, chemists,
biologists and agronomists (not to mention accountants). These
are all people who are trained to think in terms of logic, hard
facts and tangible results. Conversely, the industry tends to not
hire so many people in the areas of psychology or social studies
(i.e. the soft-skills areas).
But here's the thing: in the business of building brands and a positive
image in the world stage, psychology matters. And many would say
it matters more than the hard facts. If you want proof of this, just
take a look at any market where people buy things – anything, from
washing powder to cars. If people were logical, they'd research in
order to find the one that works the best functionally (and these
days there's not much difference there) and next they would do a
price comparison so that they would pay the least. Is that how it
works? No way! If that were the case, there would be a tiny number
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Well, there's a myriad of psychological and social factors at play.
This could mean anything from lifestyle, to ‘making a statement’,
to ‘self-concept’, to ‘wanting to follow a fashion’, to ‘not wanting
to follow a fashion’ or ‘wanting to impress the neighbours’. And
to make it even more complicated, most people have a very low
level of self-awareness as to what makes them make the
decisions they make in the first place (the psychologist Solomon
Asche was a great pioneer in this area).
If you want to make progress in understanding the role of
psychology in motivation, and how that fits in with a workable
strategy and subsequent action, there are some lessons to be
learned from great military leaders. Without doubt, one of the
greatest (many would say the greatest) military leaders was
Napoleon Bonaparte. His excellence in leadership was largely
about combining brilliance in two areas: formulating the right
strategy, and motivating his men to follow it.
When it comes to strategy, most military textbooks, especially the
ones of Napoleon's day, put a large emphasis on superiority of
numbers. In short, the greater the number of men, guns and
ammunition, the greater the chances of success.This is true, provided
the level of motivation is the same. But this is rarely the case. In any
battle, one group is usually more motivated than the other.
So how big is the role of motivation?
Interestingly enough Napoleon was one of the few leaders to
put this issue into numerical terms, with his maxim, ‘the moral to
the physical is in the ratio of three to one’. In other words the
group that is ‘going for it’ will win over the opponent who is
merely paid a steady wage and doing their job. And this is the
case even if the ‘going for it’ group numbers say only 40 men,
against an opponent numbering 100.
Would it be a good idea for the oils and fats industry to adopt a
similar ratio themselves? Possibly. But what would be the
equivalent of Napoleon's moral:physical ratio? Probably the ratio
of psychological to the physical. And now we're on to how the
industry came to be in its current position. The oil crop industry
has, for generations, been driven by two things: numbers (tonnage
per ha, oil yield extraction and financials being the big ones); and
the fact that the end result, the oil, is traded as a commodity.
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These two things drive the whole industry down the track of
having a psychological:physical ratio that is strikingly low. But
here's the thing: industry players aren't even aware of it (I don't
think any oil crop board meeting as yet said ‘OK, let's aim for a
psychological:physical ratio of 0.1% in terms of dollar-spend’). It
is more a question of the focus on production metrics being so
high that issues to do with
psychology and persuasion
become treated more like an
after-thought. This is typically what
happens with any commodity, not
just oils and fats, but also others
such as sugar or metals. But hold
on, petroleum oils are traded as a
commodity too, but the public has
high brand recognition of Shell, BP
and Exxon (and the rest)! So
what's happening?
Well, the most obvious key point is the financial investment a
company makes in marketing and branding. And we're not
talking about an advertising campaign here. It's the whole thing
from concept to branding and public relations (PR). Even with
one of the most highly differentiated products ever (or, if you
prefer: non-commodity items) – computer software – one of Bill
Gates' aphorisms was “If I was down to my last dollar I'd spend
it on PR.” Having a great product (or in the case of the oil
industry, having a persuasive set of facts) is one thing. Being able
to sell it is another.
Let's move on to taking a look at opponents of the industry, such
as NGOs, lobbyists and environmental campaigners. What is
their ratio of time and money spent on gathering the facts versus
time and money spent working on marketing and PR projects?
As I write, I'm in England, and when I'm here I regularly chat with
friends on how the oil palm industry is perceived. I'm not so
much interested in how negative the perceptions are (and that
is significant) but more how they got to that position.
In short, the public puts very little effort into deciding what
position to adopt, but a huge amount of effort goes into
justifying a position once it is adopted. And it's a remarkably
similar position for the anti-oil crop industry at the organisational
level. How much of its budget is on the psychological level?
Almost 100%.
If you want an example of this, just take a look at Greenpeace's
famous campaign against Kit Kat chocolate bars. It had gory

images of orang utan being harmed and rainforests being
destroyed in order to make the oil to make the chocolate bars.
There wasn't a fact, a number, any statistics or a rational
argument in it. The focus was only on psychological impact. And
it worked.
The same applies to climate
change issues, but with one
critical difference: The tactics of
industry critics that work so well
in the orang utan area are not
being replicated in climate change
issues. Environmental pressure
groups have focused on fossil
fuels to a much higher degree in
general, and coal as the ‘dirty’ fuel
in particular. This is interesting
considering that so many jobs and
financial interests lie particularly in the business of mining coal
and running coal-fired power stations across Europe. It's
almost the mirror-image of the palm oil/orang utan campaign!
So what's happening here? Despite the fact that rationality is
often not 100% of a motivational campaign, it's not zero
either. With coal, the fact remains that it does emit the highest
amount of carbon dioxide per kilowatt of electricity
produced. Equally, there's no debate that coal is nonrenewable.
So, all in all, there is a considerable number of ways the oil crop
industry could have an effective approach on the strategic level
by focusing on the psychology rather than hard facts alone; and
choosing areas where the persuasion game is easier.
The next step is how to do this.
Specific action steps
The industry can take a wide range of steps. Again, as with any
motivational issue, the ‘how’ is often more important than the
‘what’, in parallel to my earlier point that the psychological is
often more important than the factual. Here is my top list of
‘what’ with a little ‘how’ mentioned:
1. Anaerobic digestion
If we take a widely accepted fact that methane is 29 times
more injurious as a greenhouse gas (GHG) than carbon
dioxide, there is a ver y powerful star ting point for a
persuasive series of follow-on arguments and images.
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Currently, any oil processing plant that emits organic waste,
particularly palm oil mill effluent without a digester, is missing
a great opportunity. If they don't have a digester to capture
the methane then there is a nice logical star ting point of
reducing GHG negatives (by the way, reducing, rather than
eliminating, as some people seem to think, carbon dioxide is
still emitted and is still a GHG).
Secondly, the image of a biogas plant is already nicely set up
in the public consciousness as a ‘green thing’. Remember: a
golden rule of perception management is to find out what
people currently think, and go with that. As people already
think bio-digesters are eco-friendly, it's a good idea to just go
along with that.
2. Carbon footprint comparison
An astonishingly small amount of consensus exists on the
carbon footprint of various green technologies. For example,
wind farms are becoming numerous in both Europe and
Nor th America, yet paradoxically, numbers about their
carbon footprint are not numerous. Yet the fact remains that
the construction of the turbine, manufacturing of the parts (a
typical 1MW turbine has a 6300kg gear box), the copper
windings of the generator, the materials for the tower and
the vanes, paint, transportation for assembly, the construction
of access roads, fuel costs for maintenance, all have a carbon
footprint. The magnets for the generator in one wind turbine
alone require an average of 4400lb of the rare element
neodymium (according to the UK newspaper The Daily Mail,
Feb 23, 2012). The mining, refining and processing steps all
have significant carbon footprint and environmental cost, but
these rarely get a mention.
3. Corporate Social Responsibility
Any project on ‘being kind to planet earth’ in terms of GHGs,
can be enhanced with ‘being kind to underprivileged people’
at the same time. The oil crop industry is remarkably well
placed in this area, as a large number of the rural poor get
food, education and healthcare because of the labour
intensiveness of the industry. This compares starkly with the
large corporations in the areas of coal, petroleum oil and
natural gas. Not only are they GHG emitters, but also they
are capital intensive and their production plants employ
relatively few people.

oil crop industry is doubly attractive because it is bigger than
the oil tonnage; it is potentially an excellent candidate for a
low carbon footprint fuel; and, as it is non-edible to humans,
it sidesteps the ‘food versus fuel’ debate.
5. Use renewable fuels
As many oil crops are grown in tropical climates, why is diesel
used in lorries and tractors when the oil crop could be used?
This is where the US loses every time in comparison to Brazil
in bio-ethanol production. In Brazil the biomass (bagasse) byproduct is used to run plants, whereas in the US, fossil fuels
are still used heavily, leaving them open to a potential PR
disaster.
6. Develop carbon capture techniques Both the oil from crops
and the non-oil biomass are forms of captured carbon. The
only problem is that the carbon only stays captured so long
as the oil is not consumed and the biomass doesn't rot or get
burned. But if it can be used in applications where it stays
captured long-term, then the PR benefits could be enormous.
This could cover any applications from furniture to car bodyparts using anything from lumber to chip-board from biomass
waste.
7. Find alternatives to fertilisers and pesticides
Two big weaknesses that the industr y has today are its
reliance on fer tilisers and on pesticides. Both currently
consume large amounts of energy in their manufacturing, and
consequently will be regarded as ‘high carbon emitters’. Even
if facts can be found that show the carbon emissions to be
small, it is an argument best avoided because the imagery is
so strong. People prefer to see images of plants of the
vegetative kind rather than the chemical process kind.
An overall optimistic message in the climate change debate is
that it gets more media attention than most other issues facing
the industry. It's also an issue where the industry could do very
well indeed, given the right approach.
Dr Ian L Halsall
Researcher & Author

Books by the author include ‘The Best-kept Secret for Reversing Climate Change?’ and
‘NLP4u’.

4. Develop non-oil biomass
In terms of GHG emissions, the biomass by-product of the
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After graduating from university I started work in the research

hardened whale oil, which was readily available in the 1940s and

laboratory of a large London-based food manufacturer. The

widely used in bakery fats and margarines, after partial

company made all sorts of products and also operated a chain

hydrogenation. The ‘suet’ puddings were

of restaurants and some hotels. In 1946 I joined the small group

quite acceptable with hardened

in the laboratory that worked on oils and fats. At this time the

whale oil of suitable melting

war time controls of food supplies were still in place, and most

point.

supplies for the food manufacturer were controlled and
allocated by the Ministry of Food.

The next ingredient oil to
become

available

was

One of our products was a suet pudding mix for the housewife.

herring oil. This is a highly

The suet pudding is a peculiarly English dessert. It consists of

unsaturated oil and was only

flour and fat, made into dough, often with dried fruit and put into

suitable for food manufacture

a bowl, which is then heated in a pan of boiling water. The fat

after hydrogenation, usually to a

used traditionally is the hard fat that cattle have round their

melting point of about 34°C. When well made, it had a pleasant

kidneys. It is usually chopped small before mixing. We used the

clean taste, reminiscent of butter. It was a very useful ingredient

fat in the form of thin flakes, made by pouring the molten fat

in bakery fats. We found that it could be readily whisked to give

over a chilled rotating drum. The flakes were dispersed better

an aerated fat useful in fillings for layer cakes. While quite stable

than the suet, so that the pudding had a superior texture. We

at ambient temperature, the oil was somewhat sensitive in bulk

normally used beef fat imported in wooden casks from

storage before use. It required good temperature control, short

Argentina. When this was unavailable we were allocated

storage time and a stainless steel tank.
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In time the herring supplies diminished through over-fishing,

oil quite similar to olive oil. It is obtained from thea sasanqua,

and instead hardened fish oil was available. This came from the

a close relation to thea sinensis which is the source of our cups

fishing industry in the Pacific Ocean off Peru. Various fish

of tea.

species were caught and processed into oil and meal. The latter
was used for animal feed or fertiliser. The oil was highly

Introduction of palm oil

unsaturated and was useful to us after hydrogenation much as

Undoubtedly the most important development in our usage of

the herring oil. Since the adverse health effects of trans-fatty

fats was the availability of Malaysian palm oil starting in the early

acids were established, hardened fish oil is very little used in

1950s. One of our supplying refineries suggested we should try

food.

it for frying. It was an immediate success. The main London
factory supplied the restaurant chain with ready-cooked frozen

However, the market for fish oil still exists. Most of the annual

dishes (at that time a very new

production of 1.5 million tonnes is used in the food for farmed

technology). Among these was a

fish, while increasing amounts of fish oil produced to high

traditional English fried fish in

quality standards are used direct as food ingredients or as

batter. This was cooked in

nutritional supplements. This is because of the nutritional

a large rectangular fryer

importance of the long chain ‘omega 3’ fatty acids. These are

fitted with a conveyor

abundant in the brain and in the eye, and are building blocks

belt. Raw fish fillets were

for prostaglandins. The term ‘omega 3’ shows that the fatty acid

coated with batter and

has a double bond at the third carbon atom of the chain

then dropped into the

(Figure 1). This double bond cannot be put in place by

fryer. After cooking they

mammalian systems and must therefore be obtained from the

were cooled and frozen for

diet. It is present in linolenic acid, common in vegetable oils.

distribution. We had been using

However the process of building the long chain unsaturated

groundnut oil because of its good stability at high temperature,

(20 and 22 carbon atoms) fatty acids from linolenic is slow and

but found that palm oil was just as good and less expensive.

inefficient in the human.
Doughnuts were another product made in a continuous fryer.
They are made with a yeast-raised dough. After frying they are
coated with sugar. If liquid oil is used, the sugar falls off. The
American manufacturers of our equipment specified a
hydrogenated fat with the right properties to enable the sugar
to stick on. We found palm oil satisfied this requirement just as
well.
We found palm oil was very good for shor t pastry. This is
just a mixture of flour and fat made into dough with water.
Packets of ready mixed pastr y were made for the
housewife. We needed the mix to be a free-flowing powder
that could be automatically weighed into por tions and
packed. An ordinary mixing process would produce a sticky
lump. We used a very robust mixing machine and fed a
During the time of shor tages in the 1940s we could

quantity of pieces of solid carbon dioxide ‘Drikold’ into the

occasionally obtain some tea-seed oil additional to the

mixer with the ingredients. The fat had been refrigerated, so

supplies allocated by the Ministry of Food. This is good quality

that it was hard and brittle. The ‘Drikold’ is at a temperature
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of -70°C and prevents the fat from becoming sticky during

water by 1 degree centigrade. The use of ice is a ver y

mixing.

efficient means of cooling.

The outlet of the mixer was fitted with a cloth bag, which

The liquid oil component of our blended fats could be

became inflated as the CO2 vaporised. When the bag collapsed,

varied according to price and availability, provided that

mixing was finished and the mix was quickly transferred to the

the quality was satisfactor y. We used groundnut,

packing machine.

cottonseed, soybean and rapeseed oil at various times.
Then one of our suppliers offered us an unspecified

One of the big products of the baker y was a one por tion

vegetable oil under a code name. We did not like the

fruit pie, made with shor t pastr y. It was made on a

idea, but careful analysis of a sample told us that it was

continuous production line. The dough was fed into

a liquid fraction from palm oil. Once we knew that, we

successive pairs of rollers, resulting in a continuous sheet

no longer worried about its anonymity, and used it

of pastr y being fed onto a travelling band containing the

happily for some time.

baking tins. This sheet provided the bottom of the pies. A
prepared fruit mix was deposited into each tin, then a

High quality ice cream is made with butter and cream

second sheet of dough fed on top to complete the pies.

but, in many countries, customer s are happy to buy a

The excess dough was recycled. The pie dough was mixed

less expensive product made with vegetable oils. Ear ly

in batches of about 100kg each. The dough has to have a

in the war year s, ice cream manufacture was stopped.

cer tain elasticity so that it does not tear during the rolling

Food supplies were shor t and ice cream was regarded

process, yet it must not become tough after baking. This

as a luxur y. Later, limited production was permitted, as

requires careful control of mixing time and a resting

it was considered to be good for morale . Supplies of

period before rolling out. When the dough tears during

sugar and a commercial cake margarine were made

rolling it is often blamed on the fat. On one occasion

available for the purpose by the Ministr y of Food.

investigation showed that the operator of the dough

When food controls were relaxed we increased

mixer was at fault. He found that if he cut a few minutes

production using palm kernel oil, which proved ver y

off the mixing and resting times, he could take an extra

suitable . Then suddenly supplies became difficult and

break for a smoke – but as a result the dough consistency

expensive .

was faulty.
The research laborator y was
The second problem occurred during hot summers, when

asked to recommend an

the ingredients were warmer, resulting in a soft, inelastic

alternative. We thought

dough that tore during rolling. This problem was solved by

that palm oil would do, it

a transfer of technology. I had been visiting another factor y
making meat products. In the preparation of the raw meat
mix used in sausages, I noted that a small quantity of
crushed ice was added to keep the mix cool for hygiene
reasons. The use of crushed ice to replace par t of the water
needed in the fruit pie dough compensated for the
temperature of the ingredients. Two or three trial runs

had a similar solid fat
content to butter. Palm oil
proved satisfactor y for ice
cream that was filled into
containers in a plastic consistency
and subsequently frozen hard. However, for some

established the amount of ice needed to give the right

products the ice cream has to be cooled fur ther so that

dough temperature and elasticity. The melting of ice

it can be extruded in a bar that keeps its shape. (This is

requires the input of 80 calories for 1 gram of ice. A calorie

then cut into individual por tions that are coated with

is defined as the amount of heat needed to raise 1 gram of

chocolate). The bar was difficult to form and would not
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concluded that palm oil failed because, as is well known, it
cr ystallises slowly, and therefore behaved as a liquid oil at a
crucial moment in the freezing process, even though it was
at a low temperature. The presence of the palm kernel oil
or hardened palm oil in the blend was sufficient to induce
more rapid cr ystallisation.
Attention to complaints
Many of the fats used in foods, for example, butter, margarine,
and baking fats melt over a temperature range, being very
hard at 10°C and very soft or melted at 40°C. In between,
their consistency varies, and this can present problems to the
user. Our restaurants were supplied with pre-formed
individual pats of butter prepared by machine. The butter used
was supplied to us in 10kg boxes and held in cold store till
required. Several boxes were fed into a large mixer to be
blended into a plastic state suitable for the butter pat making
machine.
We received complaints from the restaurant that the pats had
an abnormal streaky appearance. It turned out that boxes
hold its shape. We should mention at this point that

from different supplies were being blended. Butter varies in

during the freezing process about 50% by volume of air

colour depending on the cows’ feed. Summer butter, when

is introduced. This impar ts a desirable texture and mouth

cows are on grass is yellower because of higher carotene

feel.

content, than winter butter from cows on compound feed.
The blending was being done with

We did not understand the cause of the difficulty but tried a

blocks that had not been

number of oil blends in the hope of finding a solution. We found

allowed time to soften

that a liquid oil failed completely, but among the blends tried,

enough

palm oil with 20% palm kernel oil or 20% partly hardened palm

refrigeration, and

oil performed well.

therefore did not
mix

To investigate fur ther we resor ted to high power

after

together

completely.

microscopy. At a magnification of 5,000x we could see the
air bubbles, on average 60 microns in diameter and the

Our bakery fats

small globules of homogenised fat, about ½ micron in

were blended and

diameter (there are 1 million microns in 1 metre). The air

texturised centrally, filled

bubbles were lined by fat globules, which effectively

into metal drums of 180kg

stabilised them (Figure 2). Evidently the fat needs to be

and

par tly solid and therefore liquid oil is not suitable. It is

control. In winter, fat supplied to distant factories might spend
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many hours in a lorry. As a result the outer layer of fat would

The supplier was exceedingly apologetic! On another

become much harder and be difficult to use. The only solution

occasion palm oil was supplied instead of the palm kernel oil

was to carry enough stock to allow the fat to soften again.

required. The error was spotted so
that a disruption of the factory

A second complaint about butter pats in the restaurants was of

was avoided.

a tainted flavour. It was found that a room was being repainted.
Every time the refrigerator was opened, air containing some

Customer

solvent smell was trapped inside, and this was picked up by the

about products were rare,

fat.

but they were always taken
seriously.

complaints

A representative

Another tainted flavour occurred in chocolate-coated ice cream.

would quickly visit, try to soothe

The product was extruded into bars and cut into individual

the customer and if possible obtain any

portions, which were wrapped in foil. The flavour came from the

remains of the product for examination. Compensation was

solvent used for the printing ink on the wrapping foil. Highly

offered for any justified complaint. Some complaints of foreign

sensitive analytical methods identified traces of xylene in the

matter could be proved to be fraudulent. One specimen turned

chocolate coating.

out to be a well worn molar tooth from a cow “found in a
sponge sandwich cake”.These cakes were about 8” diameter and

One day the oil laboratory received a very agitated call from

2” thick, cut in two, with a layer of jam and whipped cream in the

an Italian chef at one of the restaurants. He was making

middle. Tests in the laboratory showed that there was no way

mayonnaise and his olive oil had “no consistament” (he meant

such a tooth, measuring 1½” x 1”, could have got into the cake

consistency). On the spot it was established that his supply

in a fully automatic production line.

came in 40-gallon drums and on sampling the drum was
found to be half full of water! The chef ’s complaint was fully

Another complaint proved to be a ½”-inch section of rat tail. If

justified and the problem was handed to the purchasing

genuine this would be a serious public health matter and any

department.

media publicity could do long lasting damage to the business. It
was observed that cake remnants adhering to the object had a

The ingredients for our oil blending and texturising plant were

greasy appearance. Analysis of an extract identified an oil blend

purchased on a guaranteed analysis in 10-ton lots. A few basic

typical of a commercial table margarine and containing about

checks were always made and I insisted that one of our

20% palm kernel oil, which has a very distinctive composition. All

technicians took a sample direct from the tanker.The sample was

the fat blends used in our cakes were made in-house and we

checked for appearance and flavour before the delivery was

knew that palm kernel oil was not in use at the time. The

pumped in to our tanks. Our suppliers were very reliable but just

complaint was rejected with confidence and no more was heard.

occasionally our cautious approach paid off.
Another customer was even more brazen. He had “found” a
Most refined oils have very pale colours. One delivery

piece of metal in a loaf of bread. When visited he said, “What

looked unusually ‘water-white’. A quick check proved it to be

would you give me? A friend of mine got £5 for his

mineral oil – a highly purified quality, but not what we

complaint!”

wanted in cakes. If it had been accepted before examination
the required cleaning procedures and lack of the right

KG Berger

ingredient would have caused expensive loss of production.

Food Technology Consultant, UK
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ultiple sclerosis (MS) is a chronic disease of the

M

system in random patches called plaques. This process is

central nervous system, consisting of the brain

followed by destruction of myelin, the fatty covering that

and spinal cord. Damage is caused to the nerves

insulates nerve cell fibres in the brain and spinal cord.

fatty substance insulating the nerve fibres of the nervous

It is a progressive disease, meaning the damage gets worse

system. Once this protection disappears, body functions may

over time. Inflammation destroys the myelin, leaving multiple

become impaired.

areas of scar tissue (sclerosis). The inflammation occurs when

after the myelin sheath degenerates. The myelin sheath is the

the body’s own immune cells attack the nervous system.
Myelin facilitates the smooth, high-speed transmission of
electrochemical messages between the brain, the spinal cord,

Many investigators believe MS to be an autoimmune disease –

and the rest of the body; when it is damaged, neurological

one in which the body, through its immune system, launches a

transmission of messages may be slowed or blocked

defensive attack against its own tissues. In the case of multiple

completely, leading to diminished or lost function. The name

sclerosis, it is the nerve-insulating myelin that comes under

‘multiple sclerosis’ signifies both the number (multiple) and

assault. Such assaults may be linked to an unknown

condition (sclerosis, from the Greek term for scarring or

environmental trigger, perhaps a virus.

hardening) of the demyelinated areas in the central nervous
system.

Some studies indicate that the disease follows exposure to a
virus. The virus may lie dormant (inactive) for some time

During a multiple sclerosis attack, inflammation occurs
in areas of the white matter of the central nervous
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Symptoms, diagnosis and treatment

Physicians diagnose multiple sclerosis through

Initial attacks of multiple sclerosis are most common in

physical examination and observation of symptoms.

people in their late 20s and early 30s. The disease begins with

Often, diagnosis remains unconfirmed until a second

tingling and numbness in the arms and legs, muscle spasms,

attack occurs. Tests that indicate or confirm multiple

partial loss of vision, difficulty in walking and impaired bladder

sclerosis include:

control.

•
•
•

After the first attack, there is usually a period of remission (a

head MRI scan that shows scarring or a new lesion
spine MRI scan that shows scarring or a new lesion
lumbar puncture (spinal tap)

time without symptoms) for as long as two to three years.
Subsequent attacks occur at irregular intervals and cause

Since there is no prevention or cure for multiple sclerosis,

gradually increasing disability. Frequent episodes cause

treatment concentrates on relieving the symptoms.

weakness, general in-coordination, impaired speech, and a
burning sensation in the affected areas.

Doctors prescribe muscle relaxants to help ease muscle
spasms. Some patients find that corticosteroid drugs

More extensive nerve damage may result in loss of muscle

shorten acute attacks of the disease by reducing

control and require the patient to use a wheelchair. Usually the

inflammation of the nerve tissue. While steroids do not affect

earlier the onset of disease the more slowly it progresses. Ten

the course of MS over time, they can reduce the duration and

years after onset, less than half of these patients can continue

severity of attacks in some patients.

regular daily activity.
Besides medications, many patients are more comfortable if
they are well rested. Afternoon naps and adequate sleep at
night offer some relief. In addition, cold temperatures
sometimes improve symptoms, whereas heat makes them
worse.
One of the most promising MS research areas involves
naturally occurring antiviral proteins known as interferons. Beta
interferon has been shown to reduce the number of
exacerbations and may slow the progression of physical
disability. When attacks do occur, they tend to be shorter and
less severe.

Source: Health & Nutrition, Issue 136, December 2011

This is an edited version of the article.
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F

ree radicals are unstable compounds that
possess an unbalanced magnetic field, which affects
molecular structure and chemical reactions in the body.

Free radicals may be very reactive with body tissues. Although
oxidative processes are essential to life, some oxidations may
cause cellular damage by oxidation of unsaturated fats in cellular
and sub-cellular membranes. Free radicals may cause such
undesirable oxidations.
Free radicals may damage DNA, lipids, proteins and other
molecules, and may be involved in the development of cancer,
cardiovascular disease and, possibly, neuro-degenerative disease.
Fortunately, although free radicals are formed naturally in the
body, the body produces a number of antioxidant enzymes,
such as superoxide dismutase, glutathione peroxidase and
catalase to help neutralise these and prevent cellular damage.
To function properly, these enzymes, often referred to as free
radical-scavenging enzymes, must contain certain nutrients such
as copper, zinc and selenium.
While antioxidant enzymes in the cells counteract the
undesirable effects of free radicals, there is increasing evidence
that what we eat may also help to prevent certain adverse
health effects associated with these compounds.
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Dietary advice
Numerous epidemiological studies have indicated that diets rich

Other investigators believe the antioxidant vitamins (Vitamin C,

in vegetables and fruit are associated with lower risk for

Vitamin E and beta-carotene) found naturally in vegetables and

subsequent development of several forms of cancer. The

fruit may confer the protective effect.

evidence for a protective effect from increased consumption of
vegetables and fruit – foods rich in antioxidant vitamins – is

Optimal antioxidant intake may protect against environmental

consistent with decreasing the risk of many types of cancer. The

factors, such as cigarette smoke and polluted air, which may

most effective are raw vegetables.

generate free radicals and subsequent cancer. Antioxidant
vitamins may also strengthen the immune system, a major
defence against cancer, particularly as we grow older.
The cells of the immune system have a very high content of
polyunsaturated fatty acids, which makes them susceptible to
oxidative damage. When oxidised, polyunsaturated fats may
produce a substance that may suppress immune function by
interfering with several major functions, such as the activity of T
cells. Vitamin E may enhance T cell-mediated immune functions.
Research also suggests that dietary antioxidant vitamins may
help to prevent cardiovascular disease. Many studies have
indicated that high intake of Vitamin E is associated with a
reduced risk for coronary heart disease. Prevention of
oxidation of LDL-cholesterol and the subsequent formation of
atherosclerosis is theorised to be the primary underlying
mechanism. Antioxidants may also reduce factors that may lead
to blood clot formation, including platelet aggregation and
coagulability.
The preceding, current and future recommendation is to eat
more fruit and vegetables. The National Cancer Institute
sponsored a campaign called ‘Five a Day for Better Health’,
meaning to eat at least five servings of fruit and vegetables daily.
The point is stressed that five is the minimum number of
servings and more should be consumed, hopefully five servings
each of fruit and vegetables.

Source: Health & Nutrition, Issue 135, November 2011

This is an edited version of the article.
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