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Even the most well-intentioned
efforts can go awry. Policies meant
to accomplish one outcome, or

prevent another, sometimes have unforeseen
effects. The European Union (EU) is not
exempt.

At January’s Paris biodiversity summit,
some four dozen nations together pledged
to safeguard one-third of their land and
seas. The EU joined the effort, vowing to
plant three billion trees by 2030.

The ostensible purpose was preventing
deforestation. The tragedy, however, is
that Europe’s addiction to biofuels –
meant to stave off environmental harm –
has wrought the loss of much of its forest
cover in recent years.

In the last five years, deforestation in the
Baltics and Scandinavia has skyrocketed
by half. What’s to blame is the EU’s
Renewable Energy Directive (RED),
which called for countries to supply 20%
of their energy needs via renewable
sources.

The result was a stampede towards
biofuels manufactured from biomass. This
is organic matter, including but not limited
to, animal waste; another form includes
wood pellets, by-products from forests.
Strangely, the EU classified the latter as a
carbon-neutral option, preferable to coal,
which had a predictable result –
widespread deforestation as European
countries sought to profit from this new
demand.

In 2018, the EU tweaked the RED, aiming
for a 32% renewable energy supply by
2030. The aspiration to protect and
improve the environment is praiseworthy,
but the road to hell can be paved with
good intentions.

Forests absorb 10% of annual European
emissions. The idea that wood pellets,
drawn from forests, are renewable is at
the very least far-fetched – at worst,
downright dangerous. The EU has
allowed a wor thwhile goal to be
pursued in the most problematic of
ways and the result is worsening climate
change, deforestation and biodiversity
loss.
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Vicious circle
Not only does it take decades to restore
trees – decades that ecosystems on the
tipping point do not have – but burned
wood releases more carbon than coal, oil
and gas. Worse still, destroyed old-growth
forests are replaced by even-aged monocultures
which retain up to 50% less carbon.

Such tree plantations, which are oddly
sometimes classified as forest because of
commercial pressures, aren’t even allowed to
develop naturally. In fact, they are often
cut down well before they can absorb
enough carbon to replace what is
released when their predecessors were
burned. This harvesting of trees releases
still more carbon in what becomes a
vicious circle of carbon debt.

Astonishingly, despite these trends,
biomass is the source of more energy in

the EU than solar and wind combined.
Classifying biomass as renewable energy
encourages rampant and practically
irreversible deforestation.

The numbers alone tell a distressing tale.
Loss of biomass increased across Europe
by some 70% between 2011-15 and
2016-18, with the Nordic region suffering
especially devastating losses.

Disturbing tendency
Europe has a disturbing tendency to
promote counter-productive climate
policies which, as with the RED, cause far
more harm than good. An instructive
international example is palm oil, which
has been banned for use (by 2030) by
the EU as a biofuel – even as countries
such as Malaysia, a major palm oil
producer, have made verifiable progress
towards genuine environmental sustainability.

The result has been another case of
unintended consequences: palm oil –
which is present in up to 50% of
wrapped products – is replaced by
alternative vegetable oils, such as soybean,
sunflower or coconut. These replacements
however ignore sustainable options, such
as hemp oil, and are not neutral alternatives.

Indeed, as it turns out, they consume far
more resources, requiring up to 10 times
more land and fertiliser to produce an
equivalent amount of oil. The ban on
palm oil thus only leads consumers in
other directions manifestly worse for the
environment.

Given that nearly 90% of Malaysian oil
palm plantations have been marked
sustainable – under the Malaysian Sustainable
Palm Oil scheme – such European
sanction is unfortunate, wrongheaded
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and, frankly, nearly incomprehensible.
Malaysia’s sustainability scheme meets
targets Europe should advance and
reward, such as on protection of labour
rights, wildlife diversity and deforestation,
markedly reducing environmental impact
in the process.

The result has been a year-on-year
decline in deforestation stretching back
three years. Yet the EU continues to
display a worrying intransigence, claiming
on the one hand to protect the
environment while acting on the other to
harm it.

Double standards
The specifics of the two cases – biomass
and palm oil – are different but the

upshot is similar. While Europe’s economy
may benefit in the short-term from the
adopted approach, Europe risks losing in
the long-term – not only as its economy
struggles with the burden of accelerating
climate change but as its status as an
ethical exemplar falls into jeopardy. That
means Europe’s ability to persuade other
nations to take decisions and pursue
policies in their joint interest will decline
– and may just disappear.

When the European Commission meets
this summer to revisit its climate strategy,
on the quest for climate-neutrality, it must
align its domestic and its international
policies so as to end the double standards
which have been defended for too long.
The need has never been greater.

Rianne ten Veen

Environment & Disaster-management

Consultant

The author works with, among others, the European

Commission’s Erasmus programme, the Intergovernmental

Panel on Climate Change, other UN agencies, the

Dutch Red Cross and the UK Green Party. 

This article was posted on Feb 9 at:

https://www.socialeurope.eu/green-intentions-brown-

outcomes

006-008_Layout 1  02/04/2021  2:47 PM  Page 8



9GLOBAL OILS & FATS BUSINESS MAGAZINE •VOL.18 ISSUE 1, 2021

SustainabilitySustainability

Malaysia has succeeded in
uplifting the lives of people in
rural communities through oil

palm cultivation. It has also put in place
legal, financial, environmental and social
measures to ensure that production of its
palm oil meets the principles and criteria
of sustainable palm oil, under the framework
of a national certification scheme. 

The Malaysian Sustainable Palm Oil
(MSPO) standard was developed for
certification of oil palm plantations;
independent and organised smallholdings;
and palm oil processing facilities. The
Malaysian Palm Oil Certification Council
(MPOCC) is the owner and governing
body of the MSPO scheme. 

The MSPO framework includes seven
principles that, among others, addresses
cultivation and processing methods,

protects forests and wildlife, safeguards
workers’ welfare and safety; and provides
a minimum living wage.

To date, MSPO has achieved a total
certification rate of 86.5% that covers 5.1
million ha of the nationwide planted area
of 5.9 million ha. It is worth noting that
organised smallholders have achieved
100% certification rate of the planted
area of 672,019 ha. 

Independent certification has ensured
that the auditing of all field practices and
milling operations is verified against a set
of standards, established as MS 2530:2013
under the auspices of the Department of
Standards Malaysia.

It remains a challenge to ensure that the
whole industry attains full certification
(see Box), especially among independent

smallholders. This is because the industry
has been the pillar of the government’s
socio-economic development and poverty
eradication programmes since the 1960s.
Oil palm cultivation in Malaysia also dates
back more than 100 years.

Nevertheless, Malaysia is committed to
ensuring industry compliance to meet the
global demand for sustainably produced
palm oil, with the collaboration and
support of both the federal and state
governments. This needs both a top-
down and bottom-up approach to place
the necessary procedures and requirements
for certification at the heart of daily operations
in the industry. 

In line with good practice, the MSPO
standard is currently being reviewed by
relevant Malaysian stakeholders in the
economic, environmental and social fields.
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They include government agencies; both
the upstream and downstream industries;
smallholders’ organisations; environmental
NGOs; civil society groups; indigenous
people’s organisations; workers’ unions;
and academia and research and development
institutions.

Productivity and the environment
The oil palm planted area in Malaysia
stands at 5.9 million ha or 17.9% of the
total land area; this accounts for only 0.2%
of the global agricultural area. In 2019, the
government announced that the oil palm
planted area would be capped at 6.5
million ha, reiterating Malaysia’s pledge at
the 1992 Earth Summit to keep at least
50% of its land area as permanent forests.
Currently, 54.6% of the land area is under
forest cover.

The Malaysian palm oil industry has
consequently committed to increasing
output by improving productivity and
yield. Replanting programmes will focus
on R&D on genetics, better cultivars and
good agricultural practices (GAP) to
avoid deforestation and direct or indirect
land use change. 

Malaysia has been pioneering GAP since
the 1980s. Zero burning, recycling of waste,
biological control and inter-cropping are
norms in its oil palm plantations. Since
open burning is illegal, old stands of oil

palm are mechanically felled, chipped and
left to decompose in the fields, thereby
recycling organic nutrients back to the
soil. This long-established practice keeps the
environment free of smoke pollution.

10
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Plantations also act as an efficient ‘carbon
sink’, as the trees have a long economic
lifecycle of 25-30 years and a lush
evergreen canopy. This is crucial in
mitigating global warming. With the
adoption of sustainable management
practices on plantations, the efficiency of
carbon or greenhouse gas sequestration
of the oil palm is further improved. 

According to a study by the Forestry and
Forest Product Research Institute of
Japan, an oil palm plantation absorbs CO2
more effectively than natural forests by a
ratio of about 4:1 – this means that the
oil palm absorbs 25 tonnes/ha/year against
6 tonnes/ha/year by natural forests. 

The Malaysian oil palm sector is proactive
in wildlife conservation as well, through
initiatives under the Malaysian Palm Oil
Green Conservation Foundation (previously
the Wildlife Conservation Fund). It has
financed landmark projects such as the
Borneo elephant sanctuary, orang utan

aerial survey and the establishment of

Sabah Wildlife Department’s Wildlife
Rescue Unit.

Highly-regulated industry
The Malaysian palm oil industry is highly
regulated, being governed by more than
60 national laws and regulations. These
include the Land Acquisition Act 1960;
National Land Code 1965; Environmental
Land Conservation Act 1960 revised in
1989; Environment Quality Act 1974;
Pesticides Rules 1988; Occupational
Safety and Health Act 1977; and Wildlife
Conservation Act 2010. In addition, there
are 25 licensing categories throughout
the industry’s supply chain to ensure that
it meets the strict requirements set out
under the Malaysian Palm Oil Board’s
(MPOB) rules and regulations.

With close cooperation between MPOCC
and MPOB, the right ingredients are in
place to develop confidence in the
MSPO certification scheme. MPOCC will
strive for wider acceptance of the scheme
at the national and international levels.

Implementation will be enhanced
through broad stakeholder consultations;
capacity building of Accredited Certification
Bodies and peer reviewers; engagement
with smallholders, the industry and
financial institutions; and inspection and
enforcement agencies at the national and
state level. The supply chain and traceability
requirements will be improved to provide
a guarantee of legality and sustainability
implementation nationwide. 

In addition to the MSPO, many industry
players participate voluntarily in other
certification schemes, such as that of the
Roundtable on Sustainable Palm Oil and
International Sustainability and Carbon
Certification. Approaches will be made to
seek cross-recognition or mutual recognition
between the MSPO and relevant sustainability
schemes, to encourage acceptance and
recognition by buyers and consumers
around the world.

MPOCC

11GLOBAL OILS & FATS BUSINESS MAGAZINE •VOL.18 ISSUE 1, 2021
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The palm oil industry has become a major contributor
to the economies of Indonesia and Malaysia over the
past few years. In Indonesia alone, according to the

Central Bureau of Statistics, 48.4 million tonnes of palm oil were
produced in 2019, approximately 60% of the world’s supply.
More than 60% of the palm oil was exported, valued at almost
US$16 billion.

Further, according to the Coordinating Ministry of Economic
Affairs, the expansion of oil palm plantations has helped lift more
than 10 million Indonesians out of poverty since 2000. The
industry supported the livelihoods of 23 million people in 2018,
4.6 million of whom are involved in independent smallholdings
across the country.

However, along with other agricultural commodities, such as
rubber, soybean, coffee and cocoa, palm oil production has been
linked to legal and illegal deforestation, peatland degradation,
biodiversity loss, greenhouse gas emissions, and violations of
labour and community rights. Consuming countries as importers
of ‘forest risk commodities’ have frequently been held
responsible for driving these impacts and for importing
deforestation through commodity supply chains. 

Stakeholders along the supply chain have responded via various
means, including through policy measures to reduce
deforestation, forest degradation and associated emissions. As an
example, through its second Renewable Energy Directive (RED
II), the European Union (EU) plans to phase out eligibility of
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biofuel feedstock to EU renewable
energy targets where they are assessed
to be the cause of high indirect land use
change.

Palm oil is currently classified in this
category and since around half of the
EU’s palm oil imports are for biofuel, the
regulation could affect a significant
propor tion of palm oil expor ts to the
EU from Indonesia. The Indonesian
government is currently challenging the
RED II in the World Trade Organisation.

Indeed, in recent years, importing countries,
consumers and NGOs have been
pressuring palm oil companies and
producing countries, such as Indonesia
and Malaysia, to step up their sustainability
game. Many stakeholders have responded
with efforts to show that a sustainable
palm oil industry, which provides win-win
outcomes for markets and the
environment, is not only possible but also
constitutes the ambition moving forward. 

The Indonesian government, for example,
has accelerated the Indonesian Sustainable
Palm Oil (ISPO) certification in the past
couple of years. In addition, the government
has issued a national action plan for

sustainable palm oil and adopted a
moratorium policy banning new expansion
of oil palm plantations. Based on an
analysis by the Ministry of Environment
and Forestry, Indonesia’s total deforestation
fell by 20% following the launch of the
moratorium policy in 2011.

Subnational jurisdictions at the
forefront
In Indonesia, some subnational governments
have been very active in supporting the
national government’s policies on
sustainable palm oil. According to the
Civil Society Coalition for Improving Palm
Oil Governance, up to December 2019,
six provinces and eight districts have
responded positively to the national
government’s policies by issuing bylaws or
making public commitments about the
moratorium. 

A few subnational governments have also
been embracing the jurisdictional approach,
which seeks to address palm oil and
deforestation related issues at the
subnational level by involving all relevant
stakeholders. For example, Seruyan
District in Central Kalimantan is working
with the Roundtable on Sustainable Palm
Oil (RSPO) to ensure all palm oil

producers in the district comply with
RSPO Principles & Criteria.

This approach is also pursued by the
state of Sabah in Malaysia, which aims
to be 100% RSPO certified by 2025. In
East Kalimantan, the Berau District
Government is collaborating with the
Nature Conservancy, Climate Policy
Initiative, and Deutsche Gesellschaft für
Internationale Zusammenarbeit on a
low-emission oil palm development
programme. In North Sumatra, the
South Tapanuli District Government is
collaborating with the United Nations
Development Programme and Conservation
International Indonesia to form a multi-
stakeholder forum on sustainable palm oil.

These subnational initiatives, led by the
provincial/state and district-level governments,
hinge on the role local governments can
play given their authority and legitimacy
to promulgate regulations and policies for
sustainability. The subnational governments,
for example, have the authority to issue
certain permits on the use of land and
establishment of plantations, and to
monitor and enforce laws and regulations
underpinning the transition of the entire
jurisdiction towards sustainability.   

Further, the subnational initiatives can
potentially bring in multiple benefits – not
only by attracting palm oil buyers and
investors who care about sustainability,
but also by supporting national and
subnational governments in making progress
towards development targets and
international commitments, such as the
Sustainable Development Goals (SDGs)
and the Paris Agreement.

Tracking jurisdictional sustainability
With support from the EU, the Indonesian
Ministry of National Development Planning
(Bappenas), which coordinates the planning
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and monitoring of the nation’s development
and SDG implementation, is spearheading
an initiative to implement a framework to
monitor and measure the performance of
districts in achieving national priorities and
the SDGs.

The framework resulted from an initial
2018-19 study, led by the European
Forest Institute (EFI) and the Indonesian
NGO Inobu, which assessed the feasibility
of mapping and screening Indonesian districts
based on their commitment and performance
regarding sustainability of forest and agricultural
production, especially palm oil. 

The framework, known as the Terpercaya
approach, takes its name from an Indonesian
word meaning ‘trustworthy’, as it aims to
generate objective and transparent
information and analysis. Through a
collaborative process involving the multi-
stakeholder Terpercaya Advisory Committee,
composed of the government, private
sector and civil society stakeholders, the initial
Terpercaya study developed 22 indicators.

The indicators, covering environmental,
social, economic and governance aspects,
are based on Indonesian laws and regulations,
aligned with national priorities and the
SDGs, and supportive of the national
policies to promote a sustainable palm oil
industry, such as the ISPO standard.  

By covering entire districts, the Terpercaya
approach should help create a level
playing field for all producers, including
cer tified and non-cer tified actor s,
companies with and without sustainability
commitments, and smallholders of all
types. 

The approach wil l be par ticular ly
advantageous to smallholder s, as it
provides them with the chance to better
access the markets for sustainably
produced palm oil. At a broader scale,
the Terpercaya approach should also
assist the districts’ efforts to increase
competitiveness and attract sustainable,
green investment.

Terpercaya data platform
In 2020, Bappenas, EFI, Inobu and several
other partner organisations collected
data for the 22 agreed indicators and
established a national database containing
information on the sustainabil ity of
Indonesian districts. 

A user-friendly public Terpercaya data
platform showcasing this information will
be launched soon. It will monitor and
measure sustainability progress against
baseline data and allow users to compare
district progress in various dimensions of
sustainability. Linking the platform to
supply chain information to help
commodity buyers assess districts from
which they are purchasing palm oil will
also be possible.

The platform will benefit different users.
At the subnational level, the platform will
enable distr ict author it ies to track
progress towards sustainabil ity and
inclusiveness in palm oil production. For
example, it could encourage district

14
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authorities to resolve land tenure issues
and accelerate ISPO certification for
smallholders, thus complementing existing
commodity-based certification systems.

At the same time, the central government
can use the monitor ing system to
programme incentives and support for
local governments to achieve sustainable
and inclusive agricultural development
and SDGs. In this context, Bappenas plans
to use the Terpercaya framework to
guide fiscal transfers to districts under the
special allocation fund for agriculture. 

Further, the Terpercaya platform could
help improve acceptance of Indonesian
palm oil products in global markets and
ensure that civi l society, consumer
countries, investors and commodity
buyers are well informed about the
progress made by Indonesian districts.
The Terpercaya platform could also serve
to contribute to constructive and open
dialogue.

The Terpercaya platform could
additionally support the private sector in
meeting their sustainability commitments.
For example, international buyers of palm
oil and investors could use the information
presented in their sustainability due
diligence assessment, to help determine
with which districts to interact. 

At its core, the Terpercaya approach aims
to help resolve trade-offs between palm
oil production and environmental
protection by promoting market access
for sustainable palm oil, utilising
government capacity, and supporting
broad-scale achievement of national
priorities and internationally agreed
SDGs. 

The approach’s unique selling points
include the objective information it
showcases, the collaborative development
of indicators, and its alignment with the
national context, especially the existing
policy and legal frameworks.  In principle,
such an approach could be easily
implemented in countries other than
Indonesia. 

For now, the primary focus is to build a
larger and stronger collaboration around
Terpercaya, involving a broader range of
stakeholders in Indonesia and beyond.
This is needed to ensure that the
approach reaches its maximum potential
in advancing sustainability in the palm oil
industry and maintaining benefits from
production and trade of a valuable
commodity.

In this context, the recently initiated EU-
funded Keberlanjutan sAwit Malaysia dan

Indonesia (KAMI) or ‘sustainability of
Malaysian and Indonesian palm oil’ project
aims to support policy dialogue between
relevant stakeholders in the EU, Indonesia
and Malaysia on the sustainable use of
palm oil. 

The project also encompasses support
for collection and dissemination of
agreed, objective information on subnational

level sustainability performance to
reinforce dialogue and better communicate
on the production of palm oil. 

Through KAMI, support for Terpercaya
will continue and experience gained over
past years will be built upon in developing
jurisdictional indicators of sustainability
performance al igned to EU policy.
Through collection and dissemination of
associated information, Terpercaya will
transition from a national to an
international approach.

Satrio Wicaksono
Forest and Land Use Governance Expert, EFI

Anang Noegroho
Director of Food and Agriculture 

Ministry of National Development Planning,
Indonesia

Silvia Irawan
Executive Director, Inobu

Josi Khatarina
Senior Advisor, Inobu

Jeremy Broadhead
KAMI Project Manager, EFI
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The prestigious European think tank, the Konrad-
Adenauer-Stiftung, has published a policy paper which has
direct relevance to European strategy towards palm oil

and broader European Union (EU) relations with Malaysia.

The paper entitled ‘Toward an EU-Asian Partnership on
Deforestation: Restoring Sustainability in the Age of Pandemics’
is authored by Vicente Lopez Ibor Mayor, former National
Energy Commissioner of Spain. 

It appears in the Trust in Politics Panorama Special Issue – Insight

into Asian and European Affairs. Published in December 2020, the
special issue seeks to analyse and portray the varied roles that
trust plays in states, societies and international relations in Asia
and Europe.

The author argues that in the time of a global pandemic, ‘it is
imperative for Europe and Asia to find new ways to work
together. This requires rebuilding trade connections without
compromising on sustainability goals’.

Mayor traces the background of Europe’s concerns over
deforestation and its view that oil palm cultivation, mostly

undertaken in Indonesia and Malaysia, has resulted in excessive
deforestation – eventually leading to the European Commission
banning palm oil for biodiesel in 2019.

However, the author stresses that ‘the scientific literature raises
some questions as to whether solely limiting imports in tackling
deforestation can be truly effective’.

Mayor argues that there are several reasons why a palm oil ban
is harmful.

1. It will cause more harm to the environment

Quoting a landmark research report by the International
Union for Conservation of Nature, the author states: ‘Banning
palm oil would likely cause more harm to the environment
only displacing the global biodiversity losses instead of
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stopping them. This is because a palm oil ban would increase
the production of other oil crops, such as rapeseed, soy[bean]
or sunflower, which require up to nine times as much land to
produce than palm oil, in order to meet the global demand.
These crops store less CO2 than palm oil, require more
fertiliser and pesticides and have lower productivity and [a]
shorter lifespan compared to oil palm.’

2. It will harm smallholders

The EU’s approach can penalise smallholder farmers, who
make up some 50% of the oil palm land cultivators. Focusing
purely on import restrictions will harm the most vulnerable
households in developing countries.

The author notes that ‘the palm oil industry has played a key
role in increasing incomes, generating employment and reducing
poverty among local communities’.

Therefore, there is a risk that ‘an approach premised simply
on reducing imports of palm oil could have a detrimental
impact on the UN Sustainable Development Goals, endangering
the livelihoods of hundreds of thousands of smallholder farmers
and the local communities they are embedded in’.

3. It harms trust between ASEAN countries and EU

The confrontational approach taken by the EU does not

encourage the needed environment of trust and cooperation
needed to tackle the real challenges of deforestation. 

Mayor argues: “Rather than seeing it as an environmental
strategy to combat deforestation, ASEAN countries widely
view the EU’s approach as a protectionist measure designed
to favour domestic production of alternative vegetable oils,
such as soy[bean], sunflower and rapeseed, that would unfairly
penalise developing nation efforts to continue to lift themselves
out of poverty. That in itself has undermined the possibility of
the EU working more closely with these ASEAN countries in
facilitating sustainability, instead increasing mistrust between
the two regions.”

4. Focusing only on single commodity like palm oil is not

the solution

Targeting just a single driver of deforestation opens room for
other drivers of deforestation to operate more actively in the
absence of a forest protection plan. 

Mayor quotes an extensive modelling study in the Proceedings
of the National Academy of Sciences which repor ts that
‘simply limiting palm oil production or consumption is unlikely
to halt deforestation’. There needs to be cooperative and
active forest conservation incentive plans. The key to tackling
deforestation is not in targeting any particular commodity, but
in incentivising forest conservation efforts.
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Conclusions and recommendations
The author concludes that, instead of bans, the EU must find an
alternative way forward to break the current impasse because
‘the EU’s insistence on a narrowly designed de facto ban on palm
oil lacks robust scientific basis and is likely to contribute to
increasing rates of deforestation’.

He also states that producer countries like Malaysia should not
be left to ‘go it alone’. The national mandatory standards that
Malaysia has established should be supported and developed
with EU assistance.

‘The EU must remember its responsibility as an industrialised,
developed bloc, which entails that it should provide both
scientific expertise and financial support to regional producers,
and be particularly attentive to the needs of smallholder
farmers.’

Mayor recommends that:

• The EU must review its current approach and adapt it
toward one focused more on working with producer 

countries like Malaysia to develop regulatory frameworks
and incentives that would both limit imports of unsustainable
palm oil, and simultaneously support and encourage sustainable
production. There must be a joint approach in which the EU
can work directly with regional producers, such as Malaysia.

• A joint commission of EU and Malaysian independent scientific
experts should be set up to advise on the implementation of
the palm oil sector’s transition to sustainability; and to assist
in the development of joint research and monitoring standards
to ensure the highest standards in the [Malaysian Sustainable
Palm Oil] certification. The author notes that the ‘EU should
be willing to help finance such an initiative’. 

Konrad Adenauer Stiftung

Germany

Established in 1955, the KAS focuses on consolidating democracy, the unification of

Europe and the strengthening of transatlantic relations, as well as on development

cooperation. It produces soundly researched scientific papers and analysis to offer a

basis for possible political action.
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The struggle to survive the Covid-19 pandemic shows
how the world is just one big village. We share different
values, cultures and political views and we also draw

political boundaries to separate one country from another. 

But the pandemic has shown us that what we do as a
community will affect others. Thus, quoting [Indonesian] Foreign
Minister Retno Marsudi’s remarks at the Annual Press Statement
[on Jan 6], we need to recover stronger together to achieve a
global recovery. 

The European Union’s (EU’s) discriminatory policies and
regulations on palm oil have hurt economic and political ties
between the bloc and ASEAN’s palm oil producing countries.
Considering the importance of these ties toward mutual
recovery, it is imperative that the two sides come to the
negotiation table with clean slates and an honest intent to work
hand-in-hand.

The EU, for its part, must acknowledge the credible and
scientifically proven claims that palm oil is one of the best
choices available. Productivity is just one example. On the other
hand, palm oil producing countries in ASEAN need to take into
account the EU’s concern about the loss of tropical wetlands
and forests in Southeast Asia. 

Thus, the formation of a joint working group (JWG) on vegetable
oils that came about from the EU-ASEAN Ministerial Meeting [in
December 2020] is a fresh opportunity to have mutual
contributions and find solutions to the global village’s challenges. 

The loss of forests in the tropics over the past three decades
cannot be denied, as developing countries strode toward
development and self-reliance. What is clearly deniable are
arguments that blame the deforestation on the palm oil industry.
Furthermore, oil palm plantations have been [linked] to forest
fires and the extinction of orang utan.
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As the palm oil industry matured over
the past decade, the focus has been
placed on protecting the overall
landscape, not just for palm oil but for all
forest products. In fact, Indonesia is the
eighth-largest contributor of the world’s
tree canopies and a prominent actor
behind the initiatives to protect high
conservation value (HCV) or high carbon
stock areas to preserve the endemic
fauna and flora. 

The palm oil industry has shown
remarkable achievements. It, for example,
has elevated millions of people from
pover ty, created jobs and generated
revenue that has improved development.
All that happened without land
expansion. The fact that the Indonesian
government has enforced a land expansion
moratorium for oil palm plantations
deserves applause.

Global norm?
The EU has long been viewed as an
antagonist by palm oil producing
countries. It is essential for the EU to
acknowledge that countries like Indonesia
have made efforts to produce sustainable
palm oil, as evident in the sustainable
certification known as ISPO [Indonesian
Sustainable Palm Oil]. It is also
noteworthy that the Council of Palm Oil
Producing Countries intends to start a
study on principles of sustainable palm oil
that could form a framework to cover all
vegetable oils.

The fact that the EU is the most eco-
conscious market and is willing to pay
premium prices for sustainable vegetable
oil needs to be taken into account, and
there is no better venue for this to
happen than at the JWG. The rhetoric

that has painted palm oil black will
therefore be cleared once the EU
acknowledges the capability of ASEAN
palm oil producing countries in fostering
sustainable development and fulfilling the
premium market. 

This mutual understanding will indeed be
key to the achievement of the United

Nations Sustainable Development Goals
(SDGs), which have guided palm oil
producing countries’ commitment to
sustainability. After all, a holistic approach
to the environment and the SDGs is part
of the ASEAN-EU consensus. 

Even further, should the EU and ASEAN
find agreement on this, a UN General
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Assembly resolution could easily make it a truly global norm for
all vegetable oils. In the meantime, any earlier decisions on palm
oil must be shelved as the EU and ASEAN countries look to
build back better.

The devastated global economies resulting from the Covid-19
pandemic should be rehabilitated using a proper approach. The
commitments made by nations and global corporations to free
us from fossil fuels must be supported by a readily available
solution. Palm oil’s contributions to global emissions or
biodiversity loss is minor when compared to the overall
emissions of developed countries. 

Palm oil producing countries have repeatedly shown that they
are up to the challenge of reducing the industrial impacts. From
protecting HCV areas to the reduction of emissions in industry
operations, no other commodity has such a high level of
support from governments, civil society and environmental
groups. 

If banning palm oil is the EU’s option, will it be willing to accept
millions of palm oil farmers as migrants? Therefore, failure is not

an option. The JWG is a litmus test for the EU and ASEAN to
deliver the solutions needed to the problems and to deliver
them in time.

Responding to Minister Retno’s call for recovering stronger and
together, producing countries must strive to make palm oil the
most sustainable vegetable oil on earth. [At the same time] all
vegetable oils should be given space to feed the world. One
condition should be met: all oils are answerable to one standard,
including reducing their ecological impact, whether it be for food
or fuel.

Source: The Jakarta Post, 

Jan 22, 2021

This is a slightly edited version of the article, which is available at:

https://www.thejakartapost.com/academia/2021/01/21/global-recovery-needs-fresh-

approach-to-eu-asean-relations.html
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Egypt's geographical and cultural proximity to its main
export markets – including the Middle East and North
Africa (MENA) and European countries – facilitates

business operations and trade. Egypt further has the advantage
of a strategic location at the crossroads of MENA, Europe and
Asia, making it the centre of trade and business in the Middle
East. 

It is also party to several preferential trade agreements that offer
tariff reductions and rules of origin for products. Notably, it has
access to Europe, Arab countries and Sub-Saharan Africa
through the Egypt-European Union Partnership Agreement; the
Greater Arab Free Trade Area; and the Common Market Eastern
and Southern Africa Agreement (COMESA).

To boost trade with its neighbours, Egypt is building a rail
link between the Mediterranean and the Red Sea por ts as
an alternate route to the Suez Canal. Apar t from cutting
down transpor tation time, the link could serve as the
nucleus of an aspiring rail connection between North Africa
and the Arab Peninsula. This project is under development
until 2021.

The Adabiya port is the only one in Egypt that can receive bulk
palm oil and coconut oil shipments. Storage tanks are equipped
with heaters to suit tropical oils and maintain their quality.
Availability of storage tanks is affected, though, by growing
demand for palm oil and the port’s role as a redistribution hub.

The port currently has 91 tanks and 207,200 tonnes of storage
capacity. All the tanks are either owned or held under a long-
term lease. The biggest owners are Integrated Oil Industries with
33,000 tonnes of capacity; United Oil Processing Company
(26,000 tonnes); and Afia International (22,500 tonnes).
However, several companies are willing to rent out part of their
facilities to new entrants.

DP World Sokhna port was established under the build-
operate-transfer system, near the entrance to the Suez Canal. Its
position on the Red Sea in Egypt allows it to handle cargo
transiting through one of the world's busiest commercial
waterways.

An established road and rail network makes the port perfectly
placed to reach Cairo's 18 million consumers. Roads have been
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constructed through the port area.
Specific conveyor systems help minimise
the cost of logistics and reduce the
environmental impact. Utility supplies like
water, electricity, telecommunications and
IT facilities are provided. 

Current facilities include a container
terminal, general cargo/Ro-Ro terminal,
bulk terminal and a livestock terminal.
However, the port is not ready to receive
liquid bulk palm oil as there are no
storage tanks with heating facilities.
Construction of a second basin, together
with a jetty and liquid bulk facilities, is well
underway. Specialist warehousing is also
being built to support industries located
outside the port. 

Market-related challenges
A consumer population of about 196
million in North Africa – covering Egypt,
Tunisia, Algeria and Morocco – has created
a large market for oils and fats. Adequate
infrastructure, a higher standard of living
and rising vegetable oil consumption will
improve palm oil uptake.

In 2020, the consumption of vegetable
oils and fats registered 2.4 million tonnes
in Egypt; just over 1 million tonnes in
Algeria; 0.8 million tonnes in Morocco;
and 0.4 million tonnes in Tunisia.
However, domestic production can only
supply up to 34% of needs. While
imports are required to satisfy demand,
Malaysian Palm Oil (MPO) will have to
address several challenges to improve its
market share.

Indonesia’s palm oil price discount has
severely affected MPO imports. In 2020,

Egypt imported over 1 million tonnes of
palm oil, with 85% of this from Indonesia.
The main buyers, who bring in more than
80% of the palm oil products, are ARMA,
SAVOLA, IFFCO, United Oil, Gulf
Arabian, El Safwa, PIL and Wilmar.

Egypt is a highly price-sensitive market.
MPO exporters should therefore
strategise by forming joint ventures with
local oils and fats manufacturers to

reduce operational costs; utilise available
market networks and distribution
channels; and leverage on trade
agreements to which Egypt is party.

Algeria, Tunisia and Morocco now levy
high import duty and value added tax
(VAT) on direct imports from Malaysia
(Tables 1-3). This hampers trade, as the
MPO price is much higher than that of
other soft oils. 
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Advantages of trade agreements
Egypt has strong potential as a hub for
commercial activities in Africa and the
Middle East, due to the favourable
duty-free structure for imports of palm
oil products, including semi-refined and
fully refined oils. Trade agreements
provide Egypt with another edge in
penetrating the market in neighbouring
countries.

In 2020, the palm oil market share in
Algeria, Morocco and Tunisia was only
14%, 6% and 25% respectively. Hence,
there is much room for expansion. These
countries could potentially import an
additional 744,000 tonnes of palm oil,
which could then attain a market share of
52% as in Egypt; and an extra 332,000
tonnes for a 30% share (Table 4). With
the population increase and heightened
awareness of palm oil, demand could
penetrate neighbouring countries as well.
However, a better effort will be required
to grasp the opportunities.

Agadir Free Trade Agreement

This has established a free trade area
between Jordan, Morocco, Egypt, Tunisia
and other Arab countries of the
Mediterranean area. It is also part of the
free trade Euro-Mediterranean area as
foreseen by the Barcelona Declaration. 

The Agreement deals with important
issues such as customs systems, rules of
origin, government procurements,
financial transactions, safeguard measures,
new industries, subsidy and dumping,
intellectual property, standards and
specifications, and establishing a dispute
settlement mechanism. 

Rules of origin constitute an essential
ar ticle, since this will increase the
prospective European Market Access for
products from party states. In turn, this
will encourage investments and increase
inter-country cooperation. Under the
Agreement, all industrial and agriculture
products are exempted from most of the
tariff and non-tariff measures.

Pan Arab Free Trade Agreement

(PAFTA)

PAFTA covers trade for Egypt, Bahrain,
Algeria, Saudi Arabia, UAE, Jordan, Iraq,
Kuwait, Lebanon, Libya, Oman, Palestine,
Qatar, Syria, Sudan, Morocco, Tunisia and
Yemen. Member-states of the Arab
League that have not yet completed the
entry procedures are Djibouti, Comoros
Islands, Mauritania and Somalia.

PAFTA was established by the Arab
League’s Economic Council to favour
economic and trade relations between
the Arab states and the rest of the world.
It is the first concrete step towards
creating an Arab economic bloc that
creates value to the world.

COMESA

COMESA involves Angola, Burundi,
Comoros Islands, DR Congo, Sudan,
Djibouti, Eritrea, Ethiopia, Kenya, Uganda,
Madagascar, Malawi, Mauritius, Namibia,
Rwanda, Seychelles, Swaziland, Zambia
and Zimbabwe. Egypt signed the
Agreement in 1998. It grants full customs
exemptions for exchanged imports,
provided that certificates of origin
accompany the products.           

The EU-North Africa trade agreements

The trade agreements between the
European Union and Egypt, Algeria,
Tunisia and Morocco are part of a
broader effort to cover the North
Africa market. However, economic
growth in the four countries has been
relatively slow, volatile and challenged
by fiscal imbalances for the last 10
years.

Mohamad Suhaili

Market Analyst, MPOC
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The outbreak of the coronavirus
pandemic (Covid-19) at the
beginning of 2020 had pushed

China's first-quarter GDP into its first
decline in decades, contracting 6.8% year-
on-year. However, the economy recovered
from the second quarter, ending the year
with a 2.3% year-on-year growth. 

This bodes well for China’s oleochemicals
industry which was affected by supply
chain disruptions, price fluctuations of
raw materials and lower profitability in
2020. The output of major oleochemicals
– fatty acid, fatty alcohol, fatty amine and
glycerin – amounted to 2.5 million tonnes
in 2019. Fatty acid accounted for 72.7%
of the total production volume in 2020,
followed by fatty alcohol (11.6%), glycerin
(10.2%) and fatty amine (5.6%).

To meet rising demand, China imported
454,600 tonnes of fatty alcohol, 354,080
tonnes of fatty acid and 352,200 tonnes
of glycerin in 2019. Favourable tax
treatment for oleochemicals from
ASEAN countries also encouraged
imports (Figure 1).

Overview of China:Layout 1  4/8/21  8:47 PM  Page 25



26

Markets

GLOBAL OILS & FATS BUSINESS MAGAZINE •VOL.18 ISSUE 1, 2021

Fatty acid production recorded 1.8
million tonnes in 2019 (Figure 2), to
which stearic acid contributed about 1
million tonnes with 276,500 tonnes of
soap noodles and 300,000 tonnes of
oleic acid being produced. China
imported 319,000 tonnes of stearic acid
in 2019, with Indonesia (260,000 tonnes)
and Malaysia (57,000 tonnes) being the
major suppliers. Oleic acid imports rose
to 35,000 tonnes, or by 45%, to meet
demand at a time when domestic
production was flat.

Fatty alcohol production was led by six
domestic suppliers. However, capacity fell
from 685,000 tonnes in 2015 to 655,000
tonnes in 2019. Output fell to 293,800
tonnes (by 1.9%) in 2019, from 299,600
tonnes in 2018. Against this scenario,
demand went up steadily from 520,000
tonnes in 2015 to 650,000 tonnes in 2019.

Falling local production and rising
demand led to a surge in imports (Figure
3). In 2019, China’s fatty alcohol imports
stood at 455,000 tonnes, or 17,200
tonnes (3.9%) more than in 2018 (Figure
3). Indonesia (70%), Malaysia (25%),
Thailand (4%), the Philippines and India
were the main suppliers. 

The China Cleaning Industry Association
(CCIA) reported that 142,100 tonnes of
fatty amine were produced in 2019
(Figure 4). Of this, primary fatty amine
accounted for 49,400 tonnes (34.8%).  

Domestic glycerin output for industrial
and medical use and for special oils and
fats registered 257,300 tonnes in 2019
(Figure 5), up by 13.6% against 2018.
Imports reached 352,200 tonnes in 2019,
or higher by 47.5%. Crude glycerin,
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glycerinated water and glycerin lye
imports amounted to 1.3 million tonnes,
up by 24% over the same period. Crude
glycerin from Indonesia, Brazil, Argentina
and Malaysia made up 74% of this.

Three downstream sectors –
Epichlorohydrin (ECH, at 62.5%),
polyether (7.9%) and drugs and
cosmetics (13.3%) – absorbed more than
80% of the glycerin volume in 2019. In
the first six months of 2020, these sectors
respectively accounted for 50%, 10% and
20% of glycerin demand (Figure 6). 

In relation to the oleochemicals sector,
China imported 11.5 million tonnes of
edible oils and 1.2 million tonnes of oils
for industrial non-food use in 2019.
According to the China National Grain &
Oils Information Centre, vegetable oil
consumption is expected to decline by
810,000 tonnes in 2019/20 for the first
time in recent years, due to the impact of
Covid-19. 

Demand is projected to fall by 180,000
tonnes for direct edible oils, and by
630,000 tonnes for non-food industry
use. Imports of palm stearin, palm kernel
oil and coconut oil experienced growth
in 2019, compared to 2018 (Figure 7).
Palm kernel oil saw the largest increase of
24.9% among the raw materials for
oleochemicals, due to stable output in
Indonesia and Malaysia. 

Price trends
Stearic acid

In eastern China, the price of imported
stearic acid peaked at RMB7,750/tonne
over the course of 2019. The highest
price for domestic first-grade stearic acid
price was RMB7,500/tonne (Figure 8).
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Fatty alcohol

The C12-14 fatty alcohol price trend
mirrored that of its raw material – palm
kernel oil – in 2019 (Figure 9). The fatty
alcohol price fell from March and
bottomed out at RMB8,200/tonne in July.
Subsequently, the traditional peak season
for detergent and cosmetics production
supported the price from August. It went
up to RMB12,000/tonne in eastern China
by the end of 2019.

Fatty amine

The price of fatty amine trended
downwards in 2019. Dodecyl tertiary
amine and tetradecyl amine stood at
RMB19,000/tonne at the beginning of
2019, falling by 24% to RMB14,500/tonne
at the end of July. Over the next four
months, the price stabilised at
RMB14,000/tonne, and then went up to
RMB15,000/tonne by the end of 2019. 

The average price of dodecyl tertiary
amine and tetradecyl amine was
RMB15,300/tonne in 2019, down by
26.4% against 2018 – it was the largest
decline in recent years. The price of fatty
primary amine was about RMB14,000/tonne
for the first seven months. It fell to
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RMB13,500/tonne in August and rebounded
to RMB14,650/tonne at the end of 2019.

Glycerin

Crude glycerin and refined glycerin are
the two main products in this category.
Crude glycerin, as a by-product of fatty
acid, contributes an annual output of
300,000 tonnes in China. The supply of
refined glycerin is almost entirely
dependent on imports, and is refined
from crude glycerin. 

The price of refined glycerin registered
RMB3,400/tonne in eastern China by the
end of 2019, down by 15% from the
beginning of the year. The price fell to its
lowest at RMB2,900/tonne from the end
of June and into the middle of July. The
highest price of RMB4,150/tonne was
recorded in January and February. 

The price of 99.5% hydrolysed glycerin
decreased 26% from RMB5,200/tonne at
the beginning of 2019 to RMB3,900/tonne
at the end of the year (Figure 10). 

Outlook for China’s oleochemicals
industry
Covid-19 lockdowns have generally had a

serious impact on the global economy.
While China has reported a better-
than-expected performance since
the second quarter of 2020, some
uncertainties remain in its oleochemicals
industry. Development of the sector
will depend on both the internal and
external environment, encompassing
policy implementation, downstream
demand, imports and effective control of
the pandemic.

The implementation of biodiesel mandates
in Southeast Asia and South America will
have an impact on China’s glycerin
output. The price of palm oil will influence
the progress of biodiesel programmes in
Southeast Asia, as well as the import and
export of glycerin products. The palm oil
market itself will be affected by the
weather and any natural disasters.

China has raised its imports of refined
glycerin, mainly from South America,
despite oversupply in the domestic
market. Imports increased by 29% to
177,080 tonnes over the first five
months of 2020, compared to 136,930
tonnes in 2019. This has squeezed the
domestic refined glycerin market and

put pressure on the overall glycerin
price.

The ECH, daily chemical and paint sectors
are major downstream consumers of
glycerin in China. The newly-enlarged
capacity in domestic glycerin production
will largely be absorbed by the ECH
sector, thanks to its good profit margin
and because it is environment-friendly.
The annual production capacity of ECH
will stay at 600,000 tonnes.

There is increasing demand for alcohol-
based hand sanitisers to control the
spread of Covid-19, thereby enhancing
demand for glycerin as well. Meanwhile,
glycerin consumption in the paint sector
is likely to decline due to reduced
construction of buildings during the
pandemic.

The fatty alcohol sector will be affected
by the macro-economic situation, palm
oil market and downstream demand, but
there is room for optimism with the
return to economic growth in China. 

Fatty alcohol use is split between higher
alcohols, medium alcohols and lower
alcohols. Demand for higher alcohols is
limited as it is mainly applied in textiles,
creams and lotions, all of which have
taken a big hit from the pandemic. There
is weak demand for lower alcohols as
well. However, the downstream sectors
of medium alcohols are the cleaning
industry and tertiary amine sector, which
contribute significantly to controlling the
spread of Covid-19. 

Desmond Ng

Regional Manager

MPOC China 
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W ith a population of 211
million, Brazil is the largest
country in South America

and the largest economy in Latin America.
Brazil is a leading oilseeds producer globally
and one of the world’s largest producers
of soybean oil. Strong international demand
for its agricultural exports has been
supported by the devaluation of the Real.
This has also discouraged dollar-denominated
imports and, in turn, stimulated demand
for domestic agricultural products.

In 2019, Brazil’s production of oils and fats
amounted to 11.4 million tonnes. Soybean
oil made up 77% of this. Most of the oils
and fats are consumed locally. According
to Oil World, consumption of oils and fats
in 2019 amounted to 10.9 million tonnes.
Despite an economic slowdown as a
result of the widespread effects of the
Covid-19 pandemic, Brazil’s agricultural
sector thrives, having entered new
markets and set export records in recent
months.

Brazil is a net importer of palm oil. National
production of palm oil is insufficient to

fulfill domestic consumption which reached
620,000 tonnes last year. In 2019, Brazil
imported 143,000 tonnes of palm oil,
mainly from Colombia and Indonesia
(Table 1). Last year, Brazil was Malaysia’s
sixth-largest export destination in the
Americas region. Malaysia’s palm oil
exports to Brazil consists mainly of RBD
palm oil and RBD palm olein.

Palm oil is considered an economical
alternative to other edible oils such as
soybean oil and sunflower oil. Higher
acceptance among food processors is
expected to boost palm oil demand
growth in Brazil. 

Over the last five years, palm oil
production has grown marginally in Brazil.
According to Oil World data, it amounted
to about 470,000 tonnes in 2019, or
roughly 4% of total oils and fats
production. However, IndexMundi, a data
portal that gathers facts and statistics
from multiple sources, projected a higher
production volume of palm oil in Brazil
(Figure 1).

Brazil’s goals
The country began focusing aggressively
on oil palm expansion initiatives in 2004.
With 31 million ha of degraded land,
Brazil is thought to be on track in achieving
its objective of establishing itself as a
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major producer of palm oil. According to
a report by Abrapalma, the body which
represents palm oil producers in Brazil,
the land area dedicated to oil palm
doubled between 2004 and 2010. This is
projected to double again between now
and 2025. 

Palm oil production is mostly limited to
the Amazonian state of Pará, which offers
an ideal climate throughout the year, as
well as lower land prices. Despite
industry growth of over 200% since its
inception, oil palm cultivation only covered
about 219,000 ha by 2014, or less than
1% of the more than 31 million ha of
cleared land that is considered to be
potentially available for this purpose. 

One main reason for the slow expansion
appears to be the inability of the
plantations to produce palm oil at a
competitive price. Brazil’s lack of an
adequate transportation infrastructure is
another setback. 

A recent report by the business intelligence
firm Expert Market Research indicates
that Brazil’s palm oil market was valued at
US$938.4 million in 2019; it is projected
to grow at a CAGR of 14.3% during the
forecast period of 2020-25. The palm oil
market size is expected to reach US$2.2
billion by 2025. The edible oils market
segment accounted for the largest share
of revenue, and is expected to continue
its dominance in the coming years. 

A significant increase in palm oil
consumption – owing to the lower price
and rising awareness of its health benefits
– is expected to drive market growth.
The food industry is a huge and fast-

growing segment in Brazil. Its growth
trend alone is expected to trigger
demand for edible oils, including palm oil. 

A report by Grand View Research
highlights that CPO dominated Brazil’s
palm oil market with a share of 56.5% in
2018 (Figure 2). The rising demand is
closely associated with the demand
growth from the food and beverage,
personal car, cosmetics, detergent and
biodiesel sectors.

Brazil’s palm oil industry is poised to
continue its expansion. With strong
government support, coupled with
demand growth from the food and non-
food sectors, Brazil is moving toward self-
sufficiency within the next few years.

Zainuddin Hassan

MPOC USA
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G
lobal oilseeds production for 2020/21 is forecast at

596 million tonnes, 750,000 tonnes above February.

Higher Brazil soybean production, coupled with

greater Australia and European Union (EU) rapeseed

production, have more than offset lower palm kernel,

cottonseed and sunflower seed production forecasts.
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Global oilseed exports, at 195 million

tonnes, are up 820,000 tonnes primarily

on higher Australia and Ukraine rapeseed

exports. Oilseed crush is raised 1.2

million tonnes to 514 million tonnes. The

larger Brazil and Argentina soybean crush

and EU rapeseed crush more than offset

lower China soybean crush. Global

oilseed stocks are up 760,000 tonnes

mostly on higher Brazil and China

soybean stocks, more than offsetting

lower Argentina soybean stocks.

Protein meal production is up 1.2 million

tonnes and ending stocks are up 910,000

tonnes. Protein meal exports are raised

890,000 tonnes due to a 1 million tonne

increase in Argentina soybean meal

shipments partially offset by other

changes. 

Global vegetable oil production is down

200,000 tonnes despite higher crush as

lower palm oil production more than

offsets higher rapeseed oil and soybean

oil production. Vegetable oil exports are

up 350,000 tonnes on higher Argentina

soybean oil and Black Sea sunflower oil.

Ending stocks are up 520,000 tonnes

primarily due to higher India palm oil

carryout. The projected US season-

average farm price for soybean is

unchanged at $11.15 per bushel.

Argentina – soybean scenario

With declining demand for biodiesel,

Argentina’s exports of soybean oil have

been rising despite lower crush. Local year

April 2020 to March 2021 soybean oil

exports are estimated at 5.9 million

tonnes, 800,000 tonnes above the previous

year, and come despite a 4 million tonne

decrease in soybean crush and a 600,000

tonne decline in soybean oil output.

Biodiesel exports, produced primarily

from soybean oil, have declined from

nearly 1.8 million tonnes in 2017/18 to an

estimated 400,000 tonnes in 2020/21.

Relatively low global energy prices,

barriers to imports and, recently, higher

vegetable oil prices, all play a role in

reducing biodiesel export prospects. This

has freed up an estimated 750,000

tonnes of soybean oil for the food

market and for exports.

Demand for soybean oil exports remains

strong. Exportable supplies in Brazil and the

US are down in response to growing

diversion of supplies to the fuel markets.

Prices for competing oils have risen faster

than those for soybean oil, while palm oil

supplies remain tight on lower production

growth.

Argentine soybean producers have been

reluctant sellers this year. Despite the rise in

global prices, high inflation, export taxes and

a strong peso have discouraged producers

from selling additional supplies of soybean

beyond the amount needed to meet

expenses. Additionally, while soybean prices

have risen on strong China demand and

growing demand for crush in Brazil and the

US, global import demand for soybean

meal has lagged in comparison due to its

relatively small discount to soybean. 

Given Argentina’s role as the largest

soybean meal exporter, without strong
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demand for soybean meal exports,

boosting soybean oil supplies by

expanding crush is difficult. Consequently,

with most of the reduction in biodiesel

exports already in place and amidst

difficulties in raising crush, additional

expansion in Argentina’s soybean oil

exports may be difficult to achieve in the

coming year (April 2021 to March 2022).

Soybean export prices

Export prices for the three largest

soybean exporters were given a slight

reprieve as average prices declined in

February on expectations of seasonally

large new-crop exportable supplies in

Brazil and Argentina. Prices in the US and

Argentina remained relatively flat while

Brazil fell slightly as expectations of a

large crop were mostly offset by slow

harvest progress (Table 1).
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Meal prices declined throughout February

reflecting the seasonal ramp-up in crush

and availability of new-crop supplies with

the onset of the soybean harvest in Brazil

and Argentina coupled with softer demand

for soybean meal (Table 2).

Oil prices continued their nearly 12-

month climb through February but gains

were partially offset by softening prices in

the last few days of the month. Palm oil

prices continued to rally to near 9-year

highs in February tracking strong rival oil

prices and tight stocks (Table 3).

US soybean exports

As of Feb 25, 2021, cumulative global US

soybean shipments reached 52.7 million

tonnes, with China accounting for 65%

(34.5 million tonnes). This pace for

exports to China is nearly triple from the

same period in 2019/20. 

Outstanding sales to all destinations

reached 7.5 million tonnes, up nearly 70%

from last year. These are led by

outstanding sales to China of just over 1

million tonnes, more than triple last year.

Due to growth in sales and exports to

China, total export sales commitments

reached a record 60 million tonnes, up

70% (26 million tonnes) from last year.
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Foreign Agricultural Service
US Department of Agriculture

The full report, posted in March, is available at: https://apps.fas.usda.gov/psdonline/circulars/oilseeds.pdf
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With the commissioning of the factory and the completion of our first
10,000 acres, the whole emphasis now swung from development to
production. Having trained our labour force in clearing and planting
techniques, we now had to re-train them in the skills of harvesting,
pruning, fertilising, maintenance and milling.

Normally, a developing oil palm plantation can start selling its fresh
fruit bunches to a neighbouring mill as soon as the trees start
yielding. There is therefore some sort of income coming in within
three years or so. In our case this was not possible, since there was
no palm oil mill in the region. However, it would have been
uneconomic to build a mill before we had sufficient throughput.
This meant that we had been investing for seven years without
producing a single dollar of income. 

As Lord Cole had reminded us, now that we had met our
target on the development side, the next objective was to
prove that we could at last make a reasonable return on
Unilever’s investment. 

On Dec 3, 1967, we held a party in the Labuk Club to celebrate our first sale, when 200 tons of palm oil
were exported to Liverpool on the Blue Funnel ship the MV Cyclops.  On Dec 31, we exported our first
50 tons of palm kernels to Rotterdam on the City of Guildford. 

To avoid any problems with transfer pricing, it was Unilever’s policy not to sell any of its plantation products
direct to other Unilever companies. In line with our usual practice, therefore, we sold our oil through a
selling pool, in this case the Sabah Palm Oil Pool, managed by Harrisons & Crosfield.

Every visitor to the plantation had been impressed with the exceptionally good growth of our young palms.
They were well ahead of similarly aged palms in Johore and even further ahead of anything in West Africa.
As we had speculated after the flood in 1963, the rich deposits of riverine alluvium, allied to the humid
climate and high sunshine levels, provided ideal growing conditions. 
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The important thing however was not how well
the palms would grow, but how well they would
yield.  As our Research Director Hereward Corley
often reminded us, when he came to put the
breeding programmes on a more scientific basis, it
is not always the fattest lady who has the most
children. 

And here, on the question of yield, we
encountered our last and most intractable
problem: one which was to threaten the whole
future of the Sabah oil palm industry. We began to
find that a very large number of bunches did not
seem to ripen properly. The fruits simply rotted on
the bunch. 

At first we thought this was probably due to the
occasional flooding, however as our palms grew
taller and the bunches were above the usual flood
level, there was no improvement. The other three
oil palm estates in the state confirmed that they
were encountering the same problem, although not
perhaps to the same extent as we were.

Chris Hoh and the research workers of the other
plantation companies, applied themselves to the
problem. There were frequent visits by consultants.
The first conclusion was that the cause might be a
fairly common disease known as bunch failure. 

However this idea was discarded when it was
found that the reason for the large number of
rotten bunches was poor fruit-set. It was finally
confirmed that the problem was due to lack of
natural pollination. It seemed that this was a
characteristic of the oil palm in Sabah.

The textbooks were unanimous in reporting that
the oil palm was pollinated exclusively by wind.
They cited several characteristics which indicated
that the oil palm is a typical wind-pollinated species.
In dry conditions, pollen from the male flowers
blew into the atmosphere and settled on receptive
female flowers. 

The scientists concluded that the frequent rain
experienced in Sabah was washing the pollen out
of the atmosphere, thus inhibiting natural
pollination. On the CDC estates, pollination,
although very poor, was rather better than ours.
Since the rainfall in the Tawau region was
considerably less, this gave some weight to the
scientists’ theories. 

Without assisted pollination the weight of fruit to
bunch in the Labuk was only around 30%. In Johore
the figure was nearer 55%, whilst in Cameroons it
was over 65%. We started experiments with hand
pollination. This consisted of collecting pollen from
male flowers and puffing it over receptive female
flowers. 

It was found that, when the bunches ripened five
months later, the fruits had developed normally.
(It usually takes around five to six months for a
pollinated bunch to reach the ripening stage.)
With hand pollination, we began to achieve
pollination standards close to the Johore
levels, although it was still not as good as in
Cameroons. 

Thereafter, assisted pollination became, of necessity,
a standard procedure on all the Sabah estates.
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Costly exercise
A female flower is receptive to pollination for
around three days. This meant that every palm on
the plantation had to be examined every three
days to see if it had any receptive female
inflorescences. As ever-increasing areas came into
production this became a more and more costly
operation. 

Teams of workers patrolled the estate daily,
searching for male flowers and collecting the pollen.
This was then issued to other teams who went
round pollinating every receptive female flower
with hand puffers.

As the palms became taller it became difficult to
find the receptive flowers. It was then found to be
easier to use a mechanised blower to blast the
pollen, mixed with talcum powder to give it some
bulk, into the crown of every palm on the estate at
three-day intervals.

As our mature area expanded, we were
eventually employing 500 labourers per day on
pollination alone. It was an expensive business
but there was no alternative. We carried out
experiments with aerial pollination but they
were not successful. Hand pollination seemed
the only alternative. 

The large plantation companies were able to
organise the assisted pollination operation, but
for smallholders like my friend Tasman in the
Bayok, or Mandore Dick and his Cocos
Islanders on their new scheme, or Titi’s

daughter-in-law Ah Moi, who had planted a few
acres of palms in the upper Tungud, it was too
complicated and time-consuming. They simply
har vested the few naturally pollinated
bunches. 

However this did not provide them with much of
an income. With the expenditure on assisted
pollination, production costs on all the Sabah
estates were extremely high, and the yields were
disappointing.

Oil palm investment in the state ceased to have
much attraction. Over the next decade or two,
only one or two local companies were tempted
to star t plantations. The Tungud project seemed
doomed to failure. So also did Lord Cole’s
dream of Sabah becoming a major centre for
palm oil production.

Datuk Leslie Davidson

Author, East of Kinabalu

Former Chairman, Unilever Plantations International

This is 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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