
Focus on Palm Oil

KDN No: PP10311/10/2012(031241) • ISSN No. : 2180-4486

• VOL.8 ISSUE 4 (Oct-Dec), 2011 www.mpoc.org.my

Sustainability
Harnessing Palm Biomass
Rise of ‘Super Standards’

Comment
Switch in Sustainability Standards

Branding
Climate Change: ‘Degrees’ of
Certainty? (Pt 1)

Shipping
Chinese Influence

Markets
US Soybean Sales Soar

Nutrition
Allergies on the Rise





Cover Story
Bio-fuels: EU’s Vague ‘Values’ 6
Credibility of ‘default values’ undermined

Bio-fuels
Rift over RED 13
EU Directive in limbo

Sustainability
Harnessing Palm Biomass 16
For eco-friendly disposal

Rise of ‘Super Standards’ 21
Eco-labelling gains ground

Comment
Switch in Sustainability Standards 24
Change of rules for palm oil

Advertorial 
Bursa Malaysia Derivatives’ Total 26
Contracts Hit 31-Year Historic High

Markets
US Soybean Sales Soar 27
Record value in 2010/11 exports

Market Briefs 29

Market Analysis
Price Volatility 32
Commodities to test resistance level

Global Branding
The Transparent Factory 35
An idea for the palm oil industry

6 16 27

3GLOBAL OILS & FATS BUSINESS MAGAZINE • VOL.8 ISSUE 4, 2011



Branding
Climate Change: ‘Degrees’ of 36
Certainty? (Pt 1)
How do people know what to believe?

Shipping
Chinese Influence 39
On the chemical tanker fleet

Nutrition
Allergies on the Rise 44
The modern diet is partly to blame

Publications
Arrival at Klagan 48
A community divided

44 4836

GLOBAL OILS & FATS BUSINESS MAGAZINE • VOL.8 ISSUE 4, 20114

Pullout
Ways to resolve the global food crisis



Editor-in-chief

Dr Yusof Basiron

Editor

Belvinder Sron

Published by:
Malaysian Palm Oil Council (MPOC)
2nd Floor, Wisma Sawit,
Lot 6, SS6, Jalan Perbandaran
47301 Kelana Jaya,
Selangor, Malaysia.

For subscriptions, contact: anizah@mpoc.org.my

For advertising information, contact:

Razita Abd. Razak
Global Oils & Fats Business Magazine
Malaysian Palm Oil Council
Tel: 603-78064097
Fax: 603-78062272
e-mail: razita@mpoc.org.my

MPOC Copyright 2011

All rights reserved KDN No: PP10311/10/2012(031241)

• ISSN No. : 2180-4486

All views expressed in the GOFB are not necessarily those of
the publishers. No part of this publication may be reproduced,
stored in a retrieval form or transmitted in any form or by any
means without the prior written permission of the publisher.

The upcoming Free Trade Agreement (FTA) talks between Malaysia and

the EU will provide Malaysia an opportunity to raise serious concerns

about Europe’s Renewable Energy Directive (RED). This relates

particularly to the low and questionable 19% default value accorded to

palm oil in terms of greenhouse gas (GHG) savings in bio-fuel

production.

The EU has established ambitious GHG emissions savings targets for

the region and is extending the compulsory use of bio-fuels in phases.

In doing so, it has assigned default values for feedstocks, while setting

the threshold for acceptance at 35% based on sustainability criteria

ostensibly linked to GHG savings.

The process has been criticised as lacking transparency, let alone

scientific basis. But what is abundantly clear is that rapeseed oil

produced in Europe will profit from its default value of 38%.

Although Malaysian palm oil producers will still be allowed to export to

the EU, shipments that do not meet sustainability criteria will not be

entitled to incentives. This would make palm oil virtually unmarketable

as bio-fuel prices are well above fossil fuel prices and therefore not

competitive without incentives and subsides.

In a recent paper, Dr Gernot Pehnelt, director of the research and

consulting institute GlobEcon, called on the European Commission to

be more transparent about its carbon savings calculations. He also

debunked the myth around GHG emissions and indirect land-use

change (ILUC).

Based on his studies, the actual palm oil default value is revealed to be

between 38% and 45% (without methane capture). The results

demonstrate that the methodology employed by the EU lacks

credibility. Dr Pehnelt also states that Europe must not discriminate

against foreign sources of energy when the future of the planet is at

stake.

Furthermore, research commissioned by the European Forum for

Sustainable Development – and undertaken by Copenhagen

Economics, a well-respected European economic consultancy –

concluded that issues surrounding ILUC remain too poorly understood

to assess currently.

Similar calls have been made by Professor Andrew Mitchell along with

Christopher Tran, in an article published in the Renewable Energy Law

and Policy Review, a German law and trade policy publication.

They caution that the RED will likely breach the (‘National Treatment’)

requirement in Article III of the GATT. This requires any regulation

applying to an import to equally apply to competing domestic products.

Under the RED, however, imports will be subject to a sustainability test

on the impact on forests where the vegetable oils are produced – a

requirement that does not apply to vegetable oil produced in the EU.

Mitchell and Tran also point out that the RED would breach an

obligation under another World Trade Organisation agreement which

regulates use of Technical Barriers on Trade (such as environmental

regulations). This is because the RED measure would impose an

unjustified restriction on trade, and would not ‘directly’ redress an

environmental problem.

Over and above such considerations, any discrimination against foreign

sources of bio-fuels will hurt consumers the most. Limiting supply to

regional or domestic sources will only curtail healthy competition and

eventually lead to higher prices. 

If Europe’s political elite cannot be persuaded by arguments based on

fairness, then those being marginalised – including Malaysia – will have

no choice but to play hard ball.

Dr Yusof Basiron

www.ceopalmoil.com
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The Renewable Energy Directive (RED) came into

force in the EU on Dec 5, 2010. Member-states are

still working to fully transpose it into national law and

establish a framework for achieving their legally binding

greenhouse gas (GHG) emissions reduction. 

However, governments got off to a slow start and debate

continues on the validity of the RED’s foundations, including the

default values used to measure the sustainability of bio-fuels.

Only sustainable bio-fuels can be counted towards targets. This,

as a matter of principle, makes sense with respect to the very

aim of renewable energy policies. 

However, the vague and distortive formulation and values

regarding what is to be classified as ‘sustainable’ have negatively

impacted the reliability of the European bio-fuels sector, while

unfairly attributing a low default value to palm oil – less than 50%

what other assessments have given the fuel source.

This uncertainty and the ongoing controversial debates are

affecting investment and progress in the bio-fuel sector not just

in Europe but all over the world. Producers of soybean in the

US, sugarcane in Brazil and palm oil in Malaysia and Indonesia as

well as European importers and end-users of these products

have all been sharply critical of the default values, citing significant

variations in calculations that undermine the credibility of the

values contained in the RED. The two primary sources of

biodiesel imports – soybean and palm oil – both lack sufficient

GHG savings values under the RED: 31% and 19%, respectively,

compared to the 35% threshold.

Given the remarkable difference between the calculation of the

carbon reduction performance of palm-based bio-fuel by the EU

and a range of scientific studies which we documented in a 2009

report, we recalculated the GHG emissions savings potential for

palm-biodiesel in order to further assess the carbon footprint of

palm oil. 
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The purpose was to overcome the lack of transparency in

existing publications on the issue and EU regulations governing

the bio-fuel feedstocks. Our findings conclude that the more

accurate default value for transportation biodiesel from palm oil

is between 38.5% and 41%, depending on the fossil fuel

comparator, far exceeding the 19% given in the RED.

The aim of our research was to calculate a realistic and

transparent scenario based on CO2-emission values for the

GHG emissions savings of palm-based bio-fuel compared with

fossil fuel. Using the calculation scheme proposed by the RED,

we derived a more realistic overall default value for palm-

biodiesel by using current input and output data of bio-fuel

production (e.g. in Southeast Asia) and documenting every single

step in detail. We calculated different scenarios in which reliable

data on the production conditions (and emission values during

the production chain) of palm-biodiesel are used. 

Our conservative calculations based on the Joint Research

Centre’s (JRC 2011) background data and current publications

on palm oil production demonstrate that palm-biodiesel should

be given a default value above the 35% threshold. We were

unable to reproduce the EU’s GHG saving values for palm oil.

Rather, our results confirm the higher values obtained by other

studies mentioned in our 2009 report and elsewhere in our

latest analysis.

Introduction

With the passage of the RED, certain sustainability criteria were

introduced to assess the production and use of bio-fuels. One

requirement of the RED for sustainable bio-fuels is that ‘there

should be no damage to sensitive or important ecosystems

while cultivating energy feedstocks’ (EU 2009). This includes the

absence of conversion of land with high biodiversity value and

the conversion of land with high carbon stock. 

Another critical criterion refers to the GHG emissions savings

potential of bio-fuels. The RED requires that the GHG emissions

associated with production and use of bio-fuels are at least 35%

lower than those associated with production and use of

conventional fuels. This threshold will rise to 50% by 2017 and

will increase further to 60% in 2018. In order to calculate these

GHG emissions savings ratios, the RED requires that the whole

production chain from cultivation of the feedstock up to use of

the bio-fuels is considered.

The most comprehensive approach to consider all stages of the

production and use of bio-fuels and to evaluate the ecological

impact of bio-fuels would be a detailed and well-founded Life

Cycle Assessment (LCA). It analyses the environmental flows

related to a product or a service during all life cycle stages, from

the extraction of raw materials to the end of life. Despite the

growing interest in such studies, there are still relatively few LCA

studies on bio-fuels and most of them focus on products and

conditions in the EU or North America. 

One reason for that is the high uncertainty regarding the very

methodology and data quality. Since it is an integral part of any

comprehensive LCA to take into account the various co-

products and side-effects of the activities associated with the

production, transportation, commercialisation and consumption

of the product under consideration, it has to be decided what

exactly should be integrated into the analysis and how it should

be measured with respect to the long-term (side-)effects over

the full life cycle of the product. 

With every single issue that is integrated into the analysis, the

results get more blurred.  That is why it is neither possible to take

into account every single effect that a product or service might

have over its full life cycle; nor is it appropriate with respect to

the transparency and explanatory power of the models and

results. 

That is why it is necessary to somehow limit the complexity of

the underlying model by setting a clear-cut system boundary and

concentrating on the main inputs and outputs associated with

the product. In the case of bio-fuels this includes the energy

balance of the full process covering residuals and co-products. 

So-called well-to-wheel studies are an appropriate and accepted

way to analyse the energy balance and carbon footprint of bio-

fuels. In order to compare fossil and alternative fuels, they have

to include the direct emissions of gasoline or diesel during

motor combustion (tank-to-wheel) as well as indirect emissions

associated with the production and transportation of the

respective fuel (well-to-tank).  
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Although the full process within the system boundary of

production and consumption of many bio-fuels is basically well-

known, reports on bio-fuels using LCA-like methods usually

show a serious lack of transparency with respect to

methodological details. Consequently the results of published

studies regarding the environmental effects – for example the

carbon footprint – of bio-fuels are far from conclusive and

show tremendous differences, both quantitatively and

qualitatively. 

For instance, there is a remarkable difference between the

calculation of carbon reduction performance of palm-based bio-

fuel by the EU and a range of scientific studies. In calculations by

the EU, the default GHG emissions reduction by palm-based

bio-fuels fail the given threshold of 35% under certain

assumptions whereas quite a few studies yield very different

results. 

Given the noteworthy results of our 2009 study, we recalculated

the default values for palm oil as a source for biodiesel in order

to further assess the carbon footprint of palm oil and to

overcome the lack of transparency in the EU’s calculations. Our

results indicate default

values for palm-

biodiesel not

only way beyond the 19% default value published in RED but

also beyond the 35% threshold. 

Our findings conclude that the more accurate default value for

palm oil feedstock for electricity generation to be 52%, and for

transportation biodiesel between 38.5% and 41%, depending on

the fossil fuel comparator.

Methodology 

In order to calculate the GHG impact of palm oil, a LCA

including all activities associated with the production,

transformation, transport and use of the respective bio-fuel had

to be conducted. The methodology of the calculation scheme is

laid down in part C Annex V of Directive 2009/28/EC and in

Annex IV.C of Directive 2009/30/EC (land-use change). 

Using the same basic calculation, we derived a more realistic

overall default value for palm-biodiesel by using current input

and output data of bio-fuel production (e.g. in Southeast Asia)

documenting every single step in detail. We calculated different

scenarios in which reliable data on the production conditions

(and emission values during the production chain) of palm-

biodiesel are used. 

The production of palm oil was divided into five stages:

the agricultural stage, oil mill stage, refinery stage,

transport stage and esterification stage. The transport

stage only includes transport of oil from the

refinery to final use which is assumed

to be in Europe – represented by

Por t Rotterdam. Other transpor t

processes are included in the other life

cycle stages.

We used a conservative baseline model

to calculate GHG emissions for every

step of the palm-biodiesel production

chain based on the background data

provided by the latest available version of the JRC

database. Furthermore, for the inputs and outputs of

the production process we also used conservative
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values based on the average of the values found in reliable

scientific studies.

We employed the calculation tool provided by IFEU (2010)

based on the Intelligent Energy Europe project BioGrace (2010).

This tool is engineered to produce GHG calculations using the

methodology as given in the RED and the Fuel Quality Directive.

In contrast to the EU Directive as well as all other studies, we

did not use unaudited assumptions but relied only on exact

measured and proven primary data. All data were well

documented in our study. Thus we provide full transparency by

indicating all input and output data, assumptions and background

data.

There is some evidence that a considerable share of the oil palm

expansion has been, and is, taking place on land released from

other crops. In the past, oil palm in Malaysia has largely been

planted on land released from rubber, coconut and cocoa. This

could be confirmed with data obtained from FAOSTAT (2006)

for Malaysia where the planted area of rubber, cocoa and

coconut has been decreasing from 1990-2005, while the planted

area of oil palm has been increasing at the same rate during the

same period. 

However, looking at Malaysia and Indonesia in sum, there was a

general increase in the cultivated area of rubber and coconut,

and only a small decrease in the cultivated area of cocoa was

identified from 1994-1999 (FAOSTAT 2006). Thus, it seems that

there was no large-scale displacement of other crops by oil palm

plantations (indirect land-use change or ILUC) but obviously a

transformation of non-agricultural land into oil palm cultivation

instead.

To assess the emissions related to direct land-use change, the

question then is: What kind of land was transformed? Most

NGOs claim that land transformation towards oil palm is related

to clearing of primary forest. However, oil palm plantations are

‘almost always established on already disturbed land’. 

Disturbed land may be cleared forest (alang-alang grassland),

secondary forest or abandoned agricultural land. Schmidt (2007)

stated that it is not possible to exactly estimate the composition

of land types transformed for oil palm. However he assumes that

50% takes place by transformation of degraded/secondary forest

and the other 50% of oil palm expansion takes place by

transformation of grassland. 

If oil palm is planted directly on transformed primary forest, the

transformation from primary to degraded forest is related to

logging in the first instance, since changes in demand for timber

are the main driving force of logging (Schmidt 2007). Further

analysis demonstrates that annual deforestation in Malaysia and

Indonesia was significantly larger than the increase in agricultural

area, also when looking at degradation of primary forest only. 

This comparison suggests that it is unlikely that oil palm is the

main driver of logging primary forest. Our 2009 study

considered that land might have been initially deforested for

other reasons and then was finally planted with oil palm. Using

these formerly degraded and abandoned agricultural lands to

grow perennials like oil palm for bio-fuel production is

economically and ecologically efficient as this could spare the

destruction of native ecosystems. Moreover, this measure

reduces GHG emissions as carbon being stored in the soil and

the growing palm. According to the German Advisory Council

on Global Change, in such a situation a major climate change

mitigation effect can be achieved at very low cost. 

Because of these uncertainties regarding the reasons and effects

of land-use change we did not consider this problem explicitly in

the report. As our aim was a realistic, reliable and scientifically

founded approach, we focused our research on GHG emissions

related to plantation, processing and transport of palm-biodiesel,

as only these steps were considered to calculate the EU’s default

value. Furthermore, the issue of land-use change (as well as

biodiversity) is addressed by the other criteria given by RED and

are considered separately from the very GHG emissions savings

potential.

Outcome

By using these values, we ran estimations on the GHG emissions

savings potential of palm-biodiesel in different scenarios. In all

9GLOBAL OILS & FATS BUSINESS MAGAZINE • VOL.8 ISSUE 4, 2011
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scenarios we derived the GHG emissions of every step of the

palm-biodiesel production chain. Moreover, we presented three

values for the overall GHG emissions savings potential regarding

the respective fossil fuel comparator. 

The first value demonstrated the GHG emissions savings of

palm oil used for electricity production regarding the ‘Guidance

on Sustainable Biomass Production’ (Biokraft-NachV) published

by the German Federal Agency for Food and Agriculture (BLE)

and is the technical aspect of Chapter IX ‘Concrete calculation

of greenhouse gas reductions’ (BLE 2009). 

The second value illustrated the savings potential compared to

the value of fossil oil as stated by the EU Directive (EU 2009).

Additionally we estimated the GHG savings compared to

current LCA of fossil fuel emissions as applied by Silva et al

(2006) and CONCAWE and EUCAR (2006).

Figure 1 shows the GHG emissions of every single step of the

production of refined palm oil (g CO2 eq/MJ RefPO), namely

plantation, oil mill, refinery and transport from Southeast Asia to

Europe. 

The GHG emissions in connection with the cultivation

process (plantation) account for about 9.7-12.2g CO2 eq per

MJ refined palm oil, dependent on conditions such as fer tiliser

use.  The implementation of specification of land use or land-

use change might significantly affect these calculations, ranging

from huge GHG credits in the case of formerly degraded or

marginal land to an initial carbon debt in the case of primary

rainforest on peat land. However, as explained, we did not

cover land-use change explicitly in our calculations since this

issue is subject to separate criteria in the RED.

GHG emissions associated with the refinery process are

marginal. The GHG emissions of the transport of the refined

palm oil to the EU are also comparably small even when very

conservative figures are applied higher than the JRC standard

value.

If the methane emissions in the milling process are not

captured (as reflected in Scenarios 1-7) the oil mill process

accounts for the highest GHG emissions because of the

significant amount of methane emissions in palm oil mill

effluent (POME). The results clearly indicate that methane

capture is the most desirable technology since GHG emissions

could be dramatically reduced if full methane capture is applied

in the milling process. 

However, in most small-scale oil mills this technology is not

available yet, and investments in this technology might be too

expensive for small operators. Efforts to widen this technology

sector are underway, as reflected in Malaysia’s commitment to

construct 500 biogas plants by 2020 as one of the country’s 12

National Key Economic Areas.

Overall, the GHG emissions of the production of refined palm

oil were found to range from about 40g CO2 eq per megajoule

(Scenario 5 and 6) to about 45g CO2 eq per megajoule

(Scenario 7). 

For all of our eight scenarios, we calculated the GHG emissions

savings potential of refined palm oil as an input in power plants

(electricity production), as well as the GHG emissions savings

potential of palm-biodiesel (FAME) produced by using

common but not highly sophisticated esterification

technologies.
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The results of Scenario 1-7 (with the exception of Scenario 2)

indicate GHG emissions savings of palm-biodiesel clearly beyond

the EU’s 35% threshold – namely, the GHG emissions savings

potential of refined palm oil used for electricity production in

power plants is 52% compared to fossil electricity production

(Figure 2).

The GHG emissions savings potential of biodiesel used in

vehicle engines compared to fossil fuel ranges between 38.5%

and 41%, dependent on the fossil comparator used (Figure 3).

In Scenario 2 we applied a value for GHG emissions in the

esterification process conducted by calculations based on

conservative values. The same data for plantation, oil mill, refinery

and transport as in Scenario 1 were used. Because of the higher

GHG emissions of the esterification process in this scenario, the

GHG savings values were slightly inferior to Scenario 1. Only in

the worst case scenario with the low fossil fuel comparator I did

the GHG emissions savings fail to reach the 35% threshold by

just a few tenths of a percentage point (Figure 3).

Even if we analysed the production chain of palm-biodiesel

under consideration of a fur ther processing (and the

supplemental energy input) of the entire palm kernels to palm

kernel oil and palm kernel meal, we could derive emissions

savings figures of 50% (electricity), 37.1% (fuel I), 39.6% (fuel II),

well exceeding the EU target. 

Again, we used the latest values on input and output figures as

in Scenario 3. It is important to note that only the caloric heating

value of these by-products was considered in our estimation.

However, these products are high-value stocks with an

economic value considerably exceeding the caloric value. 

Palm kernel oil is used as edible oil in food production, while

palm kernel meal is sold as fodder for livestock; replacing the

use of soybean meal. Meanwhile, the industry is instituting

innovative practices to better utilise fibrous waste and biomass,

thereby promoting further efficiencies and reducing its carbon

footprint.

In Scenario 8 we applied a technology not yet commonly used

but not unusual either, namely capturing methane (and using it

as biogas) from POME emissions in the palm oil mill. As in
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Scenario 5 we used the latest values with the transport default

value according to the JRC. The emissions savings values figure

was 85%.  These savings values are not only way beyond the

RED thresholds but also far higher than the GHG emissions

savings calculated by the RED default values given in the case of

palm oil produced with methane capture (56%). 

Overall, our conservative calculations based on JRC (2011)

background data and current publications on palm oil

production resulted in GHG emissions savings potential of

palm-biodiesel above the 35% threshold. We could not

reproduce the EU’s GHG savings values for palm oil. Our

results rather confirm the higher values obtained by other

studies mentioned in our 2009 report and elsewhere in our

latest study.

Conclusion

The purpose of this review was to gain a comprehensive

understanding of the metrics considered in developing the

default values in the RED, utilising palm oil as a case study.

Unfortunately, the conclusions of our research demonstrate that

the methodology employed by the JRC lacks credibility, and

subsequent efforts to gain further clarity from the JRC have not

been successful. 

As a result, we support the efforts by environmental NGOs to

gain further clarity on the European Commission’s and EU’s

calculations and deliberations on the assessment of bio-fuels, and

institute greater transparency in the process.

Based on the standard calculation scheme proposed by the

RED (EU 2009) and using current data of palm-biodiesel

production published in various reliable sources, we cannot

reproduce the default values for palm-biodiesel given in the

annex of the RED. 

In contrast, our results indicate default values for the GHG

emissions savings potential of palm-biodiesel not only far above

the 19% default value published in RED but also beyond the

35% threshold. Our results confirm the findings of other

studies and challenge the official default values published in

RED.

These findings and concerns surrounding the trade implications

of the RED should give cause for serious concern within the

EU over the ability of its bio-fuel policy to effectively deliver the

GHG emissions savings that are required in the legislation.

While limiting imports of inefficient and environmentally

damaging bio-fuel sources should be supported, distorting

technical parameters in legislation to limit entry into the

European market would be costly for consumers and

businesses while exposing the EU to unnecessary trade

disputes and possible retaliation. 

The EU has been a leader in the promotion of low-carbon

solutions to energy needs and the development of technologies

that will spur a new age of energy generation and

transportation. Unfortunately, since the EU began to pursue this

goal the debate has increasingly turned to how these efforts can

be increasingly limited, through introduction of new, untested

sustainability criteria and trade barriers to limit competition from

third countries.

Not only will these measures undermine confidence in Europe’s

low-carbon ambitions, they will also harm the global co-

operation that is key to achieving these goals.

Dr Gernot Pehnelt

Director, GlobEcon

The think-tank European Forum for Sustainable Development had asked Dr Pehnelt

to review the available reports and studies constituting the science base on the

default values of bio-fuels. This article is extracted from the full version of the report,

which is available at: www.efne.eu
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Bio-fuels

The EU bio-fuels policy is currently at a crossroads: the

euphoria of setting a world-leading benchmark for the

use of renewable energy – with the passage of the

Renewable Energy Directive (RED) in 2009 – faded into internal

dispute throughout 2011 as NGOs, European industry and

foreign governments questioned issues of practical

implementation. 

The most high-profile concerns focus on trade protectionism;

indirect land-use change (ILUC); and transparency of decision-

making, and all have significant possible ramifications for oil

producers looking to sell to the EU bio-fuels market.

The RED has put bio-fuels, including the global oils industry, at

the heart of the EU’s effort to reduce the bloc’s greenhouse gas

(GHG) emissions. The RED laid down legally binding targets for

the use of renewable energies in all 27 member-states. These

targets set a path of ‘green growth’ towards 2020, when

renewable sources are to make up 20% of the energy mix; and

specifically 10% in the field of transport. It is in this latter case

that the oils industry’s capacity for producing biodiesel will be

crucial for the EU’s targets to be met.

When the end of the decade does arrive, experts predict that

biodiesel will account for between 72-83% of the target, with

ethanol responsible for the remainder. And, just as climate

change is seen in Brussels as a global problem, the solution –

including sourcing for biodiesel, which is crucial to meeting the

EU’s targets – is also a global one. 

According to a recent paper by economists at Copenhagen

Economics, the cheapest and most efficient producer of

biodiesel does not hail from within Europe’s borders but can be

found over 14,000km away in the oil palm plantations of

Southeast Asia. Palm oil producers, already global leaders in the

edible oils markets, are using the crop’s versatility and high

potential for energy production from co-products to market

palm oil as an efficient and cost-effective solution to meeting the

EU’s ambitious climate targets. 

Indonesia and Malaysia, which lead the way in global palm oil

production, are not the only ones to sense the EU’s renewable

targets as an opportunity – sugarcane producers from Brazil and

soybean producers from the US are just two of the other non-

EU countries to have invested heavily in developing bio-fuels to

meet the demands of the EU marketplace.

If this sounds like a win-win situation for all concerned, recent

revelations have undermined the happy equilibrium. The

European Commission (EC) has announced the conditions to

be attached to the 2020 targets: all bio-fuels wishing to qualify

as part of the targets would need to meet pre-defined criteria

which add up to a calculation that the bio-fuel in question can

deliver a minimum GHG saving of 35% when compared to fossil

fuels. 

The most controversial of these criteria so far has been the

calculation of default values. This is the EU’s assertion of the

GHG savings potential of an individual feedstock, and is based on
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Bio-fuels

a range of assumptions about the sourcing, processing,

production and use of that fuel. 

The word ‘assumption’ is important and accurate in this context:

default values are used when the EU does not have its own hard

data (or when it refuses to use hard data provided by others,

such as the feedstock-producing countries themselves). The

default values are therefore at best an educated guess, and at

worst a calculation based on unscientific assumptions, such as

potential for future crop expansion or speculation about land-

use changes. 

A recent analysis by well-known Jena Research Institute researcher

Dr Gernot Pehnelt and senior fellow at the European Forum for

Sustainable Development, an energy-focused think-tank,

attempted to replicate the process by which the EU calculates

default values. His team used existing data from producers,

suppliers, NGOs and previous academic research (the authors

note that they submitted numerous requests for this and other

data held by the EC, but received no positive responses). 

Their scientific calculations, using palm oil for biodiesel as a

sample feedstock, revealed startlingly different results than the

EU’s default values calculations. The calculations from the

scientists at Jena produced a default value for palm oil from

Malaysia of between 38.5-41% for transportation, compared to

only 19% derived by the EU calculations. 

The different results are hard to understand: the Jena

researchers’ calculations and assumptions were posted online as

part of their study, to ensure full transparency about how their

results were achieved. As the EC does not match this

transparency, it is impossible to fully compare the two studies

and understand why the EU number is so much lower. 

Basis of segregation

Countries and producers from third countries feel that the

default values, along with other sustainability factors in the RED,

are effectively a trade barrier, discriminating against non-EU

competition in the bio-fuels market, and thus protecting

inefficient EU producers. Proponents of this argument point out

that the 35% GHG savings target – along with future targets,

when the percentage will rise to a 60% saving – has been set

deliberately to keep out non-EU producers. 

The US, Brazil and Indonesia have all recently hinted – and in

some cases stated outright – that they will challenge the RED

under the rules of the World Trade Organisation (WTO), as it

constitutes a discriminatory barrier to trade. 

A major problem, according to a recent analysis by Professor

Andrew Mitchell at the Melbourne University School of Law in

Australia, is that the RED’s arbitrary criteria segregate different

products according to not the make-up of the product itself but

other factors, which are often directly related to the

geographical country or region where the product originates. 

These geographical discriminations are then ingrained within the

calculation process; as a result, the RED would discriminate not

only against a feedstock per se, but against the producer-country

itself, as the ‘negative’ characteristics identified by the RED are

inherent to the country rather than the product.

ILUC is another bone of serious contention. It represents an

assumption that if agricultural land is displaced to produce bio-

fuels, then that agricultural land will in turn displace other land

(potentially valuable carbon land, such as forest). 

Many environmental activist groups have called for ILUC to be
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factored into the RED’s calculations on default values and other

sustainability criteria, but the EC recently agreed to postpone

any such decision until 2014 at the earliest. The problem,

according to the Copenhagen Economics study and a plethora

of other scientific papers, is that no plausible agreed scientific

criteria exist for calculating ILUC – and using unscientific

calculations could do more harm than good. 

A recent study conducted by the Kiel Institute, commissioned by

the European Biodiesel Board, agreed that ILUC does not have

a firm scientific platform and should not be inserted as part of

the Directive’s requirements. However, the report spends much

of its conclusion attacking other – non-European – sources of

bio-fuel, with unsubstantiated claims about environmental or

social ills. 

Malaysian palm oil is the main target of the authors, even as their

report concedes that palm oil is the most efficient bio-fuel

feedstock in the world. Openly protectionist rhetoric against

superior products is a common feature of uncompetitive

domestic industries in the West.

The question is whether or not Malaysia – and indeed other

non-EU countries, when it is their turn to be attacked – will

respond with the confidence and strength that is bestowed upon

them by WTO rules. It is clear from rhetoric such as this that

securing access to the EU bio-fuels market will require

determination on the part of governments and industry in those

third countries.

The EC’s decision to postpone a decision on ILUC has angered

many radical green NGOs like Friends of the Earth, WWF and

Greenpeace, but has pleased the European bio-fuels industry. It

may well have avoided further WTO problems based on any

ILUC factor, which could have used arbitrary criteria to

discriminate against foreign producers.

Legal ruling pending

Alongside the substantive issues concerning trade discrimination,

default values and ILUC, the process of implementing EU bio-

fuels policies has also been heavily criticised. In early 2010, a high-

profile campaign was launched by a coalition of European NGOs

to call for more transparency from the EC in how it calculates

the final default values. 

The NGOs’ argument runs parallel to that of the Jena Research

study: the EC’s current calculation methods are almost

impossible to properly evaluate, as these do not provide the

scientific community – or the general public – with the

underlying assumptions, base statistics and other essential

components which form part of the equation required to

produce a final default-value number.

The NGOs’ legal action is pending; stakeholders from across the

bio-fuels supply chain, and across the world, are keenly awaiting

the judgment, which could affect all the issues mentioned by

forcing publication of the underlying data used to reach the

current calculations.

The ILUC debate therefore has at least two further years to run,

and any WTO-related cases would be likely to last significantly

longer, so it is the issue of transparency that is likely to be

decided first. 

However, further controversies are already being raised, as the

EC has announced that it will seek to raise the GHG savings

percentage further and earlier than originally planned – another

move seen by many as an attack on non-EU bio-fuels.

It may well be that if the EC really has nothing to hide, then

equally it has nothing to fear. The opacity of its bio-fuels policy

means that we really have no idea whether or not Europe’s

executive is hiding anything. As for whether Europe has anything

to fear, the WTO may well be the ultimate arbiter of that – but

only if non-EU countries are prepared to back their industries

against protectionist actions. 

If the US, Brazil and Malaysia, to name but three, are prepared to

use their legal rights under the WTO to secure full access to the

European market for their key bio-fuel feedstocks, then the EU

may well be forced to the table.

The US appears to be ready to support its soybean growers in

this way, as reports suggest that they will make clear to their EU

counterparts their intent to go to Geneva, with a view to

opening negotiations. Where the US leads, others will surely

follow.

MPOC
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Greater concern for the environment, in particular the

need to reduce greenhouse gas emissions, has

compelled the palm oil industry to review current

methods of treating its waste materials and to look for eco-

friendly means of disposal.  

Disposal can be difficult and costly to the industry. However, if

not treated or attended to properly, the wastes will cause

pollution; harbour pests and diseases; and lead to wastage of

resources. 

Only 10% of an oil palm tree is used for oil and kernel

extraction. Large quantities of solid and liquid wastes in the form

of biomass are generated during extraction from fresh fruit

bunches (FFB). Four major types of waste are found at a palm

oil mill – empty fruit bunches (EFB), pressed mesocarp fibre,

palm kernel shells and palm oil mill effluent (POME). 

Except for the pressed mesocarp fibre and part of the shells –

which are used as boiler fuel to generate steam and are in great

demand as a heat source in other industries – the other forms

of biomass waste have little or no economic value in their raw

state, As such, they are likely to be discarded, burnt or under-

utilised. 

The EFB are either incinerated and the ash used as potash

fertiliser for oil palm trees, or distributed in the field in their raw

state as mulch. For every tonne of FFB processed, 3.5-4.6kg of

bunch ash are produced from incineration of the EFB. In the

absence of a more beneficial use of the EFB, incineration remains

the most economical method of disposal. However, the burning

of EFB causes air pollution from white smoke that contains

harmful volatile organic compounds. This has heightened public

concern, especially during recurring episodes of regional

atmospheric haze since 1997.

Malaysia’s Department of Environment plans to bring in

regulations to restrict or ban palm oil mills from incinerating EFB

in the near future. The ban on incinerators has started in states

like Pahang. Therefore mills will have to look for other ways to

dispose of solid waste.

Direct application of the EFB as mulch for oil palm trees is being

practised in a number of plantations under the Federal Land

Development Authority (FELDA) in Malaysia. This method of

disposal, however, cannot be carried out systematically on a large

scale due to limitations in logistics and in many cases, difficult

terrain. It has also been found that EFB mulch has been the

breeding ground for – and the main cause of an increase in – the
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rhinoceros beetle population, as well as growth of ganoderma

fungus which attacks and damages oil palm trees.

A major portion of the mesocarp fibre is used as fuel for boilers

to generate steam; hence there is little material to be disposed

of as landfill. In many mills, the excess mesocarp fibre and palm

kernel shells are sold for use as solid fuel for brick kilns and

boilers, among others.

Raw POME must be treated to a permissible BOD level of at

least 100ppm before it can be discharged into a watercourse.

Problems associated with disposal are mainly related to high

BOD in the final effluent that is discharged. Another major

problem is the lack of dumping areas for sludge disposal during

effluent-pond cleaning, which needs to be carried out

periodically.

Land application of POME, where digested effluent is applied in

the field, has been practised in some mills to reduce problems

associated with watercourse disposal. This practice, however, has

only met with limited success. 

FELDA settlers are generally not receptive to the practice of

land application. Also, disposal of POME on land is not allowed

during the rainy season. Moreover, in cases where land contours

on plantations are found to be unsuitable for application, a

licence for land disposal may not be granted.

Biomass utilisation

The management of waste materials in a palm oil mill must be

viewed from a new perspective in order to avoid large financial

and environmental burdens to the industry. The biomass should

be considered as useful by-products that can be utilised

effectively and profitably either by converting them into value-

added products or by serving as useful raw material for other

industries.

Malaysia’s FELDA Global Group owns a significant quantity of

palm-based biomass. It processes 15.5 million tonnes of FFB

annually, producing the quantum of residues shown in Table 1.

Internal estimates register more than six million tonnes of biomass

per year in the form of shell, mesocarp fibre and EFB alone. 

In addition, some 6.1 million tonnes of old palm fronds are derived

every year from harvesting and 3,000 tonnes from replanting

activities. If taken into account, then the amount of biomass would

be far more significant. Most of this has only been utilised for low-

value applications thus far.

Palm kernel shell utilisation

Palm kernel shells, which contain about 20% free carbon, are a

suitable raw material for the production of charcoal and

activated carbon. This therefore has great potential as a

substitute for, or to supplement, coconut shells which are

diminishing in supply. Some Malaysians have started producing

activated carbon from palm kernel shells, and others are

expected to follow suit. 

In 1997, FELDA carried out feasibility studies and trial

production of activated carbon from palm kernel shells. It found

that the project was feasible on a technical basis, but not on a

commercial basis at the time; market acceptance of the product

was low due to factors such as high content of impurities. Palm

kernel shells have found limited use mainly as solid fuel in certain

industrial works and processes as a substitute for fossil fuel. With

the increase in fossil fuel prices, demand for palm kernel shells

has increased alongside the cost of the material. 
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EFB utilisation

As a result of intensive R&D activities by Malaysian research

institutions in recent years, the EFB has found great economic

potential in these applications:

• As raw material for the manufacture of particle board, medium

density fibreboard, cement-bonded boards and tiles, and

mattresses; 

• For manufacture of pulp and paper;

• As a renewable source of biomass fuel for electricity generation,

as demonstrated through a FELDA initiative;  and

• As a readily available main ingredient for the production of

compost to be used as organic fertiliser and soil conditioner

for agricultural applications (other biomass wastes available

for composting include excess fibre and digested POME).   

Industrial-scale projects

FELDA Global Group has been at the forefront of industrial-

scale utilisation projects driven by the sheer magnitude of

biomass under its control. Six commercial composting projects

have been established to utilise the EFB mixed with POME. The

product is fully utilised within the organisation and partially

reduces the dependence on chemical fertilisers. 

Two renewable energy and power initiatives have become an

eye-opener for replication in the global palm oil industry –

electricity generation and pellet production.

• Electricity generation

The 7.2 MW Sahabat Biomass Power Plant (SBPP) in Sabah

is the first in the world to utilise only EFB as fuel for a captive

grid-connected biomass power plant. It is also the first Clean

Development Mechanism project involving EFB for electricity

generation. The plant produces steam for reticulation to

industrial installations nearby, as well as electricity for distribution

to the surrounding FELDA Sahabat community. Until the plant

was commissioned in 2004, the people had been relying on

diesel generators for their power supply.

With experience gathered from designing and operating the

SBPP, FELDA is now developing its second stand-alone

biomass power project, the FTJ Bio Power Sdn Bhd in

Bandar Jengka Pusat, Maran, Pahang. The project is capable

of generating up to 12.5MW of electricity for export to the

national grid. The project is intended to fully utilise the EFB

produced by the surrounding seven FELDA palm oil mills.

• Palm pellets

FNI Biofuel Sdn Bhd, a fuel pellet manufacturing plant in

Semenchu, Johor, was established in partnership with Japanese

conglomerate Itochu Corporation. This is the first of four

plants planned with a total capacity of 120,000 tonnes. It

produces pellets made from the EFB. 

The pellets are an innovative and eco-friendly fuel representing

effective use of the EFB which would otherwise pose serious

environmental problems, such as methane emission during

decomposition.

Sustainability
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Biomass for liquid fuel 

FELDA Global Group is pursuing commercially-oriented R&D in

biomass-based green technology. Working in collaboration with

several propriety technology providers, it has committed

resources to exploring the possibility of manufacturing liquid

bio-fuel from EFB; sugar and alcohol from palm trunks; and pre-

cursor material for biodegradable plastics from palm fronds. 

In addition, FELDA is looking into producing clean biogas as

transport fuel from the methane captured from its wastewater

treatment process in palm oil mills.  These projects are slated for

commercial rollout by 2013.

Biomass has been used as a source of energy since the early

stages of human history. The most common way of utilising

energy stored in the form of biomass is via combustion. Biomass

is carbon based and is composed of a mixture of organic

molecules. These contain hydrogen, oxygen, nitrogen and small

quantities of other elements, including metals. The combustion of

the carbon element produces heat, while the presence of other

elements affects the combustion performance. 

Biomass to liquid technology (BtL) is seen as the answer in

bridging the gap between available biomass resources and

energy requirements. If biomass can be transformed into a liquid

phase (Figure 1), it can be easily transported – just like

petroleum crude oil. 

In essence, the petroleum resources on which we are

dependent today once took the form of biomass. Over millions

of years, natural phenomena transformed the biomass into the

petroleum reservoir that is being exploited today. The

phenomena included extreme physical conditions such as high

temperature and pressure combined with perfect chemical

conditions, coupled with the presence of the right types of

micro-organisms and other factors like types of rock and soil

that absorb and collect hydrocarbon. 

BtL is a natural process that we need to simulate and speed up,

so that we can use the biomass resources of today for current

consumption. Two types of technology routes – gasification and

pyrolysis – have been proven to work using certain types of

biomass. 

Gasification is the process that transforms the biomass from its

solid phase to a gaseous phase. In this reaction, the carbon

elements in the biomass would undergo incomplete combustion

to form carbon monoxide. Also known as synthesis gas or

syngas, it can be fed into gas turbines to generate electricity.

Alternatively, syngas can be fed into another process called

Fischer-Tropsch (FT) – a process of synthesising hydrocarbon

molecules from carbon monoxide and hydrogen in a catalytic
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environment. It is claimed that high-quality diesel can be

produced this way.

Pyrolysis is a process of breaking the carbon chain in biomass,

using extreme heat in a zero-oxygen environment. This is done

by bringing small particles of biomass into contact with hot sand

or hot inert carrier gas, which turns the biomass into a gaseous

phase, liquid form and an unreacted solid called char. The

gaseous phase can be condensed and mixed with the liquid form

to form bio-oil. Tests have shown that bio-oil can be used as fuel

for industrial furnaces and boilers.

Bio-oil from pyrolysis and FT liquids from gasification will enable

easier logistic management compared to solid biomass; hence this

will allow for wider applications of biomass, other than for burning. 

Advancements in gasification and pyrolysis technology have

opened a new frontier for renewable energy. The BtL bio-oil can

be easily transported to any part of the world. Demand for this

type of ‘green fuel’ is growing, especially in developed countries

such as Japan and Europe. Some studies have shown that the

bio-oil may fetch US$40-50 per barrel, or about half of the

current price of crude oil, based on its energy content. This price

may be translated into the equivalent value of EFB off the mill to

about RM50 per tonne or about five times its current value.

Recent developments have shown promise that the BtL bio-oil

can be further upgraded to meet transportation fuel

specifications. Other high-value applications, such as producing

specialty chemicals from syngas and bio-oil, may add to the

economics of future BtL projects. 

The challenge with regard to EFB utilisation in current BtL

technology lies in the inherent properties of the EFB itself.

Compared to wood and forestry waste, the EFB contains a high

moisture content of about 65%. To overcome this, significant effort

has to be made in terms of feedstock preparation (Figure 2). 

Achieving the fuel specifications for the process – such as

meeting the moisture content of less than 10% and particle size

of about 5-10mm – requires substantial energy input and

significant funds for equipment. A feedstock preparation section

that consists of multi-stage shredding-press-drying-grinding

equipment will likely be required.

Interest in utilising palm-based biomass is growing in tandem

with the demand for clean renewable energy. The potential is

huge and the challenge is also tremendous. It is not clear who

and which technology will win the race. 

The challenge most commonly faced when utilising biomass is

logistical in nature. Much of biomass has relatively low energy

content – about a quarter of that of petroleum fuel. It means

that more biomass is needed to generate the same amount of

energy than when petroleum fuel is used. At the same time,

most biomass is in form of porous, low density solids, making it

harder and more costly to be transported. 

One way of overcoming these obstacles is by producing

electricity from the heat generated from biomass combustion,

usually done through combined heat and power technology.

However, this technology is not very energy efficient and a

mismatch could occur, since biomass resources are usually

available in rural areas while demand for electricity is usually

higher in urban areas.

From the industry perspective, whether or not there will be

successful high-value utilisation of biomass resources will come

down to a single question: Would its impact on the financial

statement be black or red? 

Ahmad Nor Azman Jamin 

Senior General Manager 

Biomass Unit 

FELDA Engineering Services Sdn Bhd
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Eco-labelling programmes are burgeoning across the

world – by some counts there over 400 schemes for

businesses and consumers to choose from. Such labels

are a form of sustainability measurement for food and consumer

products. They hope to make it easier for consumers to consider

environmental and other issues when they shop. 

These labels were started by NGOs, but governments are

starting to adopt them in legislation. Producers or producing

associations also establish labels, although they may be accused

of product ‘greenwashing’. Trust in the label is a core concern.

In view of the plethora of standards, conglomerates like Unilever

are demanding that the standards offer global coverage and are

transparent and reliable. This has resulted in a few ‘super

standards’ which have become global brands. Some examples

are the Fairtrade label, the Forest Stewardship Council (FSC),

and the Roundtable for Sustainable Palm Oil (RSPO). 

The latter  two were initiated or driven by the World Wildlife

Fund (WWF) as part of its ‘roundtables’ programme, which

targets a 40-50% market share in 15 commodities by recruiting

the largest corporate entities in the supply chains.

These certification schemes have become well known consumer

brands as well as supplier filters for global buyers, but their

market shares appear to be below 10%. Among the most

established eco-labels is the FSC which has been in operation

for about 20 years, and which currently accounts for 5% of the

world’s production forests. However, it has lost market share

recently, dropping from 7% in 2008.

The Programme for the Endorsement of Forest Certification is the

bigger umbrella forestry certification scheme; it represents some

10% of global production forests by endorsing 30 sustainable forest

management standards – mostly national, industry-led schemes

including that of China. About 85% of the world’s production

forests are not certified, including 45% in Europe.

Certification schemes

The RSPO is arguably one of the most successful schemes in

gaining producer support; it has gained more than 8% of the

market share in terms of production in as many years. However,

it lags in terms of buyer interest. Only about half of the

certificates issued on a monthly basis were sold recently, implying

a buyer-market size of some 4%. 

Unusual in the world of eco-labelling, this was the sole

certification scheme for palm oil until recently. Thus, for some

eight years it enjoyed a significant head start and made big

inroads, especially on the supply side. 

Now, palm oil has more certification schemes, including the

Indonesia Sustainable Palm Oil, a mandatory national,

government-led initiative; and the International Sustainability and

Carbon Certification for access to all EU bio-fuel markets.
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In contrast, an overview of eco-labels for soybean shows a more

fragmented space. 

Soybean producers have taken a more proactive and

competitive approach to certification schemes, with several

notable industry- or national-led schemes from South America

facing up to the likes of the WWF-initiated Roundtable for

Responsible Soy (RTRS). The coverage of the schemes and their

variables differ – soybean-specific and non-soybean specific;

genetically modified (GM) and non-GM soybean. 

Soybean-specific schemes include the Amazon-Soy Moratorium,

Brazil’s Soja Plus and the RTRS. Non soybean-specific efforts

include the Argentinean No Till Farmers Association; GlobalGAP

(focus on production in the field); EcoSocial (developed by

Brazil’s Rural Development Organisation); SAN/Rainforest

Alliance; ProTerra (uses the Basel Criteria created by NGOs);

Organic by IFOAM (in 116 countries); and Fair trade

International.

A comparison of the standards for producers within RSPO and

RTRS shows that the latter is more ‘business friendly’ and flexible

on several counts (see Box). For example:

• RTRS allows certification of part of the production, while

RSPO requires 100% certification

• RTRS Principles and Criteria are more concise – 95 indicators

versus 118 for RSPO

• RTRS certification allows for a three-year phase-in process

• Where certain maps are available, RTRS does not require

high conservation value (HCV) assessment for new plantings

The demand side

The demand side is hard to determine. NGOs aim for 100%

sustainability or claim that there is great demand for sustainable

products. The recent faltering market share of FSC in forestry

products and the collapsing premium for RSPO’s certified palm

oil from about US$40 to US30 cents per tonne recently, are key

market indicators that suggest insufficient buyer interest for now. 

Looking forward, we can review the commitments on

sustainable sourcing by Unilever, probably the consumer goods

manufacturer that is most advanced in sustainability efforts. This

multi-national giant is also highly influential in developing

sustainability standards (it has worked together with WWF in

other eco-label efforts). It is the biggest single buyer of palm oil

with a reported 4% of global market share.

Going by Unilever’s targets for sustainable agricultural sourcing,

the palm oil sector is in its fast track, as it aims for 100%

sustainable sourcing by 2015. This is a full five years ahead of

similar targets, by 2020, for soybean, rapeseed and sunflower

oils.

Moreover, press reports state that Unilever hopes to significantly

replace palm oil with algal oils from about 2013-2017, first in its

Dove soap and lotions. In these ways, palm oil has been selected

from among the other competing oils as being most in need of

fast-track sustainable sourcing and replacement.

The crop-by-crop approach appears to have resulted in an

uneven playing field. This approach is likely to be assessed by an

umbrella standard one day. We can ask whether there should

be a ‘super standard’ for oils and fats with standardisation of

criteria, such as deforestation and habitat destruction; erosion

and soil degradation; pesticides; genetic modification; land

conflicts; forced labour ; greenhouse gas emissions; and water

usage footprints.

Khor Yu Leng

Research Consultant and Writer of 'Khor Reports'

Segi Enam Advisors Pte Ltd

Further reading
1. Khor Reports Palm Oil Strategic Analysis, newsletter #3 available at:

https://sites.google.com/site/khorreports2011/palmoil_strat_analysis

2. Weyerhaeuser corporate website, PEFC and FSC websites

3. ‘In Search of Responsible Soy’, Dutch Soy Coalition, July 2011 

4. Unilever corporate website:

http://www.unilever.com/sustainability/environment/agriculture/targets/

index.aspx
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Announcements that Indonesia and Malaysia are to

implement government-led systems to

demonstrate the sustainability of palm oil have

raised questions about how many of these systems are

required.

The Roundtable on Sustainable Palm Oil (RSPO) already

provides a detailed system which enables producers to

certify that palm oil is sustainable. Isn’t that enough? The

answer rests on what the systems of certification are meant

to demonstrate and to whom.

The RSPO system is a private, voluntary one designed to

create a market for certified sustainable palm oil (CSPO).

Like systems of certification for forestry, it is set up to

enable palm oil producers to demonstrate to buyers that

their product ticks all the boxes for sustainability. Processors

can then use the palm oil in their products and, in turn, pass

that quality on to consumers.

As with systems that verify compliance with high

management standards (ISO 9000) or high-quality

environmental management standards (ISO 14000),

implementation to demonstrate compliance on an ongoing

basis is expensive. 

The right to use the system has to be purchased from

the owner of the standard; management practices have

to be altered; and services to verify compliance have to

be purchased. All this will only work if there is a market

for a version of the product which is certified as

sustainable.

This is where the RSPO system runs into problems. The

market for CSPO is very small. It is principally for palm oil

which is to be used as (small) input for the manufacture of

consumer goods and foodstuffs; or for biodiesel, for which

the market is bigger. That represents about 10% of the

global market for palm oil and is mostly consumed in

industrialised economies. 

Most of the palm oil produced is used as cooking oil and

sold in developing markets like China, India and Indonesia.

Analysts expect the markets in Africa and South America to

grow strongly.

A second problem is that the import of biodiesel into the

EU market is regulated. Imports are required to meet

certain sustainability standards that are stipulated in the

Renewable Energy Directive. The RSPO standard does not

meet EU requirements. Importers and processers evidently

will give priority to meeting the regulated standard than a

standard set by a private body for which there is no

demonstrated market demand.

The result is that over 2.35 million tonnes of CSPO were

unsold as at June this year.  Processors like Unilever pointed

out at the annual RSPO meeting, held in Jakarta last year,

that it is costly to set up systems to separate certified from

uncertified palm oil. 
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What is the clear message here? Processors cannot charge

a premium for products containing CSPO and cannot

recoup the cost of making that investment. They have

previously said that their ambition is to receive higher prices

for certified goods. How that higher price is ensured is an

issue which has troubled governments in palm-oil producing

countries.  

At the Jakarta meeting, a representative of WWF – a

founder of the RSPO system – set forth the WWF strategy

to pressure importing governments, particularly in Europe,

China and India, to lower tariffs on CSPO in order to create

demand for the product. The Dutch industry body which

represents producers recently announced its support for

such a policy. Rumblings in London suggest that similar

support is emerging. 

In this scenario, a private, voluntary certification system is

indicating its intention to lobby importing governments to

regulate trade in favour of a product that it certifies. This

would be troubling for the Malaysian and Indonesian

governments.  

In both countries, palm oil is a leading agricultural product

and revenue earner, accounting respectively for 15.7 and

15.1 million tonnes of exports in 2010. No government

would want to see a private body seeking to dictate how a

product of strategic national importance might be traded.

National interests

Government officials would also have seen something else

in a different light. They would have considered it is their

sovereign right, even obligation, to determine what

sustainability standards should be followed by industries of

national importance. No private body, least of all one

controlled by interests unaccountable to their governments,

should be entitled to exercise such a right. 

This is not a matter of high-mindedness by the officials. Their

constitutions oblige them to manage national interests,

including protection and management of the environment,

and to provide assurance to consumers in foreign markets

that exports are sustainable and safe.

This is common, particularly with foodstuffs. The US

government, for example, will not permit exports of beef or

organic foods unless these are certified as safe by its

Department of Agriculture. Similarly, beef cannot be

exported from Australia unless the Quarantine Service

verifies that it meets Australian standards, to protect health

and safety.

In this context, it is entirely unsurprising that the Indonesian

and Malaysian governments have decided to require their

palm oil producers to meet national sustainability standards

set by specific regulatory agencies. Protection of the

environment would therefore be secured by governments.

This will have advantages for buyers in foreign markets

who may be concerned with the interests of consumers

purchasing products that have been sustainably produced.

Processors can point to a government-mandated system

which demands that cer tain standards be met. If

producers fail to meet compulsory standards, they can be

prosecuted.

Governments can also ensure that national development

priorities are respected. For example, involving smallholders

in palm oil production has been a very successful strategy in

reducing poverty in developing countries in the tropics.

However, a controversial aim of the RSPO requires that any

palm oil produced by smallholders must also be certified.

This is expensive and counter-productive for small

producers. As with ISO 9000 and IS0 14000, the system is

only affordable for large producers. The RSPO requirement

would either price smallholders out of the market or inflate

palm oil prices, reducing the competitiveness of the product

in the global market.

Smallholders account for about 40% of the palm oil output

in Indonesia and Malaysia. The RSPO goal would be seen by

these governments as unnecessarily undermining a key

strategy to raise living standards. 

The national alternatives look to lift the socio-economic

rights of people to the same level of importance as the

need to protect the planet and the industry’s profits. This is

in keeping with UN-recognised determinants of

sustainability, notably the assurance that the needs and

prosperity of people are taken into account as well.

Now that government-led standards are to emerge, the

RSPO system will have to prove to consumers and

processors that there is a market for a product – not just

an environmental standard – that is commercially ‘superior’.

MPOC
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Bursa Malaysia Derivatives Berhad’s (BMD) total trading volume

hit a new record of 6,252,675 contracts as of the close of

trading on 28 September 2011, surpassing the previous annual

high of 6,202,686 contracts recorded for the whole of 2007.

This is the highest ever number of contracts traded annually

since 1980. 

Dato’ Tajuddin Atan, Chief Executive Officer of Bursa Malaysia

and Chairman of BMD said, “2011 is turning out to be a

fantastic year for our derivatives business. We are extremely

pleased to have achieved this milestone, especially as it comes

on the first anniversary of our migration onto the CME

Globex® trading platform. 

“The success of our par tnership with CME Group is proof

of the tremendous value created by our

internationalisation strategy. We are confident of

capitalising on the remarkable momentum that has been

created by the par tnership to take the derivatives business

to a higher level.”

BMD migrated its derivatives products onto the CME

Globex® electronic trading platform on 20 September 2010,

following its collaboration with the CME Group in 2009. The

operator of the world’s largest derivatives exchange has a 25%

stake in BMD. 

BURSA MALAYSIA DERIVATIVES’ TOTAL CONTRACTS HIT
31-YEAR HISTORIC HIGH

Global Oils & Fats Business, a quarterly news magazine with a circulation of 25,000 copies worldwide has been
reporting on the oils and fats industry since 2004 and continues to inform decision makers, regulators, health
professionals and those involved in the oils and fats business on key issues widely discussed in the industry. 

The magazine covers developments in sustainability, nutrition, regional markets, branding and technology.
It presents key opportunities and strategic challenges that exist in building a successful business globally in
new and developing markets. 

The Global Oils & Fats Business Magazine helps you to reach a worldwide audience through a distribution
network that reaches the six major regions.

For details on advertising rates or to place an advertisement, please
e-mail Advertising Sales - jaseemah@mpoc.org.my or call 603-
78064097/ Fax 603-78062272.

Download a copy of the GOFB at www.mpoc.org.my
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Markets

US Census Bureau data released in

November showed that a record $25.58

billion worth of soybean and related

products were exported in the 2010/11

marketing year (Table 1). This was an

18.9% increase over the value in 2009/10,

even though the volume of exports fell

by 1.87 million tonnes (3.6%) to 50.6

million tonnes. US soybean and its

products accounted for 18.6% of the

value of all agricultural exports in the

2010/11 marketing year.

China was by far the largest market, with

24.71 million tonnes or 48.8% of all

soybean exports. It took up 59.5% of US

soybean exports and 23.9% of US

soybean oil exports. While the sales are

very good for US farmers, such heavy

reliance on one market has caused

unease in the industry. That is driven

home by the fact that US exports to

China thus far in 2011/12 are running

35% below the pace of a year ago and

unshipped sales are 2.5 million tonnes

(22.1%) below that of last year. 

Apar t from China, the top five

customers of US soybean in 2010/11

were Mexico, Japan, Indonesia, Taiwan

and Germany.

The main reason for the decline in the

2010/11 volume of US soybean exports

was a decline of 1.87 million tonnes

(18.4%) in the combined exports of flour,

hulls and meal. The US had a great year in

2009/10 when it exported 10.1 million

tonnes of these products mainly because of

a poor crop in Argentina. However, exports

fell back to more normal levels in 2010/11

after Argentina harvested a large crop, and

US exports to Europe and Southeast Asia,

in particular, dropped sharply.

US soybean oil exports fell by only

57,139 tonnes (3.8%) in 2010/11 mainly

because of a big increase in exports to

China. However, it appears the US will

sell very little soybean oil to China in

2011/12. Rising domestic consumption of

soybean oil by the biodiesel sector is

reducing exportable supplies. 

As a result, the USDA has reduced its

forecast for soybean oil exports in

2011/12 to only 681,000 tonnes, a

decline of 53.5% from the previous

marketing year. China, Morocco, Mexico

and Algeria were the top markets for US

soybean oil in 2010/11.

John Baize

Source: World Perspectives Inc, Nov 10, 2011

This is an edited version of the article.
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The International Grains Council (IGC) has predicted that the European

Union (EU) will import 23.6 million tonnes of soybean meal in 2011/12.

This is 600,000 tonnes or 2.6% more than the USDA’s forecast of 23

million tonnes. 

The IGC indicated that the increased consumption will be 2.6% higher

than imports recorded in 2010/11. It cited a decline in the availability of

alternative meals, particularly rapeseed meal, as the major cause.

EU rapeseed meal consumption for 2011/12 is forecast by the USDA at 12.18 million tonnes. This is 4.5% lower

that its estimate of 12.76 million tonnes for 2010/11. The drop is due to reduced EU production, from 20.6 million

tonnes in 2010 to 18.8 million tonnes in 2011, caused primarily by dry weather in parts of northern Europe last

summer.

The IGC also predicts marginally higher soybean imports by the EU in 2011/12, contrasting with the USDA’s forecast

of a drop from 12.9 million tonnes in 2010/11 to 12.6 million tonnes in 2011/12. 

With the European economy in a mess, it is questionable whether EU soybean demand will be as strong as the IGC

predicts. The USDA’s conservative forecast is likely to be more correct.

Thus far, the predicted rise in EU soybean meal imports has not translated to demand for the US. At Oct 20,

2011, US exporters had reportedly sold only 49,800 tonnes of soybean meal to the EU. A year ago, US soybean

meal sales and shipments had totalled 138,300 tonnes. US soybean meal is currently offered for delivery to

northern Europe at about a US$10/tonne premium over Brazilian soybean meal and US$15/tonne over Argentine

soybean meal. 

US crushers are not finding it easy to source beans this year because most farmers are storing their new crop

rather than selling it out-of-field, in the hope of getting better prices later. That strategy worked well in the last

couple of years, but it may not in 2011/12 because of plentiful supplies in South America and the recent

strength of the US dollar. US soybean meal demand also remains weak, as feeders are buying on a hand-to-

mouth basis.

Source: John Baize, World Perspectives Inc, Nov 1, 2011

EU Soybean Meal Needs

China will increase its soybean crushing capacity by 17.5 million tonnes to 125 million tonnes in 2012. More beans

will be imported from the US, Brazil and Argentina. 

About 59 million tonnes of soybean are to be crushed in 2011/12, reflecting a 7.2% increase over the previous

period.

Source: www.oil.cn

China to Expand Soybean Crushing
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do a better job of crop rotation, as well as due to higher profit opportunities in the

current growing season. The likelihood of China looking to Argentina to source more corn

will be a stimulus to expansion of planting.

It now appears that the ethanol sector may also be a driver of corn planting. The

Argentine Production Ministry has announced that Bunge and Aceitera General Deheza

(AGD) are teaming up to build a US$201 million plant in Cordoba province to produce

ethanol from corn. 

The plant will be able to produce 140,000 cu m of ethanol per year. Assuming a conversion rate of 2.8 gallons of

ethanol per bushel of corn, the plant will require about 0.34 million tonnes of corn annually to run at the rated

capacity.

Argentina plans to require the blending of 5% ethanol in all gasoline sold in the country. That would require about

325,000 cu m of ethanol per year. Aside from the Bunge-AGD venture, five other corn-based ethanol plants are

under development. When these are built, domestic prices of corn should increase, making the crop a competitor

for land against soybean. 

However, this will depend on government policy. News reports in October indicated that the Kirchner government

was considering a farm group proposal to eliminate quantitative export restrictions on corn after enough has been

set aside to meet domestic demand. The farm group said the policy change would mean as much as an additional

US$70/tonne in income to farmers for corn that is exported. 

However, if the domestic ethanol industry’s demand for corn increases rapidly, it would curb the amount of corn

available for export. And if the export tax rate for ethanol is set well below that for corn, the ethanol sector will

expand rapidly as it would essentially be guaranteed a profit from exports. 

Source: John Baize, World Perspectives Inc, Nov 1, 2011

Ethanol Boost for Argentine Corn Growers

Cargill intends to boost its investment in Dongguan City in Guangdong Province, China. It will build a new palm oil

production line with a processing capacity of 500 tonnes a day, as well as install tanks with a storage capacity of

56,000 tonnes.

It will then establish a hub that integrates with vegetable oil processing, food additive production, oil storage, and

product transportation. 

Source:  China Business News

Cargill’s New Palm Oil Production Line 
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The UN Environment Programme has issued a report, ‘Keeping Track of Our Changing Environment’, which recorded

a 240% increase in the agricultural area dedicated to organic food production between 1999 and 2009. 

However, Jaclyn Sindrich of Farm Chemicals International said sales figures

show a three-year slump in European organic food sales. She quoted sources

noting cost and growing consumer scepticism as to its value.

Source: Gary Blumenthal, Ag Perspectives, Nov 2, 2011

Conundrum over Organic Food

The privately-owned Legatum Institute, which focuses on the generation

and allocation of capital, issued its annual ‘Prosperity Index’ on Nov 1. It

ranked the US 10
th

overall but behind China in economics, which includes

‘economic satisfaction and expectations’. 

The OECD, meanwhile, looked at well-being from a broader context

than just income. Frustrated that the US is always first in income and

claims to have better food and happier people, France had pushed for different metrics.

Thus the OECD’s ‘Better Life Index’ showed Americans excelling at housing, income, education and governance, but

not doing as well at employment, safety and work-life balance.

Source: Gary Blumenthal, Ag Perspectives, Nov 2, 2011

Assessment of Economic Health 

Oil World has predicted that the 2011 biodiesel production in the EU-27 will

decline to 9.07 million tonnes compared to 9.54 million tonnes in 2010. This

is attributed to a predicted increase in biodiesel imports, from 2.081 million

tonnes in 2010 to 2.52 million tonnes in 2011. 

The region gets about 88% of its supply from Argentina and Indonesia. Both

countries use differential export taxes to subsidise biodiesel producers and exports.

Partly because of the decline in EU biodiesel production, Oil World anticipates that the region’s oils and fats

consumption will fall by 1 million tonnes to 1.2 million tonnes in 2011. This would be the first annual decline in more

than 20 years. Oils and fats usage is expected to decline in the biodiesel, electricity and heat production sectors.

Source: John Baize, World Perspectives Inc, Nov 1, 2011

Lower Biodiesel Output Seen in EU
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Market Analysis

The drenching from the

prevailing La Nina phenomenon

has been the strongest catalyst

for the recent rally in palm oil price.

Floods were reported in several

important oil palm growing states in

Malaysia, namely Johor and Sabah.

Coupled with the arrival of the cyclical

low crop season, 2011 year-end palm oil

inventory in Malaysia is estimated at 1.93-

1.96 million tonnes versus the year’s peak

of 2.13 million tonnes. 

As a result, the Bursa Malaysia

Derivatives’ CPO Futures (FCPO) 3rd

month benchmark contract rebounded

from the low of RM2,754/tonne in early

October 2011 to the high of RM3,270 by

mid-November. As in a typical weather-

led rally, price movement has been

volatile and unpredictable. The price

trend can change as quickly as weather

conditions. 

According to NOAA’s Climate

Prediction Centre (CPC), a majority of

the forecasting models predict a weak

or moderate strength La Nina to

continue through winter, peaking

between December 2011 and February

2012. However, this anomaly in sea

surface temperature is likely to dissipate

some time between March and May

2012.

Market Analysis
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Based on the empirical observations of

CPC, La Nina events preceded by ENSO-

neutral conditions in summer (May-

August 2011) were unlikely to develop

into a strong event in winter (December-

February). With this, we do not expect

weather conditions influencing oil palm

output in Southeast Asia, as well as

soybean yield in North and South

America, to deteriorate further.

The weather factor is, to a certain extent,

over played, bearing in mind that a mild

to moderate La Nina is actually beneficial

to oil palm. CPO production in Malaysia

for December 2011 did not fall as much

as anticipated despite reports of floods

that should have disturbed harvesting

activities. In the coming months, we

would expect production to pick up

again, perhaps some time in March. We

do not foresee palm oil supply hiccups in

2012 following the good rains in H2 of

2011. 

Palm oil production in Malaysia may hit

19.5 million tonnes, while Indonesia’s

output is forecast to reach 25 million

tonnes in 2012. Therefore, we expect

price to remain flattish in Q1 2012 and

trade within RM3,000-3,300/tonne. This is

on the assumption that there will be no

major sovereign bonds default in the EU

region within this period. Otherwise, the

price may dip below RM3,000/tonne. 

The price movement of FCPO in 2011

has been pretty consistent with the

supply and inventory level of palm oil in

Malaysia. If this trend continues, we can

expect price to soften to RM3,000 by

end of Q1 2012 as illustrated in Figure 2.   

Three other factors will have great

influence on palm oil price over the next

couple of months. 
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Market Analysis

• Crude oil

Crude oil pr ice has rallied amidst

the ‘Iran’ factor. The US and EU are in

the midst of imposing sanctions on oil

purchase from Iran, in protest of its

nuclear programme. This has resulted

in Iran, the third-largest crude oil exporter

in the world, threatening to block all oil

shipments through the Strait of Hormuz.

The uncertainty over crude oil supply

caused NYMEX crude oil price to spike

above US$100 per barrel. However, the

less-than-encouraging global economic

outlook in 2012 should cap the upside

move. NYMEX crude oil should trade

within US$90-105 per barrel in Q1 2012.

• Soybean oil

There are lingering concerns about the

adverse weather in South America

cutting the yield potential of soybean

crop. Extended hot and dry weather

has stressed crops in Argentina and

southern Brazil. Some analysts estimate

that South American production will

fall by 3-5% this year. However, the

damage is done and priced in. Unless

the situation worsens, any arrival of

rain from now will trim the weather

premium already factored into soybean

oil price.

• Financial market

Close to US$8 trillion of sovereign debt

collectively owed by the G7 and BRIC

nations will mature in 2012. The challenge

of refinancing these debts is getting

greater with several rating agencies

raising alerts for possible sovereign debt

downgrade of certain European countries.

Even with no defaults unfolding, the

austerity measures carried out by these

nations to contain deficits will soften

economic growth and affect demand

for commodities like palm oil.   

As we observe the price chart of palm

oil, soybean oil and crude oil, all three are

actually testing their major resistance

level. The resistance is at RM3,270 per

tonne for palm oil; US54 cents per lb for

soybean oil; and US$104 per barrel for

crude oil. Therefore a downward price

correction sending FCPO price to test

RM3,000 again is expected by March

2012. Should there be any turbulence in

the financial market, price volatility will

intensify.   

Report as at Jan 8, 2012

Ryan Long

Vice-President

OSK Investment Bank Bhd

(Futures and Options)
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Global Branding

In 2002, VW took the world of
automobile branding and marketing by
storm and turned the buying experience
upside down. The company decided to
build a transparent factory in Dresden,
Germany. Architect Gunter Henn was
recruited to design an automobile
production plant that would double as a
car showroom and museum.

In a clear departure from traditional
automobile plant design, what Henn
came up with was clearly a case of
thinking out of the box. The final design
was nothing short of spectacular as
Henn’s design called for the entire
factory to be built with steel and glass,
and the car buying experience was
turned on its head! 

The factory walls are made up almost
entirely of clear glass and the flooring, of
Canadian maple. What is particularly
interesting is that the flooring actually
conceals built in inductive chargers which
keep the necessary torque wrenches and
electric screwdrivers in full charge.

The lobby resembles the lobby of an
opera hall. Sure enough, shortly after the
factory opened and when the Dresden
opera house was inundated in the great
European flood of 2002, the factory
served as the venue for the opera Carmen.

Its layout is visitor-friendly, set up to
receive 250 tourists daily (through prior
reservation at 5 euros each), customers
or prospects (gratis). The sphere on the
right houses an interactive video
experience for learning about VW. 

A customer-commissioning centre resides
just off-camera to the left of two
balconies, inside which Phaeton buyers can
choose colours, leather, wood and other
materials for their cars. Customers are
even given the pleasure of installing some
rudimentary parts on their own pre-
ordered cars. The ground floor houses a
restaurant, and on the lower level, a

simulator provides visitors a virtual test
drive of the upscale VW Phaeton.

The factory floors are intelligent with built
in transponders which guide the parts
that are transported to each assembly
point in a steel box. This is, in turn, so
intelligent that it keeps an inventory of
parts that have been installed and is
capable of delivering the exact part to the
required assembly point. The box also
monitors and keeps a record of the actual
part installed in the car together with such
details as the torque used when the part
was screwed on.

Upon full assembly and once all tests
have been satisfactorily passed, the VW
Phaeton is either wrapped for shipment
by truck or placed in this glass tower for
eventual factory delivery. Factory delivery
customers are treated to lunch and a
tour. Then their cars are parked in the
lobby area where an associate familiarises
the buyer with all functional aspects of
the car before he or she drives the
Phaeton out of tower elevator and out of
the transparent factory.

In short, the transparent factory gives
visitors and customers an interactive
experience that they are not likely to
forget. 

In the light of all the negative and
misleading information fed to the world
by misguided green groups regarding
palm oil’s environmental record, it would
certainly be worthwhile for the industry
or a palm oil conglomerate to take a leaf
out of the transparent factory book.

They could build a facility to give visitors
and buyers an interactive experience
through the entire facility, where the
story of palm oil can be told in a totally
experiential manner and where visitors
can learn first-hand the truth behind palm
oil’s environmental record.

LS Sya

Brand Specialist

London Brandmagic

For a virtual tour of VW’s transparent factory, go to:

http://www.youtube.com/embed/nd5WGLWNllA?rel=0
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Branding

There has been a tremendous amount of interest in, and

money spent on, the subject of climate change. This

article will look at how these issues are developing, and

how the public is making its evaluations, and where the oils and

fats industry should focus its efforts. 

Not only will I take a look at financial data and scientific facts

(and opinions), but I’ll also focus on the much underrated

psychological factors. After all, people don’t just believe things

because of data, but rather because this suits the biases in their

brain.

The question for the oils and fats industry isn’t so much ‘What

are the facts?’ but more ‘What are the biases in our target

audience’s mind, that make them decide what to believe (and

what not to believe)?’ Not only are these psychological factors

large in number, but the scientific information which these biases

process falls into different degrees of certainty.  

For simplicity, I’ll classify the information on climate change into

three categories:

• Category A – Subjects where there is a high level of certainly

We are talking about issues where there is no debate and

total agreement. An example would be: if you burn coal in

enough air you get carbon dioxide. Another example would

be that the sun is not a fixed item, but that it changes

continuously, with swirling clouds of gas and plasma which

now and then belch out solar flares, many of which hit earth.

• Category B – Subjects where the level of certainty is less than

Category A

Here we are talking about a ‘majority vote’ rather than a

‘unanimous vote’. An example would be: Anthropomorphic

carbon dioxide is a major cause of climate change. Most

people and most scientists believe it, but there are a few

dissenting voices, known as ‘climate change deniers’. 

• Category C – The highly debatable subjects

A good example would be on policy decisions: Why should

a small European country, such as Estonia, bother doing

anything at all about greenhouse gas (GHG) emissions when

all of its efforts would be microscopic in comparison to the

effects of China bringing 52 new coal-fired power stations on

stream every year? Conversely, what right do more developed

high-consuming countries have to dictate to lesser developed

countries?

In Europe and North America, the lines between A, B and C

frequently get blurred. And a lot depends on who one is talking

to. On a few occasions I’ve met people who have said: “Well of

course the burning of fossil fuels is causing global warming. It’s a

fact. I mean 90% of scientists say so.” 

I’d reply: “Four magic words about science: ‘Consensus is not

science’. Let’s face it; it’s not all that long ago that 99% of people

thought the world was flat. But a big majority believing in a thing,

even if many of the people in it are quite smart, didn’t make that

thing true.” 
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The issue of climate change, for many people and for many

reasons, has taken on the zeal and aura of some kind of new

religion. And, like any religion, it has its heretics and non-believers. 

It’s only recently that I started to realise just how much money is

being spent on climate change by governments right now.

According to www.climatequotes.com, published figures reveal the

US government spent $2.48 billion of taxpayers’ money on GHG

research in just one year (2011) via just over half a dozen

government bodies (NASA being one of the bigger ones). Another

perspective came from Climate Research News which stated that

US spending on climate change was $79 billion from 1989-2009. 

We haven’t even looked at Europe yet. According to The

Guardian in the UK (Oct 30, 2009), the EU target is to spend 100

billion Euros per year (yes, billions per year) on various forms of

funding on climate change. In other words: the whole climate

change movement is like a very big, very heavy, train. It’s not

about to stop, slow down, or do a U-turn.

But having said that, the voice of heretics – or ‘climate-change

deniers’ – does get a reasonable amount of air-time. A few

weeks ago, this camp got excited about a report in the

prestigious science magazine Nature (Aug 25, 2011, 476, 429-

433) by a group of 63 scientists from the equally prestigious

CERN laboratory in Switzerland. They found that bombarding air

with high energy rays, like our planet gets from the sun, changes

cloud formation and density.

So, straight away we have two Category A items: Firstly, we know

that clouds affect climate, and secondly, we know that high

energy rays from the sun, like we get in solar flares, fluctuate. Can

we safely conclude that the sun’s variations in solar flare activity

explain climate change? Not really. There are too many other

factors to consider, but it does add to the debate.

So, we are back to the question: How do people know what to believe?

Psychological factors

A wide range of factors affects what information we choose to

accept or reject. And it’s surprising just how much of it has

nothing to do with facts or ‘the truth’. Here are a few key ones:

1. Confirmation bias 

This is the tendency of the brain to ‘not see what it doesn’t

want to see’ and ‘see what it does want to see’. Once we

have established a position on a topic (which we do surprisingly

quickly, easily and based on very little information) we tend

to be reluctant to change our minds. Our confirmation bias

means that we avoid or delete information that is not

supportive of our initial position. Then this is supported by …

2. Cultural biases on changes of mind

Most people, in most cultures (and particularly in the West)

don’t like to say the words ‘I’ve got to admit I was wrong’.

Well, just to be fair to Westerners, in the East there are the

issues of ‘not wanting to lose face’. But in some cultures, and

par ticularly in high performing corporate organisations,

making mistakes and changes of mind are part of a healthy

objectivity. The recently departed Steve Jobs at Apple was

well known for being supportive of this approach.

3. Pain avoidance and societal taboos

A big part of Sigmund Freud’s work was in the area of the

‘pleasure-pain’ principle. Par t of this, of course, is that we

don’t like pain! Now when it comes to societal taboos there

are the rather significant issues of population, and how painful

it is to talk about it. Now that we’ve passed a world population

of 7 billion, we might want to look at how many of these

resource-consuming, carbon-dioxide-emitting humans we

want. Talking about them is painful, so will politicians raise the

issue? Not likely – it’s a vote loser.

4. Tangibility

From the psychological standpoint, the brain processes

tangible information ver y differently from conceptual

information.Yet GHGs are invisible, silent, non-tactile and

mostly odourless. If it weren’t for the alien world of the

analytical lab to have us measure them, they would almost

qualify as spiritual entities! In order to understand these ideas

properly we need knowledge of chemistry, other sciences

and laboratory equipment. 

The prospect of these three is so uncomfortable for most

people that they’d rather not bother, and would pursue the

whole topic on a basis of faith. And so, the parallels with the

spiritual world pile up even more. On top of that climate-

change enthusiasts scare many people with prophecies of the

planet being doomed and ‘The Day of Judgment’ being close.

All in all, it starts to make sense that we have the ‘religious

fervour/heretic’ thing going on now. 

5. Conformity

Human beings have a large tendency to follow the crowd, or

conform. This is especially so if authority figures are prominent.

Classic research on conformity at Yale University, US, in the

1950s through to the 1970s by Professors Asch, Zimbardo

and Milgram carried out extensive studies in this area. Their

conclusions were numerous, but one of their key insights is

that ‘we aren’t as individual as we like to think we are’. That’s

a phenomenon that applies to the ‘GHG reduction camp’ and

the ‘climate change deniers’ equally. Which brings us to a

related topic of ….
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6. Groupthink

This is a body of ideas developed by the psychologist Irving

Janis, who wrote the book  The Victims of Groupthink in 1972.

In it, he refers to people’s tendency to dismiss or delete facts

and logical conclusions, and instead favour ideas that they

think will be acceptable to other individuals in the group. The

disastrous result of President Kennedy’s ‘Bay of Pigs Campaign’

was a classic example of groupthink in the 1960s; it prompted

much useful research into the area.

The bottom line is the answer to the question: ‘Where does the

motivation of the population go?’ One indicator for this is simply

doing counts of Google hits as an indicator of interest. Here are

a few:

- ‘global warming’ gets 83 million hits

- ‘malaria’ gets 47 million hits

- ‘making money’ gets 522 million hits

A few points come up from this straight away. The main one is

that global warming has a massive amount of interest. But

malaria – although it’s one of the biggest killers on the planet,

wiping out 1.5 million people a year – gets about half the

interest as global warming. Finally, ‘making money’ is miles ahead

of either. The initial conclusion is not very uplifting: people are

motivated by ‘things out there’ that they think might affect them

‘closer to home’.

Opportunities for the oils and fats industry
The first point is for the industry to know clearly which category

of information it is dealing with: A, B or C?

The good news is that the amount of Category A information is

quite numerous, such as:

- All oil crop plants absorb CO2 from the air as they grow

- All fuel oils are renewable

- All oils and fats are a form of stored carbon, before they are

consumed

- When biomass is burned, that CO2 is returned to the

atmosphere

- Stored biomass (such as chipboard furniture made from straw

or lumber, leaves or fronds) is a form of captured carbon

- Naturally occurring anaerobic digestion processes release

methane into the atmosphere

- Putting biomass waste into an anaerobic digester means less

methane goes into the atmosphere, and more goes in as CO2

- Food shortages in many parts of the world are a major cause

of premature death

- Human beings need oils in their diet for survival

The Category B information of relevance to the industry

includes:

- Methane is 29 times more injurious to the GHG effect than

CO2 (very little debate on that one, and so it would probably

be useful for the industry)

- There is more biodiversity in a rainforest than in a cultivated

oil crop (by the way, many people would put this as Category

A – but we are very short of biodiversity information on

cultivated crops because data gathering was never a priority;

more work needs to be done here)

Category C information takes up a lot of time for world oils and

fats, when debated in public forums, such as:

- The moral right that developed countries have to dictate to

less developed countries how they should grow economically

- The moral right that less developed countries have to pollute

the rest

- The ‘food versus fuel’ debate

A big challenge for the industry is which category to place oil

crops from the point of view of their carbon capture. The

following would help to get the industry closer to Category A

(for most people, at any rate):

1. Use fossil fuel less, and use biomass more: Why use diesel in

tractors and lorries when vegetable oil could be combusted

instead? Why is grid electricity being used when burning

biogas or scrap lumber could be used for energy instead?

2. Find ways to reduce the use of pesticides and fertilisers, or at

least reduce carbon footprint

3. Put an anaerobic digester wherever there is oil-mill effluent

In conclusion, the oils and fats industry needs to:

- Be clear on what category of information it is dealing with

- Have clear definitions and measures when dealing with the

public

- Get to understand how critics think (and don’t rule out

working with, rather than against, them) 

- Understand the importance of ‘how the message is shared’

relative to ‘what the message is’

On that last point, often the ‘how’ is more important than the

‘what’ in winning people over to your point of view.

Dr Ian L Halsall 

Researcher & Author
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This should be Part 4 of the

series plotting the

development, over the course

of 2011, of the global chemical tanker

fleet. While there is a lot happening, the

changes over the previous quarter have

not been large. So, this ar ticle is

intended as an interim review, with Part

4 to follow in the next issue. 

So far the year has seen several

bankruptcies among ship owners, many

ships arrested and more lying idle in

ports around the world. On top of this,

many orders have been cancelled

although ships are still being delivered

from Chinese and Turkish yards that were

never registered as being on order. Many

of these, as well as others, have been

delayed for a variety of reasons. 

The overall fleet stands at 4,009 ships

and 82 million tonnes deadweight (dwt)

whereas the ships known to be on

order at the time of writing are for

delivery up to 2014 and amount to 328

ships (8.2 million dwt). In order to

maintain the same size of fleet in

deadweight terms, every ship built in

1993 or before would need to be

scrapped. Because of the differences in

the average sizes of the ships, this

amounts to 670 ships.

This is a very simplistic view but does

demonstrate the excessive ordering that

was the case in the mid-2000s, caused by

initial concerns over the reclassification of

many chemicals and vegetable oils. The

perceived high returns made by ship

owners led to many Chinese yards

setting up to build simple IMO 2 class

ships. China has delivered 421 of these

ships since January 2004, comprising six

million dwt. In the same time-frame these
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yards delivered an additional 110 IMO 3

class ships, amounting to 2.5 million dwt.

The number of different yards in China

delivering chemical tankers increased from

three in the 1990s to 10 in 2004, and

peaked at 50 different yards in 2010. Figure

1 shows the development of total chemical

tanker deliveries from Chinese yards since

1997 and projected into 2014. It is certain

that there are more on order that we do

not know about, and that more will be

ordered in order to keep some of the

yards going. The figures above each year’s

data show the number of different yards

involved that year. In the history of the

chemical tanker industry, there have been

deliveries from over 100 different yards.

Many yards in China started up on

riverbanks and ships were built in

unusually difficult conditions as the

photos of a launching show below.

There are difficulties in keeping track of

the yards in China and what they are

building. There are a great many of these

small riverbank shipyards – some take the

name of the province and some, the

name of the nearest town; others have

unrelated names. Furthermore, some

names are reported in Chinese and some

in English, so there can be duplication as

the same yard can be referred to in both

languages. 

Yet another point of confusion is that

some of the Chinese names are written

phonetically and can be from Mandarin,

Cantonese, Hokkien or other dialects,

each giving a different spelling in the

Romanised alphabet. The ultimate

confusion is caused by many yard names

being reported in the western press by

word of mouth. So, is the right word

‘Jiangzhou’, ‘Jiangsu’ or ‘Jianshou’?

Quality concerns

Most of the European companies that

have ordered ships in China have large

teams of their own engineers

supervising the construction; and as few

of these engineers speak any Chinese

dialect, their lives are not easy. The

answer for some has been to hire local

engineers from ship management

companies to assist, but many of them

are Indian and are no better at speaking

Chinese that the Europeans. The best

solution is to have the company’s own

engineers working with local engineers

under a local who is fluent in the

relevant dialect. 

Some of the yards are building ships of

excellent quality while others are

struggling to obtain certificates for

domestic trading, let alone international

trade. Delivery times range from being

on time to more than three years late. 

The ships ordered by German, Greek and

other owners in 2006 and 2007 are often

cancelled because of the delays or quality

concerns. These ships do not go away

because of a cancellation, as they are

almost complete. The yard has to find
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another buyer, often Chinese; sometimes

the yards operate the ships themselves to

recoup the costs of building.

If a ship is to trade internationally and

have any hope of recovering the capital

and operating costs, it has to have

approvals of the Oil Majors and other

approvals such as from CDI inspections.

A key to getting these approvals is the

requirement for officers and key crew

members to speak English. The rapid

expansion in the chemical tanker fleet has

resulted in a shortage of qualified, English-

speaking officers, let alone crews. 

The most numerous and best qualified

crews are from the Philippines; others

come from India, Indonesia, Myanmar,

Bangladesh and now from former eastern

European countries such as Croatia.

There are still not enough, so Chinese

crews have the opportunity to prosper. 

The Chinese are superb seamen, with an

enormous coastline where fisherman

and local traders grow up and prosper

on the water. There are excellent

schools for officers but the expansion

has been so rapid that they cannot keep

up with the demand. China is a rapidly

growing country with vast resources, not

least in its large and hard-working

population. The crewing problems will

be solved in the next few years; great

oppor tunities exist for teachers of

English!

I once met a gentleman on a train in

China and had a lengthy conversation

with him, during which he spoke

excellent English the whole time. The

conversation made the journey seem

short and very pleasant so I asked him if

he had gone to school or university in

England and he told me he had never

been outside China. He was self-taught

by listening to the BBC World Service!

The yards that have not delivered good

quality ships, especially the smaller

riverbank yards, will disappear. The yards

that are building good quality ships but

years delayed will learn how to deliver the

same good quality faster. Those building

many ships of intermediate quality and

delivering late will be absorbed by larger

and better qualified yards.

One thing is certain; the Chinese will

continue to build chemical tankers and

the quality and delivery times will

improve. The world does not need so

many chemical tankers for some years, so

the over-building must be absorbed. This

gives China time to consolidate and

improve. The short-term future is not so

good but long term, the future looks

excellent for China.

Upgrading quality

Of the 710 ships that have either been

delivered from China or are currently on

order, 68 have stainless steel tanks. Of

these, 26 have not yet been delivered;

some are not due until 2013 or 2014. The

largest stainless steel ships so far

delivered are around 20,000 dwt while

the smallest is 1,200 dwt. The largest on

order are 30,000 dwt, with four due to

be delivered in 2013 (one) and 2014

(three). 

The experience gained can and will be

built upon, so one may expect

international quality stainless steel ships

to come from China in the next few

years.
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Some operators of the existing Chinese

ships have noticed problems when

experiencing breakdowns of either main

engines or the auxiliary engines. There are

many different manufacturers in China;

some are small and others have gone out

of business, meaning that spare parts are

not available and often have to be

specially made. This causes delays in

repairs as well as extra expenses. 

Recently a ship was reported as having a

main-engine breakdown after loading and

because of the problems, the owners had

to charter another ship and transfer the

cargo in order to complete the charter.

There needs to be more standardisation

of the equipment both for main engines

and the auxiliaries. 

The existing chemical tanker fleet on

Sept 30, 2011 consisted of 4,009 ships

and 82 million dwt. Of these 580 ships

(14.5%) and over 9.4 million dwt (11.5%)

were delivered by Chinese yards.

The ships on order amount to 328 and

8.2 million dwt. Of these 131 ships

(40%) and 2.18 million dwt (26.5%)

are on order from Chinese yards

(Table 1).

It is interesting to note that only one

Chinese-built chemical tanker has been

scrapped and she was built in 1987;

another has been downgraded to the

asphalt trade. Both are between 3,500

and 5,000 dwt.

China is here to stay as a ship-building

nation. Its yards can and will build any

kind of ship and will follow market

requirements as well as their own

experience. They will continue to

improve and the ships will also improve in

quality. 

When the next chemical tanker boom

comes along – and it will, but not before

2015 or even later – the Chinese will be

there to build the ships and deliver these

on time, and to the required quality. There

will also be qualified English-speaking

officers and crews from China, but the

best will be working for Chinese

companies. 

Charles Barton

Maritime Consultant

Part 1 of this series appeared in GOFB Vol 8, Issue 1,

Jan-March 201; Part 2 in Vol 8, Issue 2, April-June 2011;

and Part 3 in Vol 8, Issue 3, July-Sept 2011. 
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An allergy is an exaggerated immune response or reaction to

substances that are generally not harmful. It is increased

susceptibility to a specific substance, also known as

hypersensitivity.

The immune system normally protects the body against

harmful substances. Allergy is caused by an oversensitive

immune system, which leads to a misdirected immune

response.

The part of the body contacted by the allergen will, in part,

affect the symptoms. For example, allergens that are inhaled

often cause nasal congestion, itchy nose and throat, mucus

production, cough or wheezing. A food allergen can cause

nausea, vomiting, abdominal pain, cramping, diarrhoea, or a

severe, life-threatening reaction. Allergies to plants often cause

skin rash. Drug allergies usually involve the whole body. 

Common allergens include:

• Chemicals and plants

• Drugs such as antibiotics

• Foods such as milk, chocolate, strawberries, wheat

• Infectious bacteria, viruses and animal parasites

• Inhalants such as dust, pollen, perfumes, smoke

The body is armed with defences

to combat invaders, such as

bacteria and viruses which cause

harm. The first line of defence is the
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production of a protein antibody called globulin which

circulates in the blood.  

Scientists have identified five classes of globulin; the one which

reacts with antigens to cause allergies is known as lgE. People

who make a lot of lgE antibody tend to have allergic reactions

more readily than those who do not. They develop blisters and

itching of the skin when their doctor pricks it during tests for

allergies; and they also have a tendency to develop eczema.

Substances which cause the body to react are called antigens.

They include pollen, animal hair, house dust mites, and some

foods such as shellfish and eggs. When antigens invade the

body, it defends itself by producing antibodies – proteins

designed to neutralise the antigens. It is the subsequent

reaction between antibody and antigen which is responsible for

producing the allergic ailments.

Scattered throughout the tissue lining the surface of the body

– skin, nose, eyes, ears, lips, mouth, lungs and intestines – are

millions of single cells called ‘mast cells’ which act as ‘factories’

for the manufacture and storage of chemicals. One of these

chemicals is histamine-the ‘trigger’ of the allergic reaction. The

lgE antibody is stuck around the surface of the mast cells

waiting for the appropriate antigens to penetrate the body in

order to do their work.

When antigen enters the body and comes into contact with

the lgE, a chemical reaction between antigens and antibody

begins within the cells. As a result, enough energy is

generated to release the histamine in the cells into the

surrounding tissues. Here the histamine accumulates in clefts

called receptors. Once the receptors are filled, they trigger off

more chemical reactions a process that culminates in

symptoms of allergy. All of this takes between 30 seconds and

two minutes.

Symptoms of allergy
The exact symptoms of allergy depend on where the antigen

enters the body on how many mast cells release their

histamine, as well as on the amount of histamine discharged at

any one time.

In the skin: The release of histamine produces irritation and

itching. Within a minute or so the histamine distends the little

blood vessels near the surface causing the skin to redden. The

blood vessels most heavily saturated with histamine begin to

leak and allow plasma-the clear fluid, in which blood corpuscles

are suspended, to seep out into the surrounding tissues, where

it is trapped beneath the skin. This raises a rash of little white

bumps rather like gnat bites. They are called hives-giving this

allergic ailment its name of hives, or urticaria.

Although eczema is an allergy symptom that appears on the

skin, it is not known to be caused by the release of histamine

into the skin. In fact none of the mechanism that produces the

symptoms of eczema is as yet understood. It cannot therefore

be prevented, although it can be treated.

In the eyes: Mast cells line the delicate membranes of the

eyes and eyelids. Antigen arriving here causes irritation and

streaming – the ailment called conjunctivitis. On occasion the

membranes may be so swollen that the eyes are completely

closed. Tears run into the nose and cause stuffiness and snuffles.

In the nose: Mast cells line the entire cavity. The release of

histamine brings immediate irritation which causes continual

sneezing. The mucous cells of the nose are stimulated by the

irritation and begin to produce mucus. This condition is rhinitis. 

Once the nose is blocked, the sufferer begins to breathe through

the mouth. The filtering effect of the nose is bypassed, and

antigen is inhaled straight down into the lungs. When allergic

symptoms occur in eyes and nose together the combination is

called hay-fever. This is produced by grass pollen.
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In the lungs: The bronchial tubes

through which we breathe are lined with

mast cells. They are also lined with muscle and the

release of histamine from the mast cells causes an asthma

attack to develop. The muscle contracts and the bronchial

tubes narrow reducing the amount of air getting in and out.

It is normal for the bronchial tubes to widen slightly when

we breathe in and narrow a little when we breathe out; but

the picture changes under the influence of histamines. 

The bigger bronchial tubes do not change much in diameter

because they are held open by rigid bands of cartilage, but the

smaller tubes contract a great deal and it becomes harder to

breathe out than in. As air is forced in and out it makes a

characteristic whistling or wheezing sound. 

The smallest tubes will shut down completely. As a result the

level of oxygen in the blood falls and the victim becomes

breathless. Histamine also irritates mucous cells in the lungs in

the same way as it does those in the nose. The cells stream

mucus, which becomes sticky and contributes to blocking the

smaller bronchial tubes.

In the intestines: Mast cells line the intestine throughout its

length. The release of histamine may be caused by allergies to

food such as shellfish. The discharged histamine makes the

intestinal muscle contract resulting in stomach pain and

profuse diarrhoea. Frequently a rash breaks out somewhere

on the body presumably because the antigen in the food is

absorbed and is carried simultaneously to the mast cells of

the skin

Anaphylactic shock: When antigen is injected into the

bloodstream, as happens with a bee or wasp sting, it spreads

rapidly to large numbers of mast cells all over the body.  This

results in the simultaneous discharge of very large quantities of

histamine.  

The resulting symptoms – a condition called anaphylactic

shock – are explosive and dramatic. Within a minute or

two, weal develops all over the skin. Because the tissue

around the face is soft it can swell easily; and the tissue

around the eyes may become so puffy that within five

minutes or so the eyes may close completely. The lips swell

up, and the throat feels thick, due to swelling of tissue

around the tongue and mouth. The wholesale inflammation

of the skin causes a massive drop in blood pressure so that

the victim develops a rapid hear tbeat and may actually

faint. Asthmatic people may find their condition getting

worse during such an attack.

Treatment and care
The best treatment is to avoid the cause and this may be a

relatively simple matter if the cause is known. But some

antigens are more difficult to avoid. The doctor may prescribe

anti- allergy drugs, which forestall or

treat the symptoms. 

Hay-fever frequently improves

with antihistamines – drugs that

block the damaging effect of

histamine by occupying the

histamine receptors. But the

problem with all histamines is that

they make the sufferer drowsy, especially if tablets are taken

with alcohol, and this may have serious implications for

motorists.

Some skin rashes respond to antihistamines, and itching may be

relieved within half an hour of taking a single tablet.

Corticosteroids help prevent and treat the inflammation

associated with allergic conditions whereas decongestants

relieve nasal and sinus congestion.
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The treatment of respiratory allergy is to prevent the mast

cells from discharging its histamine. The medicine can be

dropped as a solution into the eyes, or inhaled through the

mouth as a powder, or sprayed up the nose as an aerosol. The

medicine is helpful only if taken before symptoms have

developed, and it needs to be taken regularly to forestall

them. 

The most appropriate medication depends on the type and

severity of symptoms.

Allergy shots (immunotherapy)

are recommended if the allergen

cannot be avoided and

symptoms are hard to control.

Regular injections of the allergen

are given, with each dose slightly

larger than the previous dose.

Allergy shots keep your body

from over-reacting to the allergen. These do not work for

everybody and require frequent visits to your doctor.

Effects of modern life
Pollution/technological developments

Pollution is also a major player in development of allergies.

Petrol-based fuels pollute the air in big cities, so we have little

chance to breathe fresh air.

Developments that make modern life more comfortable

have also led to an increase in allergies. Air is circulated

through an air-conditioning system, so you are exposed to all

allergens alike, dust or mould from the entire building. These

are sucked into the ventilation system and circulated into the

office.

With the advent of air-conditioning, central heating and

wall-to-wall carpeting, house dust mites and moulds

have an ideal environment in which to thrive. The

increasing use of plastics, formaldehyde and benzene

has led to all of us being exposed to an amazing variety

of chemicals.

Modern diets

The modern diet may be abundant in calories, but there is

more and more evidence that

is low in some important

nutrients. People are eating

more processed foods, which

may be nutritionally

compromised.

Theories about why food

allergies are increasing

include but are not limited

to:

• Genetic susceptibility;

• The massive amounts of food additives eaten through

excessive consumption of processed foods;

• Overuse of antibiotics, vaccinations and antibacterial

cleaners leaves our immune systems open to attack other

perceived toxins, such as foods; and

• Access to food all year round – if you are predisposed to

food allergy, the more you consume those foods, the more

serious your allergy becomes.

Source: Health & Nutrition 12th Year, Issue 123-124, Nov-Dec 2010

This is an edited version of the article.
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The downpour stopped as suddenly as it had started. It left the air fresh and cool. Shafts of sunlight filtered

through the steaming mangroves. The deck-hand who came forward to roll up the awnings on the foredeck

was a sturdy-looking character with a skin burned almost black from the sun. From his build I would have

picked him out in a crowd as a Gurkha or perhaps a Dayak from Sarawak. His

name was Lai and he was, he said, a native of the Labuk.

This was interesting. Lai was the first Labuk man I had met. Fresh from my

perusal of Oscar Cook's book I looked at him closely to see if there was any

sign of the ‘Spirit of Sombre Sadness which dwells in the hearts of Labuk men’.

But no, Lai was in fact a rather cheery individual. 

A few months later he left the service of the Colonial Government and

came to work for us, in order to be able to spend more time with his family.

He became the Sarang of our diesel kumpit and he was a popular character

on the estate. The name seemed Chinese and indeed his mother was a

Sino-Kadazan whilst his father was an Orang Sungai. 

I was hoping, I told Lai, to see the famous proboscis monkeys on my way up

the river. I had been told that the mangrove swamps on the Labuk River

were amongst the very few places in the world where these rare animals

could be found. So far, however, I had seen no sign of them. Lai laughed. 

"You won't see any of them in these mangroves, Tuan. These trees are

Bakau, The ones over there are Langaddi and those are Mata Buaya

(Crocodile’s Eyes).” 

Putting his hand to his nose and wiggling his finger like a trunk, he said “You'll see plenty of proboscis monkeys, in about

half an hour or so. We call them Si-Belanda,” he said with a grin – Mr Dutchman.

(In Malaysia and Indonesia, anything out of the ordinary is often called ‘Dutch’. A round pillow for putting between your

knees in hot weather is a Dutch Wife. A rabbit and a turkey, neither of which is indigenous to the region, are called a

Dutch cat and a Dutch hen respectively. Probably this is the locals’ way of getting back at the brutal Dutch tobacco

planters of the last century.)

“Si-Belanda likes the softer leaves of the Pedada mangrove which grows where the river is half-fresh, half-salt. He won't

eat the leaves of the freshwater trees that grow up beyond Klagan either. He likes just the right amount of salt with his

food, like me,” Lai chuckled.

48
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Shortly afterwards, we entered the region of the Pedada

mangrove. This was a taller, more graceful tree than the

mangroves downstream. Sure enough, the proboscis

monkeys were there in force. They were not a

disappointment.

They were huge red-coloured monkeys with pot-

bellies and long, human-like noses. It was not difficult to

see why the locals called them Mr Dutchman! They

were very tame. They sat on the Pedada branches

busily selecting the choicest leaves, and popping them

into their mouths. As the Mantanani glided past, they

would look up from their feeding and study us with

mild interest. 

Soon the river banks became more defined, and we left

the mangroves for the rainforest vegetation. We passed

the small attap hut, which was Lai's house. The

Mantanani's horn gave a tremendous blast and Lai's

children came tumbling out, screaming with excitement

and waving at their father. As our wake lifted their floating

jetty they yelled and dived in. They came out laughing,

glistening-wet and naked, shaking themselves like little

otters. 

Minutes later another blast sent a flock of punai (green

pigeon) fluttering from the tree tops, and we swung round

a last big sand-bank into the wide pool out of which the

Klagan and the Labuk rivers took their separate ways

down to the Sulu Sea. 

There, ahead of us with its coconut palms and attap roofs

silhouetted against the western sky, was the island village

of Klagan. If it had been the golden minarets of

Samarkand, I could not have been more excited.

Strained relations

The Assistant District Officer (ADO) set his glass of

lukewarm orange-crush down carefully on the handrail of

the Mantanani and wiped the sweat, which was glistening

on his moon face. He was a Muslim from the west coast.

He was the only man in Klagan – indeed in the entire

Labuk Valley – who could speak some English. He was

inordinately proud of this and insisted on sticking to

English even when we could have got on easier in Malay.

"I be ADO here for over two years. Too long lah." He

nodded towards a washed-out elderly in the corner, “My

father was ADO here during the war. I think I get transfer

soon. Klagan not good people lah. Too much gambling and

drinking.” 

He looked pointedly at the group of Chinese merchants

standing with glasses of Anchor beer in their hands on the

other side of the deck. I became uncomfortably conscious

of the fact that I had a beer in my hands as well. 

“I have stamp-down opium smoking. The DO in Beluran

like I stamp-down illegal cock-fighting also, but how-can

man? No policeman. The DO took Klagan police

contingent back to Beluran. Now no policeman. What to

do lah! My government officers at the school and the

hospital, they not like stay in Klagan. With no policeman,

too dangerous lah. Two, three months they want transfer.”

The ADO of Klagan was not a happy man. The cares of

office were weighing him down. He and his group of

minor officials were all apparently suffering from a touch

of Oscar Cook’s S.S.S. 

We were having a drinks-party on the Mantanani to greet

the Klagan community. Capt. Hussein had done us proud.

The ship was decorated with coloured lights and he was

dressed in his white uniform. It was clear that the gulf

which separated the Klagan colonial officials and the rest

of the community was as strong now as it had been in the

days of Oscar Cook. It was a relief when after an hour or

so the ADO gave a nod and his group all dutifully put

down their half-empty glasses of lemonade, lined up to

shake our hands, and trooped off. 

After the departure of the officials, the Chinese group

cheered up. A few more bottles of Anchor beer were

opened. The atmosphere became congenial. Four of the

shops or trading posts in Klagan were owned by various

members of the Lee family. They were Teochews, as were

most of the Klagan Chinese. 
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At the very end of the village next to the blacksmith’s

forge was the shop of a Sino-Kadazan family

belonging to Lim Kim Chiew, nicknamed Titi by the

community. The leader of the Klagan Chinese

community was one of the Lee brothers – Lee Eng

Kiat, or Tumpeh, as he was known locally. 

Tumpeh was to become over the next few years a

good friend. He was a plump, jovial, outgoing

character. In the early years of our acquaintance

Tumpeh, shrewd businessman although he was, was

constantly in one scrape or another, due to his

inordinate fondness for Kadazan maidens and brandy.

We need not, Tumpeh hinted, look for much help or

co-operation from the local government

representatives. They served, he suggested, more in

the nature of colonial government spies rather than

in any useful capacity.

But surely, I said, the government-run school must be

a great asset? No, the Chinese community ran their

own school, paid for out of their own pockets. The

Orang Sungai were too scattered up and down the

river to be able to send their children to Klagan.

Almost the only pupils of the government school

were the children of the government officials,

resident on the island. 

The hospital then? No, none of the Klagan business

community ever used the hospital. It was only a

rather dirty attap shed with a third-grade dresser in

charge. It was used only as a temporary staging post

for injured persons to be accommodated pending

their transfer down to the cottage hospital at Beluran

or to the large government hospital in Sandakan. The

remaining government building in Klagan was the

court house. Tumpeh laughed; to the best of his

knowledge it had not been used for 20 years. 

I sought the Chinese traders' advice on how I should

set about building my first house. I had told Colin

Black that I did not intend to put up a wooden shed

with a tin roof such as we could find in West Africa. 

I wanted an ecologically friendly house made of local

materials similar to the ones built by the locals. All the

buildings in Klagan were built with attap roofs and

kajang walls. It was apparent from even a cursory

examination that the Chinese shophouses were

much more substantial and more solidly built than

the government buildings. 

If I wanted a house built of local materials, Tumpeh

said, the best builder was an Orang Sungai, one

Tompong, who lived just upstream from Klagan. He

could be contacted through Ibrahim the local

blacksmith, who was also the local bomoh. 

“Was this Ibrahim,” I asked, “the friend of Capt.

Hussein who was the authority on Labuk ghosts?” He

was. “Why,” I asked, “was he not invited to tonight's

party?” 

This was obviously a subject of some

embarrassment, which no one wished to discuss. The

best I could get was a brief comment from Capt.

Hussein to the effect that Ibrahim would never

attend a function if the ADO's father was present. 

There seemed to be an air of mystery about Ibrahim,

but it was clear that he was someone who was highly

respected by all the Chinese present. I looked

forward to meeting him.

Datuk Leslie Davidson

Author, East of Kinabalu

Former Chairman, Unilever Plantations International

This is an edited chapter from the book published in 2007. The book

may be purchased from the Incorporated Society of Planters; email

isphq@tm.net.my
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