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The global economy will look vastly different in the

aftermath of the coronavirus pandemic, which has

claimed over 200,000 lives worldwide at the time of

writing. Many countries have unveiled stimulus packages

to help keep their economies afloat. Malaysia is no

exception, with its US$57 billion stimulus package

– a substantial sum for an economy of its size.

Covid-19 has also uncovered the grave risk

that the world faces from deforestation.

Prior to the crisis, many scientists had

warned that deforestation and other

industrial processes that encroach into

wildlife habitats and natural

ecosystems are raising the risk of

exotic diseases jumping to humans. In

a sense, Covid-19 is a dry run for the

next, potentially worse, pandemic. If

deforestation continues, it will increase

the risk of new disease outbreaks. 

This is why it is urgent for the world to

support Malaysia’s managed forestry polices,

which allow space for both the wilderness and

sustainable palm oil. The rainforests of the

Malaysian peninsula are believed to be the oldest

and some of the most biologically diverse forests in the

world. This rainforest eco-region extends across Peninsular

Malaysia to the extreme southern tip of Thailand. 

Cover Story
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It is often forgotten that Malaysian

authorities have gone to great lengths to

preserve the ecological diversity of the

forest system, in what serves as a

paradigmatic example of the possibilities

of balancing sustainable industrial growth

with planetary boundaries. 

The Malaysian palm oil industry has been

developed sustainably, with support from

the government in preventing the

destruction of forests and wildlife habitats.

Data from the Ministry of Water, Land and

Natural Resources confirm that more than

half of Malaysia’s land area – 55.3%, or 18.3

million ha – is covered by forests.

This exceeds the 50% pledge made by

then Prime Minister Tun Dr Mahathir

Mohamad at the Rio Earth Summit in

1992. Thirty-five percent of the country’s

plant species are found nowhere else in

the world. Although there has been rapid

economic development over the years,

the government is committed to

preserving the rich biodiversity of the

rainforests.   

Bolstering sustainability

In line with global goals, Malaysia has

enhanced sustainable forest management

and mainstreamed biodiversity

programmes into its socio-economic

development agenda, post-2020. This

includes increasing Totally Protected

Areas from 13.2% to 20% by 2025, as set

out in the National Policy on Biological

Diversity and a five-year 100 million trees

planting campaign. 

Mandatory regulations under the

Malaysian Sustainable Palm Oil (MSPO)

certification scheme have restricted the

planting of oil palm on peatland and in

permanent forest reserves. The scheme

also encourages efforts to enhance the

oil palm yield, instead of expanding

cultivation, and this has shown significant

results.
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Malaysia has partnered with the World

Wildlife Fund to establish the WWF-

Malaysia's Forest for Life Programme. This

organisation works to improve forest

preservation and management practices,

paying particular attention to the

restoration of degraded areas where

critical corridors are required by wildlife

for safe travel throughout their habitats.

The WWF's Forest Conversion

Initiative works with producers,

investors and retailers around the

world to ensure that expansion of oil

palm plantations does not threaten

High Conservation Value Forests. New

technologies, such as radar and drone

flights, have been applied to ensure that

such mandates are followed, even in

remote regions of Malaysia.

Scientific research has continually shown

that phasing out palm oil – which is

integral to a wide variety of consumer

products – will only worsen environmental

problems, because alternative vegetable

oils are far less efficient. They use up more

land, fertiliser, water and pesticides; so,

switching to such oils would drive

greater levels of deforestation, for

example.

Simultaneously, it must be remembered

that palm oil is a major GDP

component of developing countries like

Malaysia, and specifically plays a crucial

role in lifting hundreds of thousands of

smallholder farmers out of poverty. A

palm oil boycott would not only be

environmentally destructive, but would

devastate poverty-alleviation efforts and

undermine progress in developing

economies.

Palm oil should further be recognised as

playing a significant role in meeting the

Cover Story
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UN Sustainable Development Goals

(SDGs). If produced sustainably, it can

contribute to at least three of these

goals.

Palm oil is consumed in one form or

another by roughly 50% of the global

population. It is the world’s most popular

cooking oil. Sustainable palm oil can thus

play a key role in SDG Number 2, to

achieve ‘zero hunger’. 

Palm oil meets the aims of SDG Number

8 for ‘decent work and economic growth’.

For instance, the industry provides a

livelihood to some 3.5 million people

worldwide, from Ghana to Papua New

Guinea. Sustainably produced palm oil

further backs SDG Number 15, with its

emphasis on management and land usage.

Sustainable palm oil – a Green option

The European Union (EU) released its

‘Green New Deal’ in December 2019 as

a milestone strategy document to meet

set environmental goals. Among other

objectives, it states that the 26-member

alliance will produce ‘no net emissions of

greenhouse gases by 2050’.

The ambitious plan calls for new

measures designed to prevent further

environmental damage due to climate

change, including reducing carbon

emissions by 55% ahead of 2030. This is

a step toward full carbon neutrality by

2050. The plan also calls for an

emissions trading system for all

transport sectors, including maritime,

aviation and surface traffic. Under the

Green New Deal, a significant

component of the EU's clean transport

plan will come from biofuels.

Yet, a recent report shockingly points out

that the world has made ‘almost no

progress’ in creating a sustainable system

for power and electricity. Over half of the

EU’s member-states are lagging behind in

meeting their approved emissions

standards and goals.

The Green New Deal was revealed not

long after the EU decided to ban palm oil

for biodiesel, citing its alleged role in

deforestation. The ban arrived just

months after the Malaysian government,

in September 2018, had declared an

explicit commitment to move toward

100% sustainable palm oil production.

The Green New Deal plan may be

laudable in that it intends to set a

pioneering example for nations around

the world. However, it lacks joined-up

thinking and ignores the efforts and

experience of developing nations like

Malaysia in the field of biodiversity. 

Instead of taking a combative approach,

the EU should recognise that palm oil

ought to be dealt with as an opportunity.

As recently as 2017, 51% of the EU’s

palm oil consumption was as a biofuel for

automobiles. There is no reason why

sustainable palm oil cannot continue to

fulfil this role. The EU could work with

leading producers like Malaysia in

observing how the MSPO standard

works and by reviewing the data.

The International Union for the

Conservation of Nature had published a

landmark report proving this point in

2018. Its findings have been supported

by a study published in March 2020, in

the academic journal Nature Sustainability.

This concluded that ‘there is neither an

economic nor an environmental case

for the substitution of palm with

vegetable oils or exotic oils on a large

scale’.

The study went further than looking at

merely the most commercially viable

competitors to palm oil. It also studied
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oils that are not currently commercially

competitive, such as coconut oil,

microbial single cell oils and shea butter.

Alternative crops were considered not

solely on environmental criteria, but from

the technical and economic perspectives

as well.

‘Large-scale replacement with alternative

crop oils, such as sunflower [or]

rapeseed, or exotic oils like coconut oil

and shea butter, presents significant

sustainability and technical challenges,’ the

report states. (emphasis added)

It also notes that palm oil is challenging to

replace as a product because it is very

versatile; it is used in a wide range of

cooking, food and other consumer goods

products, as well as fuels, but is also cheap

to produce compared to the alternatives.

Brussels envisages that most of the

anticipated rise in demand for biofuels

will come from domestic sources, such as

soybean and rapeseed oil, as well as

synthetic fuels. The problem is that

expansion of soybean and rapeseed

cultivation would require more land,

water and energy to produce the same

quantity of biofuel as palm oil delivers.

The EU ban on palm oil therefore

threatens the very goal of the Green

New Deal. 

There are few other options. Single cell

oils from algae or yeast are years away

from being commercially viable.

Researchers are working on a report,

due later this year, to suggest just how far

into the future that may be.

It only remains for the EU to

acknowledge that sustainable palm oil –

available here and now – is best-

positioned to assist the transition to a

green future in its transport network.

MPOC
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Comment

With national borders closed

and flights suspended to

contain the spread of

Covid-19, the global food supply chain

stands threatened. Most governments

have adequate stockpiles for now but, in

the medium and long term, a food

catastrophe lurks, especially for importers.

Already, the Food and Agriculture

Organisation (FAO) has warned that a

protracted pandemic could disrupt the

entire food web, affecting everyone from

farmers and processors to retailers.

In addition, as many as 265 million people

around the world are facing food

insecurity and possible starvation,

aggravated by the pandemic. The hardest

hit are the poorest in society, because

demand for food is inextricably linked to

income. Loss of employment leads to loss

of income; in turn, this affects

consumption.

The International Labour Organisation

(ILO) estimates that the pandemic

will push millions of people into

unemployment, underemployment and

working poverty. According to its

estimates, workers could lose between

US$860 billion and US$3.4 trillion in

labour income this year alone (Figure 1).

A McKinsey survey estimates that up to

59 million jobs are at risk in Europe

(Figure 2) – a staggering 26% of total

employment in the 27 member-states of
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the European Union plus the UK. The

European Commission projects GDP

contractions of 7.7% and 7.4%

respectively or the Euro area and the EU

this year, down from previous estimates

of 1.2% and 1.4% growth (Figure 3).

A bleak picture also appears in the US

where unemployment claims for the

week ending March 28 reached 6.6

million (Figure 4). McKinsey estimates

that, prior to the Covid-19 outbreak,

about 37 million Americans faced food

insecurity. Since the beginning of the

outbreak and with the increase in

unemployment, an additional 17 million

people face food insecurity. That’s a 46%

increase.

The FAO has sounded the early warning

that the agri-food sector will need to

generate 50% more food within the next

30 years. A World Resources Institute

report outlines that global food

production will have to increase by 50%

to feed the world’s 10 billion people in

2050.

Agro-based economies therefore have

no choice but to keep their food supply

chains moving, despite the difficulties

posed by the Covid-19 pandemic.

However, their activities continue to be

scrutinised through the restrictive lens of

the environment impact of food

production. Food waste and the livestock

sector are considered the main emitters

of greenhouse gas (GHG) emissions.

‘Local or global’ debate 

In ensuring low carbon food for the table,

concerns have been raised in particular

about transportation and whether locally
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produced food can lower the rate of

emissions. Critics claim that trade in food

is bad for the environment due to ‘food

miles” – a reference to the carbon

footprint caused by transporting

agricultural food products over long

distances.

The concept, which originated in the UK

in the 1990s, refers to the distance that

food is transported from the time of

production till it reaches the consumer. It

is an indicator of sustainability that

pushes for local production and local

consumption.

Els Wynen and David Vanzetti, in their

paper, ‘No Through Road: The

Limitations of Food Miles’, explain that

the attraction of the food miles concept

can be attributed to several factors –

reduced transpor t costs; new

technologies; and demand for out-of-

season, processed (pre-packaged), and

perishable products.

However, the concept is also considered

to be flawed because it ignores the cost

of production; the mode and scale of

transport; and the importance of other

inputs such as capital and labour. 

The authors note that some product

lifecycle studies have found that the

greatest energy use occurs when

moving the produce from the retailer to

the consumer. Consumers often drive

an empty car to a shop, then drive home

with 5-10kg of groceries in a one-ton

vehicle. The energy use per kilogramme

is greater than the cumulative

production and distribution costs up to

that point.

In his paper, ‘Privileging Local Food is

Flawed Solution to Reduce Emission’,

Christophe Bellmann of the Hoffmann

Centre for Sustainable Resource

Economy explains how the concept of

food miles is often invoked to restrict

trade and support locally-produced food

over imports. In this sense, it can be

viewed as a trade protectionist measure

to protect local farmers from

competition.
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Eating local may not be the best way to reduce the carbon

footprint. Bellmann notes that consuming local food may make

sense initially in reducing the carbon footprint and helping to

generate employment. But this often ignores the emissions

produced during the stages of production, processing and storage. 

The mode of transport and seasonality can affect outcomes as

well. For example in the US, food items travel more than

8,000km on average before reaching the consumer. Yet transport

only accounts for 11% of total emissions, with 83% – mostly

nitrous oxide and methane emissions – occurring at the

production stage.

Therefore, from an environmental perspective, it may be better

to consume lamb, onion or dairy products transported by sea,

because the lower emissions generated at the production stage

offset those resulting from transport.

Consumers sometimes prefer travelling some distance just to

get fresh produce. Bellmann explains how driving more than

10km to purchase 1kg of fresh produce will generate

proportionately more GHG emissions than air-freighting 1kg of

produce from Kenya.

Similarly, growing tomatoes under heated greenhouses in

Sweden is considered more emissions-intensive than importing

open-grown ones from southern Europe. In term of seasonality,

placing British apples in storage for 10 months leads to twice the

level of emissions than that of South American apples sea-

freighted to the UK. 

Today, the major challenge in food production is not just about

meeting niche demand, but also about fulfilling the over-arching

needs of society and the economy at large. For this reason, food

trade corridors must remain open to ensure the continuous

functioning of supply chains to feed the world.

This is certainly not the time for countries to act individually or

to protect their own interest, as they work out the post-

pandemic ‘new normal’ for economic sectors, including food

production. Protectionist policies, tariffs and export bans should

be avoided. Instead, health and economic well-being should

remain a priority. 

Belvinder Sron

Deputy CEO, MPOC
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Environment

In December 2018, the European Union’s (EU) updated

Renewable Energy Directive (RED II) entered into force. It set

higher renewable energy targets for EU member-states and

claims to ‘ensure robust [greenhouse gas (GHG)] emission

savings and minimise unintended environmental impacts’.1 One

element of RED II is the cap it places on the use of biofuels in

the transport sector and, in relation, its targeting of emissions

from so-called indirect land-use change (ILUC).2

Biofuels are renewable fuels made from plant or animal material.

They can be used to replace non-renewable fuels. For example,

biodiesel (a biofuel made mostly from renewable vegetable oils)

can replace diesel (a fuel made from the non-renewable fossil

fuel petroleum). Although biofuels release GHG, they release

less than fossil fuels.

ILUC concerns a potential scenario where biofuel production

indirectly releases significant GHGs. The scenario has three steps.

The first is that demand for biofuel leads to existing agricultural

land (producing food and feed crops) being converted to biofuel

production. The second is that supply of food and feed crops

decreases as a result, but the demand for food and feed crops

remains the same. The third is that to meet this unmet demand

for food and feed crops, the use of other land is changed – in

particular, land with high carbon stock, such as forests or

wetlands, is changed into agricultural land (by clearing or

burning) releasing a large amount of GHG.3

The EU has expressed its concern that ILUC-related emissions

could negate some or all of the GHG savings through biofuel

use.4 RED II limits EU members’ ability to factor so-called ‘high

1 https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2018.328.01.0082.01.ENG&toc=OJ:L:2018:328:TOC

2 https://ec.europa.eu/commission/presscorner/detail/en/MEMO_19_1656

3 https://ec.europa.eu/transparency/regdoc/rep/1/2019/EN/COM-2019-142-F1-EN-MAIN-PART-1.PDF

4 https://ec.europa.eu/transparency/regdoc/rep/1/2019/EN/COM-2019-142-F1-EN-MAIN-PART-1.PDF
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ILUC-risk’ fuels into their calculations of renewable energy use in

the transport sector to 2019 levels, and gradually reduce that

share to 0% by 2030.5 The relevant effect is to set a renewable

energy target, but to limit the biofuel consumption in the

transport sector that a member-state can take into account

when assessing whether it achieves that target. The EU has also

implemented regulations setting out its methodology for

determining whether a biofuel is associated with a high risk of

ILUC.6

In a related press release, the EU notes that the data it relied on

‘show that palm oil has been associated with the highest level of

deforestation’ as ‘over the period 2008-2015, 45% of the

expansion of palm oil took place in high carbon stock areas’,

which ‘is not even by far comparable to other feedstock’.7

Indonesia and Malaysia – the top two producers of palm oil –

have raised concerns in relation to RED II in the Committee on

Technical Barriers to Trade at the WTO. On March 13, 2019,

Malaysia stated that this will result in ‘arbitrary and unjustifiable

discrimination, in favour of other oil crops’, that it is ‘a disguised

restriction on international trading of palm oil and its products’,

and that the basis for determining high ILUC risk ‘lack[s] scientific

data and reliable information’.8

Indonesia stated to the same Committee on July 1, 2019 that

RED II will discriminate against biodiesels generated from palm

oil vis-à-vis other biodiesel products produced within EU

members, and will create unnecessary barriers to trade.9The EU

has stated that RED II complies with its WTO obligations, as it

does not single out specific biofuels and does not limit the

market access of imported biofuels to the EU.10

On Dec 16, 2019, Indonesia requested dispute settlement

consultations with the EU concerning this and other related

measures.11 Malaysia is also expected to initiate WTO dispute

settlement proceedings,12 but has not yet done so. Consultations

are the first stage in WTO dispute settlement; if the parties fail

to resolve the dispute in this context, the complaining party(ies)

can request that a WTO panel be appointed to hear the dispute.

While the EU is right that the text of RED II and its

accompanying regulations make no mention of palm oil, or

Indonesia and/or Malaysia (or indeed of any other country),

16

Environment
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5 https://ec.europa.eu/energy/en/topics/renewable-energy/biofuels/sustainability-criteria

6 https://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=OJ:L:2019:133:FULL&from=EN

7 https://eeas.europa.eu/sites/eeas/files/20190321_press_release_palm_oil_en.pdf

8 https://docs.wto.org/dol2fe/Pages/FE_Search/DDFDocuments/252311/q/G/TBT/W598.pdf 

9 https://docs.wto.org/dol2fe/Pages/SS/directdoc.aspx?filename=q:/G/TBT/W641.pdf 

10 https://eeas.europa.eu/sites/eeas/files/20190321_press_release_palm_oil_en.pdf

11 See WTO Document WT/DS593/1, G/L/1348, G/TBT/D/52, G/SCM/D128/1 

12 https://www.reuters.com/article/us-malaysia-palmoil-eu/malaysia-to-file-wto-complaint-on-eus-palm-oil-curb-by-november-idUSKCN1UA0QU
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WTO law precludes WTO members from discriminating ‘de

facto’ against foreign products, or against products from one or

more countries. 

To the extent that palm oil-derived biofuels are in a competitive

relationship with other food crop-derived fuels – such as the

sugar and cereal crops that feed bioethanol production, or the

other vegetable oils that are used in biodiesel, which do not have

a high ILUC risk under the EU’s methodology – then the inquiry

will turn on whether RED II changes the conditions of that

competition in the biofuel market by disadvantaging palm oil-

derived biofuels.

If RED II does discriminate against palm oil products, the case will

turn on whether the EU can successfully make out a defence

under the various exceptions in WTO law, such as for measures

‘necessary to protect human, animal or plant life or health’, or

measures ‘relating to the conservation of an exhaustible natural

resource’.

Complexities ahead

Several complexities arise in this respect. First, the EU identifies

in RED II not only the reduction of GHG emissions as its

objective, but also improving energy security, reinforcing

technological leadership in the renewable energy field, and

creating jobs and growth.13 Here, the EU would need to

demonstrate that RED II addresses GHG emissions; if RED II is

successful only in (for example) improving energy security

through shifts in production to other feed crops (in particular

those predominantly produced in the EU), it is unlikely that the

measure will be validated by a panel.

Second, WTO panels and its Appellate Body have been

reticent14 regarding whether there is an implied jurisdictional

limitation on WTO members regarding measures to address

public policy objectives in other countries. In this case, the

difficulty would arise because the EU is adopting measures to

address GHG emissions in palm oil-producing countries, related

to the clearing of land.

17GLOBAL OILS & FATS BUSINESS MAGAZINE • VOL.17 ISSUE 2, 2020

13 https://ec.europa.eu/transparency/regdoc/rep/1/2019/EN/COM-2019-142-F1-EN-MAIN-PART-1.PDF

14 https://www.wto.org/english/thewto_e/whatis_e/tif_e/bey2_e.htm
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This difficulty is compounded by the fact that the Kyoto Protocol

limits parties to basing their National Emission Inventories (used

to benchmark progress towards UNFCCC goals) on GHG

emissions and removals taking place within their territories, and

not in other jurisdictions.15 Endorsement of an EU measure that

addresses an environmental concern in another country would,

therefore, be a big step for WTO law, and a contentious one

under international environmental law.

Third, the EU would need to justify the scientific basis upon

which RED II distinguishes between palm oil and other biofuels.

The EU has set out a review of scientific literature16 that

considers the relative expansion of different feed crops; the

complainants in any WTO dispute would undoubtedly challenge

this. In particular, the EU would be in an awkward position were

the complainants to adduce evidence of other feed crops –

particular those produced within the EU – that could also be

associated with a high risk of ILUC but that are not excluded by

the ILUC thresholds identified in the EU’s methodology.

Fourth, RED II identifies whether a product carries a high ILUC

risk based on historical data relating to the expansion of global

production of a given biofuel into areas with high carbon stock.

Although there are limited exemptions for low ILUC-risk

biofuels, the measure nonetheless does not appear to

accommodate the notion that specific palm oil biofuel may have

been farmed sustainably, or on already cleared land, that did not

push agricultural production onto other lands.  

Put differently, there appears no way of accounting for any

disjuncture between a general risk of ILUC and a given

consignment of biofuel. This may make it difficult for the EU to

demonstrate that RED II is sufficiently flexible to take into

account relevant differences in conditions among, or even within,

palm oil-exporting WTO members.

Finally, the EU’s justification of RED II would involve

argumentation around the relationship between the measure

and its intended objective – the required strength of this

relationship will depend on the exception(s) that the EU

invokes. Part of the analysis is likely to relate to the contribution

that RED II makes to its objectives. Here the EU will have to

grapple with the likelihood that reducing the extent to which EU

members can rely on palm oil will likely shift demand towards

other biofuels – all of which are less energy-rich and thus require

more land for production.17

Unless the EU can demonstrate that increases in demand for

alternative (non-palm oil) fuels will not drive additional land-

clearing to account for the lower productivity of those

substitutes, it may face difficulties demonstrating that RED II

contributes to reducing GHG emissions associated with ILUC.

This dispute comes at a difficult moment for the WTO. The

organisation is among US President Donald Trump’s favourite

political footballs; it faces an institutional crisis with the expiration

of the terms of two of the remaining three Appellate Body

members on Dec 10, 2019, such that the organ can no longer

hear appeals of panel reports.18

At a time when the legitimacy, and even the ongoing existence,19

of the WTO is being openly questioned, a dispute which (again)

tests the limits of WTO law’s ability to sanction a measure that

is purportedly directed towards environmental protection will

only serve to compound the institution’s mounting difficulties.

Professor Andrew D Mitchell 

Faculty of Law, Monash University, Australia

& 

Dean Merriman

Senior Manager

Deloitte Australia’s Global Trade Advisory Practice

Environment
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15 https://www.ipcc-nggip.iges.or.jp/public/2006gl/pdf/1_Volume1/V1_8_Ch8_Reporting_Guidance.pdf

16 https://ec.europa.eu/transparency/regdoc/rep/1/2019/EN/COM-2019-142-F1-EN-MAIN-PART-1.PDF

17 https://www.iucn.nl/en/updates/iucn-report-saying-no-to-palm-oil-would-likely-displace-not-halt-biodiversity-loss 

18 http://www.europarl.europa.eu/doceo/document/B-9-2019-0181_EN.html

19 https://theconversation.com/arrogance-destroyed-the-world-trade-organisation-what-replaces-it-will-be-even-worse-125321
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A ccording to media reports,

earlier this month, the Ministers

of Trade from France and the

Netherlands urged the European

Commission (hereinafter, Commission)

to consider increasing tariffs against

trading partners that fail to meet their

commitments on sustainable development

as agreed in the chapters on trade and

sustainable development (hereinafter,

TSD chapters) in the context of

preferential trade agreements between

the EU and those trading partners. This

initiative follows a larger debate on the

enforceability of TSD chapters in 2018,

which has, so far, not led to any changes

in the EU’s approach. Similarly, as EU

trade policy cannot be expected to

change from one day to the next, the

Trade Ministers’ initiative will not lead to

any immediate changes, but the European

Commissioner for Trade Phil Hogan

already indicated that he would take the

proposal into account for his review of

EU trade policy, which the Commissioner

intends to publish by the end of the year.

The issue of trade and sustainability and

the linkage of sustainability issues to

economic benefits is a highly sensitive

issue and might bring a significant change

to EU trade policy.

Addressing trade and sustainability in

preferential trade agreements since

2010

Since the EU-Korea Free Trade Agreement,

signed in 2010, all preferential trade

agreements (hereinafter, PTAs) concluded

by the EU include a ‘Chapter on Trade and

Sustainable Development’ or provisions to

that effect. Such chapters generally focus

on two key areas: labour and the

environment. The issue of sustainability

and the TSD Chapters in the EU’s PTAs

have become increasingly relevant and an

important element of the EU’s efforts to

regain public support for its trade

negotiations.

According to media reports, the envisaged

EU-Mercosur Trade Agreement, which is

currently undergoing the final legal review,

provides a rather innovative provision

related to animal welfare, linking access to

the EU quota for eggs to compliance with

EU rules on laying hens, which would aim

at ensuring high animal welfare standards.

At the same time, the broader debate on

the approach for the TSD Chapters now

appears to pick up again.

019-022:Layout 1  6/26/20  5:07 PM  Page 19



20

Markets

GLOBAL OILS & FATS BUSINESS MAGAZINE • VOL.17 ISSUE 2, 2020

A debate on a revised approach to

TSD Chapters since 2017

On 11 July 2017, the Commission

published a ‘non-paper’ on the Trade and

Sustainable Development (TSD) chapters

in EU Free Trade Agreements (FTAs)

(hereinafter, ‘non-paper’), which was

intended to stimulate discussion on the

topic with the European Parliament and

the Council of the EU (see Trade

Perspectives, Issue No. 15 of 28 July

2017). The ‘non-paper’ provided an

overview of the current EU’s approach

on TSD and presented two options for

discussion, further developing and refining

said approach. The first option is entitled

“a more assertive partnership on TSD” and

essentially builds on the current

approach. It would entail closer internal

cooperation, among EU Member States

and EU Institutions, and external

cooperation vis-à-vis the EU’s trading

partners. Furthermore, this option

provides for a “more assertive use of the

TSD dispute settlement mechanism”.

The second option is entitled “a model

with sanctions”, thereby emphasising the

main difference between the two

options. This option takes up an approach

currently used by the US and Canada in

their respective FTAs, adding the

possibility to apply sanctions at the end of

dispute settlement proceedings in case of

non-compliance and impacting trade or

investment between the parties. In the

case of the US, sanctions mean the

withdrawal of trade concessions, while

the FTAs concluded by Canada provide

for monetary fines. Importantly, sanctions

require and assume a natural link

between sustainable development

obligations and trade commitments,

namely a “quantifiable harmful impact on

bilateral trade or investment as a result of

the FTA violation” and the resulting

withdrawal of concessions or fines would

reflect this quantified impact.

In February 2018, the debate on trade

and sustainability reached the level of EU

Trade Ministers, who discussed this issue

for the first time (see Trade Perspectives,

Issue No. 4 of 23 February 2018). In

addition to the Commission’s 2017 ‘non-

paper’, the issue had become increasingly

important with respect to the EU-Viet

Nam FTA, notably with respect to Viet

Nam’s labour laws and Viet Nam’s

adoption and implementation of certain

conventions under the United Nations

International Labour Organization (ILO).

France and the Netherlands refuelling

the debate in 2020

In May 2020, the Ministers of Trade

from France and the Netherlands

reignited the debate on the approach in

the EU’s TSD Chapters by sharing a
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proposal aimed at allowing parties to a

trade agreement to withdraw tariff

reductions vis-à-vis trading partners that

fail to meet their commitments on

sustainable development. More specifically,

the Ministers maintain that “Parties should

introduce, where relevant, staged

implementation of tariff reduction linked to

the effective implementation of TSD provisions

and clarify what conditions countries are

expected to meet for these reductions,

including the possibility of withdrawal of

those specific tariff lines in the event of a

breach of those provisions”. The Ministers

reportedly argue that such approach

would allow trade policy instruments to

provide additional leverage to the

implementation of international

environmental and labour standards,

which they consider as currently being

insufficiently enforced. Taking a step

towards trading partners, the proposals

also supports further “capacity building in

the partner country” so as to (presumably)

enable the EU’s trading partner to

implement the TSD commitments it has

undertaken.

Additionally, the Ministers request the EU

to pursue a “more streamlined EU

notification mechanism to respond to

possible breaches of TSD-commitments”

and strong reliance on the work of the

EU’s new Chief Trade Enforcement

Officer. Finally, the Ministers request

the Commission to inform EU Member

States more regularly on the impact of

trade agreements on EU employment

and domestic industries and that a

commitment to the Paris Agreement on

climate change must be a pre-requisite

for any trade agreement. The latter might

clearly be directed at any discussion on

a trade agreement with the US, as the

current US Administration withdrew

from the Paris Agreement.

The delicate issue of linking trade with

trade-related issues and concerns

The withdrawal of tariff preferences to

motivate compliance or punish incompliance

with sustainability commitments can be

considered as an economic sanction. In its

2017 ‘non-paper’, the Commission had

indicated its concerns with introducing

sanctions into the TSD Chapters. The

Commission noted that such a more

confrontational approach might

jeopardise the relations with the relevant

trading partners and thereby put the

effectiveness of the TSD Chapter as a

whole at risk. It appears that not all EU

Member States consider that imposing

possible sanctions on the EU’s trading

partners would be the appropriate

approach. The issue is delicate, as it

connects trade with non-trade, but

trade-related, issues and concerns.

However, it should be noted that the

EU’s own Generalised System of
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Preferences (GSP), which provides

unilateral preferences to developing

countries, already provides in its GSP+

iteration for the temporary suspension of

preferences or even their withdrawal if

the beneficiary country does not comply

with certain provisions (in this context,

see Trade Perspectives, Issue No. 8 of 24

April 2020). The connection between

trade (i.e., economic and commercial

commitments or concessions) and

sustainability (i.e., environmental, social

and/or labour commitments) is clear. The

trade-offs within preferential trade

agreements are and must be, first and

foremost, economic in nature. Any

equation that does not recognise this

simple premise, will not work.

On the one hand, it appears absolutely

natural that, if a country, or group of

countries like the EU, wanted to link

some of its preferential market access

concessions to its trading partners’

commitments on sustainability (i.e.,

environmental, social, labour obligations

or human rights), it should be allowed to

take action (e.g., withdraw the preferential

market access concessions) in case its

trading partners do not comply with their

sustainability commitments. As indicated,

this is already the case under the EU’s

GSP+ scheme.

On the other hand, the opposite must

also be considered: trading partners

within a preferential trading arrangement

that have committed to comply with

often costly and legally, economically and

commercially challenging obligations on

sustainability, should be rewarded with

stable, effective and non-discriminatory

preferential market access conditions to

the other party’s market if they comply

with the sustainability obligations that

they have signed up to. Should their

market access be distorted or prevented,

such trading partners should be allowed

to address this trade imbalance either by

withdrawing some of their own

commercial concessions or be given

compensation.

EU industries, NGOs and public opinion

at large find it increasingly difficult to

accept the granting of market access

concessions if the countries benefitting

from them do not then comply with their

own commitments, often in the area of

environmental, social and labour

standards and protection. Developing

countries often find it burdensome to

comply with strict sustainability schemes

that they sometimes consider not

developmental priorities, that are costly

to implement, or that are unilaterally

imposed by importing countries. Some

countries also find it difficult to accept

that, while they are asked to make such

efforts to comply, they then find their

products competing on markets, such as

the EU market, with products of third

countries that allegedly are not subject to

or violate the same sustainability

obligations.

A legal, but also very political issue

The issue is political, as much as it is legal

and economic in nature. The trade and

legal instruments, to make trade and

sustainable development work, do exist

(e.g., preferences, sanctions, compensations,

standards, conformity assessment procedures,

etc.) and can be innovatively used. It

remains to be seen how this issue will be

reflected in Commissioner Hogan’s

report on EU trade policy to be

published by the end of the year.

The EU’s trading partners should see the

proposal reportedly made by France and

the Netherlands with optimism. Tying

sustainability commitments with specific

trade concessions should work to the

benefit of both parties to a PTA. On one

end, the party committing to certain

sustainability requirements, ideally

negotiated by the two parties and

inscribed in government-to-government

standards, technical regulations and

conformity assessment procedures that

make integral part of the PTA, will know

that ‘in exchange’ for compliance with

such requirements it will enjoy

preferential and lucrative access to the

EU market. On the other side, the EU will

know that it has both the ‘carrot’ to

encourage third countries to meet

ambitious sustainability standards (i.e., the

preferential access to its market) and the

‘stick’ to take away those preferences

should compliance not occur or be

suspended by the trading partner.

Both parties would have economic

benefits and this is, in itself, a much

welcome development in the process of

making international trade more

sustainable and a positive force in fighting

climate change, protecting the

environment, advancing labour standards

or pursuing other societal objectives. Too

often sustainability fails because the

economic incentive is not there,

especially when it is expected from small-

holders, micro-, small- or medium-sized

enterprises and developing countries’

producers. Formalising and ‘weaponising’

that economic dimension of TSD

Chapters is a long-awaited development

and it is good to see some EU Member

States finally advocating it. This system

must be properly and fairly constructed,

but its potential to become a force for

good is significant.

Source:

Fratinivergano – European Lawyers

Trade  Perspectives – Issue No.10
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The global economy slowed

down in 2019, with the

International Monetary Fund

downgrading growth to 3% from 3.8% in

2018. Weak growth was driven by a sharp

deterioration in manufacturing and trade

activities, with higher tariffs and

prolonged uncertainty over trade policy

damaging investment sentiment and

demand for capital goods.

In addition, the automobile industry

contracted due to a variety of factors,

such as disruptions from new emissions

standards in the Euro area and China. The

overall trade volume growth in the first

half of 2019 fell to 1%, the lowest since

2012.

The European Parliament’s vote that

adopted the Delegated Act – which

mandates an earlier exclusion date for

palm biofuels under RED II – was initially

expected to have a negative impact on

palm oil consumption. However, the

converse occurred, as European

consumption increased by 3.8%

compared to 2018. This was driven

mainly by the competitive price of palm

oil over the first three-quarters of 2019.

Almost two-thirds of the palm oil in

Europe is used for energy – 53% of

imports goes into biodiesel for vehicles,

while 12% is used for generating

electricity and for heating. 

The Malaysian palm oil sector was able to

curtail the impact of economic volatility

through the discipline, commitment and

teamwork of stakeholders. The oil palm

planted area was recorded at 5.9 million

ha in 2019 (Table 1). Without erratic
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weather patterns to affect productivity,

crude palm oil (CPO) production rose by

341,826 tonnes (1.8%) compared to

2018. Production of crude palm kernel oil

saw an increase of 22,199 tonnes (by

about 1%).

Although CPO production expanded

during the year, the stock level in

December declined significantly by 1.2

million tonnes, compared to 2018. This

was primarily because of higher exports

of palm oil and its products, fueled by the

comparatively low price of palm oil,

which had traded below RM2,000 per

tonne between March and September.

This widened the price discount with

competing oils, such as soybean oil,

sunflower oil and rapeseed oil, in the

global market. The year-end stock level of

palm kernel oil was slightly higher at

442,164 tonnes (up by 1.9%), compared

to 2018.

Malaysia’s exports of palm oil products

increased by just over 3 million tonnes

(12.1%) to register 27.9 million tonnes in

2019. With the exception of finished

products, all other categories showed an

increase in the export volume (Table 2).

Total palm oil exports were recorded at

18.5 million tonnes (Table 3) and valued

at RM41.6 billion. In terms of volume, this

was close to 2 million tonnes (12%)

higher compared to 2018; in terms of

value, it was RM605 million or 1.4%

more. The relatively smaller increase in

value in 2019 was attributed to the low

average price of palm oil in the second

and third quarters of the year.
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Export revenue

The trend of lower palm oil prices from

June 2018 carried through into 2019.

From March through October, the price

hovered between RM1,900 and RM2,100

per tonne.

The annual average local delivered CPO

price decreased by RM154 (6.9%) to

RM2,079 per tonne in 2019 (Table 5), but

it did not dampen the Malaysian palm oil

industry. The price spread with soybean

oil widened over this period, leading to

higher demand for palm oil. This was

reflected in Malaysian palm oil exports

rising by about 12%. 

Improved demand for palm oil and

competing oils stabilised the price of oils

and fats worldwide. Low stock levels of

Malaysian CPO helped strengthen the

palm oil price, which inched higher from

November to exceed RM2,500 per

tonne. This pushed the average price to a

respectable RM2,079 per tonne.

In 2019, Malaysia’s revenue from exports

of palm oil products decreased by 2.6%

to RM63.7 billion (Table 6). The larger

volume of exports was offset by the

lower price of palm oil, especially in the

first half of the year. This was also true of

all major vegetable oils worldwide – the

price of soybean oil, for example,

dropped by about 28%.

Export earnings from crude and

processed palm oil went up by RM605

million (1.5%); biodiesel by RM165 million

(11.5%) and other palm oil products by

RM315 million (43.6%). 
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The proceeds were lower from palm

kernel oil (by 12.9%), palm kernel cake

(7.4%), oleochemicals (13.8%) and

finished products (7.1%). However, some

optimism returned when prices started

to climb in the fourth quarter of the year.

Global trade in oils and fats

The world oils and fats trade was

generally able to weather the economic

challenges because of the rising

popularity of edible oil as an essential

part of the food and nutrition cycle. A

surge in disposable income, coupled with

increased consumption of processed

food globally, were other contributing

factors.

Global production of oils and fats stood

at 234.7 million tonnes in 2019, a

marginal increase of 1.3 million tonnes

(by 0.6%) compared to 2018.

Interestingly, oils and fats consumption of

237.1 million tonnes over the year

exceeded production by 2.5 million

tonnes. However, the high carryover

stocks from 2018 cushioned the impact

of this. 

The combined output of palm oil and

palm kernel oil accounted for 83.8 million

tonnes, or 35.7%, of the total oils and fats

volume (Figure 2). Soybean oil

contributed 56.3 million tonnes (almost

24%), while rapeseed oil registered 25.1

million tonnes (10.7%). 

Of the 95.3 million tonnes of oils and fats

traded worldwide, palm oil and palm

kernel oil jointly made up 57.5 million

tonnes – or 60.3% of the total volume

(Figure 3).

Malaysia remained a major player in the

oils and fats export market. Its palm oil

exports of 18.5 million tonnes

represented 34.2% of the global palm oil

trade (Figure 4). 

MPOC
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The agro-based economy of Bangladesh accounted for

20% of the GDP in 2019. Cattle and poultry farming

contributed about 1.5%. About 70% of the population

of 169 million live in rural areas. They deem livestock farming to

be an asset in food production, both to raise incomes and

women’s employment, and to alleviate poverty. 

Due to increased demand, poultry, cattle and fish farms have

gained prominence over the last two decades (Table 1).

Alongside this, low-cost commercial feed production has

experienced substantial growth over the last 10 years. This has,

in turn, influenced demand for ready-mix feed, forcing the exit of

smaller, low-quality producers with lower economies of scale.

More than two-thirds of the market is dedicated to poultry feed.

The cattle feed market remains the most under-developed of

the three sectors.
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Most dairy farmers mix home-made and

commercial feed as a means of optimising

costs. This is one area where Malaysian

palm kernel expeller (PKE) and PKC/meal

could perform well because of their

competitive price. 

Annual demand growth for milk is

estimated at 9-10%. Based on per capita

meat and milk consumption, there is a

latent demand of 50%. The Food and

Agriculture Organisation puts per capita

annual meat consumption in Bangladesh

at 4.4kg against the recommended 10kg

by World Health Organisation standards,

while milk consumption is 158 ml against

the recommended 250 ml per head per

year (Table 2). As such, there are tremendous

growth opportunities for the cattle

farming and feed sectors.

Feed meal sector

Naturally grown grass has been a

traditional component of fodder for

cattle. Diversification to produce quality

feed and fodder, as well as strengthening

of the feed milling capacity and pasturage

systems, would help to raise the

productivity of livestock. 

Bangladesh produces about 15,000-20,000

tonnes of molasses. It further makes about

three million tonnes of soybean meal from

domestic sources and imports, as well as oil

cake from local oilseeds. Additional sources

of feed come from 100,000-120,000

tonnes of paddy straw, fruit and vegetable

waste annually. All these go into pre-mixed

feed production, but this is still inadequate

to meet demand. 

The Bangladesh chapter of the World

Poultry Science Association estimates that

the current feed meal market-size is about

5.3 million tonnes, with annual growth of

about 8-9%. Bangladesh’s commercial feed

industry can be divided into three

categories, each with two sub-categories

(Table 3). Broiler poultry feed currently

holds the strongest position, with an average

market share of 47.2%. Aqua fish feed is next

(20.8%), followed by layer poultry feed

(19.8%) and cattle feed (12.3%).

Although it makes up the largest segment,

the broiler feed market is projected to grow

the least. Fattening cattle feed, currently the

smallest sub-segment, is expected to grow

the fastest at a rate of about 15.5% annually,

with milk cattle feed at a rate of 11.5%.

Higher demand is being generated by

Bangladesh’s steady economic growth of 7%

in recent years, population growth, rapid

urbanisation and change in dietary habits.

In line with the expansion of cattle

farming, PKE imports have been growing

quickly for the feed market. Imported

PKE was introduced to Bangladesh a few

years ago. Its price competitiveness and

nutritional value are the main factors

behind the demand growth (Table 4). 

Malaysia is the only supplier of PKE and

PKC/meal in Bangladesh at present. By

educating cattle farmers, feed producers

and formulation experts on the

nutritional advantages and price

competitiveness of PKE and PKC/meal, it

could well command the market.

MPOC Bangladesh
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Pakistan's oleochemicals market is estimated at 164,640 tonnes per annum, consisting of 95,000 tonnes of local production

(or 55% of the market share) and 74,640 tonnes of imports (45%) in 2018-19.  The market is growing at about 10.5% per

annum, aided by capacity enhancement and technological upgrading in the industry. Expansion of consumer sectors like soap,

cosmetics, toothpaste, pharmaceuticals, specialty chemicals, food and paint has helped build demand for oleochemicals. 
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Oleochemicals can be segregated into six

groups – fatty acids, esters of fatty acids,

fatty alcohols, fatty amines, glycerols and

soap noodles. These categories

collectively contain more than 30

products in Pakistan (Table 1).

Soap noodles are the top local product,

recording 65,435 tonnes a year or 40% of

the market share. The soap industry relies

chiefly on this raw ingredient, used mainly

in making toilet soap. Of the domestic

output of soap noodles, some 5,000

tonnes are exported, mainly to

Afghanistan.

Palm acid oil (PAO), DFA/PFAD and

Mixture of Palm Fatty Acids hold the

largest share of the market (Figure 1).

These are basic raw materials for

common laundry soap (brown Nerol

type); the soap sector is the sole

consumer sector for these products.

PKFAD has a mere 1% share of the

market. It is used by the soap industry

in combination with the other three

products in laundry soap production. 

DFA/PFAD is supplied via domestic

production, as well as imports. The soap

industry depends on imports of PAO and

Mixture of Palm Fatty Acids. Current local

production of DFA is limited, thereby

providing opportunities for imports from

Malaysia.

The market share of glycerols/glycerin is

about 10%. This is a multipurpose raw

material with applications in pharmaceuticals,

specialty chemicals, food, soap, cosmetics,

tobacco, paint and textile processing. The

production of refined glycerin is a threat

to imports. However, the high quality
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(purity, clearness and consistency) of

glycerin from Malaysia and Indonesia

makes imports the preferred choice for

the quality-conscious pharmaceutical and

food industries. 

Annual availability of stearic acid is

estimated at about 10,000 tonnes,

making up 6% of the market. It is used in

pharmaceuticals, specialty chemicals,

cosmetics, aromatics, calcium carbonate

grinding and polymers. Stearic acid

imports are rising for use in the

pharmaceutical and food sectors, to meet

specific end-product requirements.

Lauric acid has an estimated volume of

6,540 tonnes, or about 4% of the market-

share. The product is fully imported for

use in specialty chemicals, soap and

cosmetics. 

Mixed scenario

The focus of local production is on basic

oleochemicals like soap noodles (70,000

tonnes), DFA (10,000 tonnes), refined

glycerin (8,000 tonnes) and stearic acid

(7,000 tonnes). Production of other

value-added fatty acids, esters, alcohols

and amines is non-existent.

Over a dozen companies are engaged in

the production of oleochemicals in

Pakistan. They import RBD palm stearin

and RBD palm kernel oil, mainly from

Indonesia and Malaysia, to be processed

into soap noodles and glycerin. 

In line with the growing volume of

imported RBD palm stearin and RBD

palm kernel oil, oleochemicals production

has averaged 13% per annum over the

last five years – from about 60,000

tonnes in 2014-15 to 95,000 tonnes in

2018-19. There are indications that the

output will rise by an annual average of

15% for the next three years, to register

145,000 tonnes by 2021-22.

Improved local output of some

oleochemicals has affected imports.

For example, soap noodles impor ts

have been reduced to 435 tonnes

(Table 2). Growth in glycerin impor ts

has been almost zero for the last five

years.

Pakistan imports about 75,000 tonnes

of oleochemicals a year. PAO is the top

product with a 39% share, while

Mixture of Fatty Acids makes up 16%.

Refined glycerin and PFAD hold 11%

each, with lauric acid at 9% and stearic

acid at 4%.
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Malaysia dominates as the single largest

supplier of oleochemicals with a 60%

share of imports (Figure 2). The key

products are soap noodles (100% share),

fatty alcohols (73%), fatty acids (63%), fatty

acid esters (43%) and glycerols (33%).

Indonesia holds a 20% share of imports,

contributing only in two groups – glycerol

(48% share), and fatty acids (18%). Other

suppliers are from Thailand, Saudi Arabia,

the Philippines, Sri Lanka and the UAE. 

Historical data hints at an average import

growth rate of 8% per annum over the

last five years – from 54,000 tonnes in

2014-15 to 74,640 tonnes in 2018-19.

But this is expected to slow to 6%

annually over the next three years, to

89,000 tonnes by 2021-22. One reason

lies in the improved domestic production

of oleochemicals, in particular DFA,

stearic acid, glycerin and soap noodles.

Another factor is that the government is

discouraging imports by increasing tariffs,

valuation ruling, documentation and

controls on under-invoicing.
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Oleochemicals are used in more than 20

consumer sectors in Pakistan (Table 3). 

Of the user sectors, the soap industry

dominates with a 60% share (Figure 3),

while specialty chemicals, pharmaceuticals,

cosmetics and polymer hold a share of

10%, 8%, 7% and 5% respectively.

Pakistan’s oleochemicals consumption is

projected to register consistent growth

over the next few years. The incremental

market will be captured mainly by local

manufacturers. 

However, imports of advanced

oleochemicals – by sectors like

cosmetics, pharmaceuticals and textiles –

will increase gradually. These products

include refined glycerin, PFAD, PAO, lauric

acid, stearic acid, alcohol ethoxylate, zinc

stearate and PKFAD. By building on its

comparative and competitive advantages,

Malaysia is well-positioned to gain from

the trade opportunities ahead. 

MPOC Pakistan
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A lthough the Netherlands is a

small country geographically, it

is the gateway for US products

into the EU due to the presence of the

Port of Rotterdam, Amsterdam Schiphol

Airport, the confluence of two major

European rivers, and an excellent road

and railway infrastructure. 

It is the largest importing country within

the EU and continues to be the second-

largest exporter of agricultural products

in the world, after the US and before

Germany. These exports include products

produced in the Netherlands as well as

imported products that are re-exported,

often after further processing and adding

value. 

Products from other EU member-states

lead Dutch imports of consumer-

oriented products. In 2019, the US was

the 10th largest supplier of these

products to the Netherlands, with

imports valued at almost US$1.3 billion

(Figure 1). 

Over 6,500 food companies in the

Netherlands generated net sales of

US$91.6 billion in 2019, up 3.5%

compared to 2018. The meat, dairy and

fresh produce sub-sectors each

accounted for roughly a quarter of the

food processing industry’s turnover.

The Dutch retail sector is rather

consolidated, employing over 300,000

people and operating 4,300 stores. The

net sales of the food retail industry are

estimated at US$46 billion in 2019. High-
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end supermarkets are gaining popularity

as consumers are demanding service,

variety, and fresh and convenient

products. 

The net sales of the Dutch food service

market are valued at US$24 billion. While

sales in all sub-categories were up, sales in

the delivery sub-category, especially for

hot meals, saw a double-digit growth of

13%. In addition, consumers are seeking

out products that are healthy, unique and

tasty.  

Business climate 

Fundamental strengths of the economy

continue to be the Netherlands’ stable

political climate, highly developed financial

sector, strategic location, a well-educated

and productive labour force, and high-

quality physical and communications

infrastructure. 

The Netherlands Bureau for Economic

Policy Analysis (CPB), recently adjusted

the country’s economic outlook due to

the Covid-19 pandemic. The CPB used

four scenarios to outline the possible

economic impact of the coronavirus in

2020 and 2021. The scenarios used

different starting points with respect to

the duration of the physical contact

restrictions and the severity of the

economic impact. 

All the scenarios resulted in a recession,

with GDP declining by between 1.2% and

7.7% in 2020.  In its mildest scenario, the

economy will rebound as early as in the

third quarter of 2020; in its gravest

scenario, problems will expand to also

include the financial sector as the

situation abroad continues to worsen.

This last scenario also projects GDP to

decrease by 2.7% in 2021.  Under three

of the four scenarios, the economic

downturn will be more severe than in the

2008-09 financial crisis. 

Prior to the Covid-19 outbreak, the

Dutch food processing industry was

performing well. Since 2014, its net sales

have grown on average by 3% per year,

and its net sales in 2019 are estimated at

US$91.6 billion. The industry has been a

steady supplier of jobs. In 2018, roughly

144,000 people worked for a food

company, and this number is expected to

have grown to 148,000 in 2019 due to

increased employment at small food

companies (start-ups). 
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According to the Central Bureau of

Statistics, there were 6,525 food

companies in the Netherlands in 2019,

up 5% compared to 2018. The increase is

the result of the growing number of small

food companies (with less than 10

employees), which swelled from 3,535 in

2011 to 5,265 in 2019. 

Dutch food companies also operate

internationally. In 2019, Dutch exports of

consumer-oriented products totaled

US$77.9 billion, while imports were

valued at US$41.7 billion. The Dutch

export surplus declined slightly to

US$36.2 billion, down by US$0.3 billion

compared to 2018. The leading export

markets were Germany, Belgium, France,

Spain and the UK, accounting for nearly

50% of food exports. However, it remains

unclear, at present, what the impact of the

UK leaving the EU will be with regard to

its importance as a Dutch export market.

The other European markets account for

nearly a quarter of Dutch exports. 

Increased attention to product reformulation

and growing awareness of more

sustainable food production procedures (in

particular energy efficiency and CO2

reduction) will continue to shape the

Dutch food processing industry in the

years to come. Food manufacturers are

increasingly experiencing pressure from

society to invest in facilitating healthier

choices for consumers.

The challenge is to combine healthier

nutrition with other consumer needs

such as affordability, convenience and

taste. Through innovation and product

reformulation, food companies are

working on the nutritional impact of food

products. They are also working on

reducing salt content, saturated fats and

portion sizes to make it easier for

consumers to adhere to a responsible

diet. On the product label, consumers

can find information on the composition

of the product, presence of allergens,

quantity of the product, shelf-life and

storage conditions. 

Of the three voluntary nutrition labeling

schemes, the Dutch government plans to

endorse the Nutri-Score scheme from

mid-2021. This scheme includes a colour-

coded designation from A (best nutritional

quality) to E (poorest nutritional quality).

Several Dutch retailers and food

companies have already voiced their

support for a voluntary nutrition-labeling

scheme. For example, Dutch food

company HAK introduced the Nutri-

score on its packaged food products in

2019.
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More and more Dutch food companies

are also looking at what can be done

better in their factories (e.g. reducing

energy and conserving water).

Increasingly, they are also spending

resources on having a more socially

responsible purchasing policy in place for

their raw materials. As a result, many have

switched to sustainable alternatives for

palm oil, soybean, meat, fish, coffee or

cocoa.  

Also, food waste, in part caused by

production failures and planning errors,

has gained more attention over the past

few years. Food companies are

endeavouring to minimise food waste,

not only from a business perspective, but

also from an ethical and sustainability

perspective. The Netherlands government

has announced that it is striving to reduce

food waste by 50% by 2030.  Together

with the food industry and food

distributors, the Ministry of Agriculture is

discussing the use of ‘best before’ labels

on food products. Many products

which have a ‘best before’ date on the

label are still edible after that date.

Never theless, these products are

often thrown away out of consumer

safety concerns. 

Ecologically, ethically and socially

responsible production and purchasing

of raw materials are an integral part of

making the Dutch food industry more

sustainable. Companies are increasingly

delving deeper into their supply chain,

working together with first, second and

third suppliers to ensure sustainability

throughout the supply chain. This is not

easy, especially for smaller companies

and in complex international supply

chains.

To give a boost to the transition to

International Corporate Social Responsibility

(ICSR), the Dutch Food Industry signed

on to the ICSR Agreement Foodstuffs,

together with other food industry

groups, NGOs and the government.

Together, the parties are working to limit,

for example, the risks of human rights

violations and environmental damage,

and working towards making the

production chain more sustainable.
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Road map to the Dutch market

Entry strategy

The first step for […] companies that

would like to star t exporting food

ingredients to the Netherlands is to

determine whether there is a potential

market for their product and if the

product is already available locally or in

the region. It is important to gain a good

understanding of where and who the

buyers and end-users are. Trade statistics

can help to indicate whether Dutch

companies need to import this

ingredient, how much is imported, and

who the competing supplying countries

are. If the product is new to the market,

and currently not being imported, then it

is recommended you reach out to Dutch

traders or distributors for their input. 

Import procedure 

Animal and plant products are brought

into the Netherlands from countries all

over the world. To prevent the introduction

of animal diseases or pests, and to

protect the market from public health

risks, the European Commission has

established detailed regulations for

imports from countries outside of the

EU. On this basis, the Dutch Food Safety

Authority performs checks on live

animals, foodstuffs and plant products.

Depending on the product, exporters

can expect the following type of checks: a

documentary check, identity check and, in

some cases, a physical check.  

Market structure 

The Dutch food processing industry is

mature, well organised, and has access to

most food ingredients. Companies prefer

to purchase food ingredients from

specialised traders rather than sourcing

directly from a foreign supplier. Only large

and/or highly specialised food companies

might opt to import ingredients directly

from foreign suppliers, including those

from the US. 

Sector trends 

The Dutch population is greying, while

consumers are increasingly more

ethnically diverse and often live in smaller

households. This has led to demand for

more convenience, a greater variety of

foods and smaller packaging. The main

trends include a growing demand for

organic and sustainable products, and a

growing interest in healthy and nutritious

food products.  

Foreign Agricultural Service,

US Department of Agriculture

This is an edited version of the GAIN Food Processing

Ingredients Report published on April 14, 2020. The

full report is available at:

https://www.fas.usda.gov/data/ netherlands-food-

processing-ingredients-3
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The Libuk Durian massacre was certainly the bloodiest event in the

early history of Tungud. However the saddest incident, which took

place the following year, must surely be the story of Suppiah and

Leena.

Suppiah was born on Pamol Kluang in Johore. His father, Velauthem

was the driver of the road-grader. I knew Suppiah since he was a

teenager. As a young lad, he served his apprenticeship with heavy

plant in Johore, and he became an expert in the handling,

maintenance and repair of road-making machinery.

I remember attending the service in the Hindu temple, and the

subsequent party when he married Suppamah from Kluang. He

was aged about 28 when, to my great pleasure, he agreed to

come and join us in Sabah. 

His experience was invaluable to us and he was soon in charge

of all our heavy plant, including four bulldozers, three Poclain

excavators, two road-graders and sundry other items of

machinery. Suppamah and his two young sons stayed behind

in Kluang, and he commuted back to west Malaysia to see them every few months. 

When he had been with us in the Labuk for a year or so, Suppiah fell hopelessly in love with a young Cocos

Island girl. Her name was Leena and she was a Hindu. It was a difficult situation. 

We were however coming to the end of our roads programme, and I agreed with Suppiah that the best

thing would be for him to be transferred back to Pamol Kluang to rejoin his family. He departed, and shortly

afterwards, Mahid, my cook who was also the Imam, told me that Leena was going to be married to one

of our Bugis headmen. 

39GLOBAL OILS & FATS BUSINESS MAGAZINE • VOL.17 ISSUE 2, 2020

Publications

039-041:Layout 1  6/26/20  5:11 PM  Page 39



GLOBAL OILS & FATS BUSINESS MAGAZINE • VOL.17 ISSUE 2, 202040

Publications

A few weeks later, to my great surprise, I met

Suppiah coming off the plane at our airstrip. He

came up to the club for a drink with me. He said he

had returned to Sabah because he had been

offered a high-paying job with a timber company in

the upper Labuk. He was going to stay the night in

our Rest House. 

The next morning, there was a great commotion

on the estate. I was told that Suppiah and Leena

had run off together. It was confirmed that no boat

had left the estate, and there had been no plane. 

The pawang from Bayok was consulted. After

elaborate incantations he informed us that the two

lovers had undoubtedly fled into the jungle. Search

parties scoured the boundaries with no success.

Suppiah and Leena had disappeared. 

Bodies found

Two mornings later, I heard shouting at the jetty

outside my office. I ran down, in time to see some

workers hauling the bodies of Suppiah and Leena

out of the river. They had committed suicide.

Suppiah’s shirt was tied to Leena’s dress and they

were still linked together in death.

It was a very sad sight. I would have rather liked

them to be buried together, but the Cocos

Islanders immediately removed Leena for burial at

the Muslim ground.

Kenganathen was our senior Hindu. He and

Suppiah had known each other for years. Kong

Miew had also known Suppiah on Pamol Kluang.

They had both seen Suppiah the previous evening

at the club, but like me, they had been given no hint

of his intentions. 

Kenganathen said that Suppiah should be cremated

in a Hindu ceremony. We arranged for a big funeral

pyre to be built. The cremation took place in the

late afternoon. It was a lonely ceremony, attended

only by Kenganathen, Kong Miew and myself. 

Suppiah had been a popular figure amongst the

staff on the estate; between us, we collected a very

handsome amount of money which we sent to

Pamol Kluang for his widow and two young sons. 

Years later, just before I retired, when on a visit to

Kluang, Suppiah’s eldest son came to meet me,

bringing his mother Suppamah. He was well-

dressed and was obviously doing very well. He was,

he told me, a businessman, and his younger brother

was a teacher in a Kluang secondary school.  

Lucky escape

But let us return to the subject of Harun. His trial

was eventually held in the wooden courthouse

opposite the Resident’s office in Sandakan. It was

very interesting. The judge was Bill Silk, whom I

knew quite well. He was the Colony’s circuit judge,

resident in Hong Kong. 

Although I was a material witness, Bill kindly

permitted me to remain in the courtroom after I

had given my evidence.  The proceedings were fairly

short. Harun pleaded guilty with alacrity. 
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The young lawyer who had been appointed as the

defence attorney obviously fancied himself as Perry

Mason. He made much of the fact that Harun had

been provoked by Maria, when she shook her

broom in his face. This seemed to impress the two

Assessors, but Bill gave this defence short shrift. It

was an open and shut case. 

There were no facilities in Sabah at the time for

looking after a dangerous psychopath, and Bill had

no alternative but to condemn Harun to be hanged

by the neck until dead. Harun was completely

unmoved by the decision. 

Bill and I went down to the Sandakan Recreation

Club for afternoon tea. A London visitor to the

estate shortly afterwards thought it must be some

sort of record for Unilever to have one employee

hanged, and for another to murder 14 people, all

within the course of a couple of months.

I reassured him that these were exceptional

occurrences and that the Labuk was normally a

very safe and happy place with very little communal

strife. The estate was in fact a much safer place to

be, than the average English town on a Saturday

night.

After all these tales of blood and gore, I am pleased

to relate that there was actually a happy ending to

the Harun story. Years later, after I had been

transferred to the London Office, I paid a visit to

Tungud. 

We were up in the Cocos Islanders’ kampong

reminiscing about the pioneering days. Someone

mentioned Maria’s murder. I said I was really very

sorry that Harun had been hanged. One of our

workers, a Javanese by the name of Satiman, piped

up from the back, “Harun was not hanged, Tuan.” 

“Yes, he was,” I told him. “I was in the courtroom

when the judge condemned him to death.” 

“No, Tuan. Minta maaf!” Satiman insisted. “I was

speaking to Harun only a few weeks ago in

Kalimantan. He is an old man now, Tuan, but he’s

keeping quite well, and he hasn’t killed anyone for

years. You remember that at the end of Konfrontasi,

the Chief Minister gave a pardon to all Indonesian

prisoners, and sent them back home? Harun was

released at the same time.”

I met Bill Silk at a Sabah Reunion in London a

couple of years ago. He was as pleased as I had

been, to learn that Harun had escaped the rope.

Datuk Leslie Davidson

Author, East of Kinabalu

Former Chairman, Unilever Plantations International

This is the second part of an edited chapter from the book

published in 2007. It can be purchased from the Incorporated

Society of Planters; email isph@tm.net.my
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