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Introduction: Sustainability of Malaysian Palm Oil Supply

The 21st century began with globalisation where a century earlier the 20th began with nationalization. Coincidentally, this latter was also the beginning of the Malaysian palm oil industry and looking back from this vantage point, a bright century by all counts.

From a mere few hundred acres of commercial palms in 1917, the Malaysian oil palm sector has grown to 3.8 million hectares in 2003 producing a total 16.9 million tonnes palm products: (palm oil-13.4 million, palm kernel oil-1.6 million, palm kernel cake-1.9 million) from a harvested area of 3.3 million hectares. Today, it is a world-competing multi-billion ringgit Malaysian enterprise with a fixed asset value of nearly RM 100 billion and accounts for 30% of the world’s traded edible oils and fats supply from a renewable resource. It has contributed significantly to the country’s export earnings, some RM27 billion last year, as well as producing employment directly and indirectly to about half a million people.

The early palm oil companies are now in their third and fourth generation of oil palm replanting, a generation being about 25 years. Clearly oil palm cultivation is sustainable, and because of its intrinsic qualities it is an important and versatile raw material for food and non-food industries, which contributes to the economic development of many tropical third world countries.

Palm oil also helps to feed the world’s poor being competitively priced and nutritionally wholesome. At 182 giga joules (Gj) per hectare, Malaysia’s production of palm products last year provided the total calorific requirement of 135 million people. To produce sufficient calories to feed 135 million people with most other commercial crops would have required the clearing of much greater areas of land: soybeans would require 10.5 million hectares, oilseed rape 7.5 million hectares and shifting agriculture would probably need the felling and clearing of much of the remaining jungles of South East Asia. In terms of land utilization, oil palm is most efficient, requiring only 0.25 hectare to produce one tonne of oil while soybean, sunflower and rapeseed need 2.15*, 1.50* and 0.75 hectare respectively. 

The Malaysian oil palm plantation industry is one of the few examples of an agricultural development in a developing world which without any government subsidies, can successfully compete with the highly protected farmers in G7 countries.

The industry also spins off a range of by-products and co-products such as palm distillates, animal meal and oleochemicals. Oleochemicals are increasingly replacing non-renewable petrochemicals and being of recent biological origin, are far more readily biodegradable than petroleum based products.

Environmental sustainability of Malaysian palm oil production has fewer issues and belies the loud concerns of environmental non-governmental organizations (ENGOs). This is partly because oil palm cultivation is intrinsically a sustainable form of agriculture well suited for the tropics, partly because the industry is now in a consolidation phase after a period of expansion and lastly because environmental legislation in Malaysia has developed in pace with the nation’s economic development.

The oil palm is perennial and relatively free of pests and diseases, and milling and refining are largely simple physical processes. Hence soil, water and air pollution are relatively low compared with other crop industries. Expansion of oil palm cultivation has slowed down, as good agricultural land is increasingly scarce, thus concerns for further forest and biodiversity loss are misplaced. Legislation on agricultural and factory pollution is increasingly stringent and strongly enforced.

From a social sustainability point, over-arching national policies and legislation which at the minimum take from United Nations and ILO conventions, cover the oil palm industry well. The social standards are among the highest in the entire agricultural sector and superior to living conditions in many urban locations.

The economic sustainability of the industry remains the most uncertain as the dictates are global and there are many vegetable oils and players. Furthermore, the key competing oils, like soy are grown as much for the meal as oil. The industry has sustained by productivity gains in excess of overall price erosion and the comparative inefficiencies of competing oils. The productivity gains have however slowed down in the recent past and margins have generally reduced while some competing oils have increased their competitive positions. Continuing productivity gains and higher value added production are the only options for economic sustainability and again there may be consolidation as less productive players drop out.

Challenges and Opportunities

Despite the rapid expansion promoted by its profitability, the oil palm industry in Malaysia is facing increasing constraints in terms of rising production costs, stagnating yields, shortage of labour, enhanced competition from Indonesia and from massively subsidised production of competing oils in US and Europe. These problems are mitigated only by its advanced infrastructural development and established reputation as the world’s leading producer and exporter of quality palm products, and by the rising world demand for oils and fats as a result of population growth and increasing consumer affluence.

However, other storms are lurking on the horizon, therefore the palm oil industry in Malaysia should now position itself in a proactive rather than reactive mode to address the key issues affecting the oils and fats world today.

To obtain a view of the prime issues affecting our industry, let’s start by the obligation we have as an industry to optimize our global resource base and so doing, the following I see as key priorities:

i. The elimination of unfair agricultural supports and other trade distorting measures.

ii. Responsible use of these limited resources: sustainable agriculture.

iii. Providing consumers with the best choices in terms of quantity, quality and cost: food safety, supply chain management, etc.

I intend to address these from the perspective of the primary originating influences underlying each: consumer pressure, producer initiative and finally, as a catch all, what I refer to as industry issues.

The first, consumer pressure, manifests itself in a number of ways:

Consumer Pressure: (i) Population Growth and Per Capita Consumption

The world population is currently at 6 billion people and it increases by around 80 million each year. Ninety seven percent (97%) of the population increase takes place in the less developed regions. Despite the recent downturn, the long-term prospect for economic growth continues to be positive. This means that not only is our customer base growing but it is growing wealthier. As per capita income increases, so will per capita consumption of oils and fats. Since 1975 the world’s population has increased by 50% but consumption of oils and fats has shot up by 200%. Significant growth should be seen in large population countries like China, India, Indonesia, Russia and Mexico where consumption is predicted to increase from 12-16 kgs per capita to around 25 kgs per capita within 20 years. Annual consumption of vegetable oil is expanding by about 2% compounded or roughly 3 million tonnes. Ten years hence we shall have to find an additional 40 million tonnes of oil production. Based on current forecasts by Oil World, FAO and others, we shall just about achieve that expansion. The challenge for the Malaysian industry will be, how to build capacity in the right places not just to maintain but to enhance market share.

A simplistic analysis suggests the longer-term prospects for our global industry look good, with an ever increasing and affluent population to feed. However, several other factors come into play, which unless properly recognized and appropriately managed will limit our ability to optimize this growth potential.

Consumer Pressure: (ii) Sustainability

The next consumer driven influence is sustainability. Sustainability is the buzzword of today. Although what it means and how it can be achieved may be clouded, we are all clear that we must pay serious attention to it. One could argue whether sustainability is an issue rightly falling under my Consumer heading - perhaps it should be categorised under NGO's? My opinion is that at the end of the day, it is the consumers, and their, agents, the major supermarket groups, who will drive this agenda. 

A key part of the challenge is the growing tension between emerging social values and traditional forms of value creation. Business leaders and companies are racing to assess the associated risks. Many are also positioning themselves to exploit the potential opportunities. But below the surface lies a huge landmine. 

It is a Catch-23 situation. Catch-23 surfaced in the 1970s as a label used by Washington insiders for even more complicated situations than Catch-22. The merging Catch-23 agenda for business has three main dimensions: economic prosperity (which business knows something about), environmental regeneration (which generally it does not) and social equity (which always used to be government’s business). Together these three dimensions make up the triple bottom line agenda.

There is increasing evidence and global acceptance that humans are having dramatic negative effects on our ecosystem. In 1974, Ehrlich and Holdren summarized environmental Impact (1) as a function of three factors: Population (P); Affluence (A) i.e. consumption; and Technology (T) i.e. technologies we use to create consumption. Thus the equation Impact equals P * A * T. Today the validity of this equation – given traditional technology, increasing affluence or consumption and growing population, is ever more apparent.

Plain and simple – all major planetary systems are in decline (forests, ocean fish, fresh water, biodiversity, species survival, etc.) Global warming is essentially undisputed, as is the human role in causing it. The Arctic ice cap on Greenland (frozen solid since the last ice age) is today melting the same volume of water out into the earth’s oceans as the Nile. With the current global population at six billion people, we are not living within the framework of earth’s systems. And the distribution is grossly inequitable – the richest 20% of the world consume nearly 85% of world production output. If everyone, today, had the same life style as North Americans, we would literally need five Planet Earth’s to provide the resources and metabolize the wastes.

The most commonly used sustainability definition is the one provided by the World Commission on Environment and Development: 'progress that meets the needs of the present without compromising the ability of future generations to meet their own needs'. Needs in this context means not just the production of an adequate food supply, but also the social and economic needs of the world's population and the need for environmentally sound development to preserve our natural resources.

The 1992 United Nations Earth Summit in Rio established Sustainable Agriculture and Rural Development ("SARD") as a chapter of its recommendations to be undertaken by the FAO. This stated that by the year 2025, 83% of the world's population would be living in developing countries. ‘Yet the capacity of available resources and technologies to satisfy the demands of this growing population for food and other agricultural commodities remains uncertain. Agriculture has to meet this challenge, mainly by increasing production on land already in use and by avoiding further encroachment on land that is only marginally suitable for cultivation'.

This is a tall order and it is not totally surprising that the FAO reported disappointing progress 10 years on in 2002. But the FAO is not unrealistic in its aims and rejects romantic visions of traditional subsistence agriculture. Millions of poor rural farmers desperately need access to updated technologies, better plant and animal varieties, and higher investment. Finding solutions to these demands in my view are the central challenge for technologists and not environmentalists.

However, the pressure is definitely increasing and Governments are recognising that agricultural policy can no longer concern itself solely with production targets. In terms of food commodity supplies, sustainability criteria have been largely limited to niche marketing strategies to date, but I doubt it will be long before we see such assurances forming part of our standard contract specifications. We are starting to see coherent debate and action, such as the Roundtable on Sustainable Palm Oil (RSPO), which is now a reality – registered as a legal entity on 8th April 2004 as a not-for-profit association under Swiss Civil Code. 

I do see a role for Malaysian industry organizations to ensure that our industry's efforts to achieve a sustainable approach are realistic, proportionate and above all concerted to avoid counter productive market distortions. 

Consumer pressure: (iii). Food Safety and Nutrition 

The influence of consumer behaviour is significant in two realms; firstly health consciousness, and secondly, the growing concern with food safety. 

Food safety has by definition always been important, but as an issue its importance and scope increase daily. The demands of our customers become evermore exacting and scientific advances mean some very exacting demands can now be met, in theory at least - for example, we can now measure oil analysis in parts per trillion. The FAO says food safety systems in both developing and developed countries are under unprecedented challenges arising from demographic change, the globalisation of the food trade, shifts in consumption patterns, increased urbanisation and intensified food production techniques. There is strong consumer pressure - fuelled by NGOs and the media - to improve traditional food safety systems and adopt a preventative 'farm-to-fork' approach. As consumers' awareness of potential threats to health posed by food-borne hazards has increased, consumer confidence in the effectiveness and integrity of food safety systems has fallen. As international trade in food and farm products increases, it becomes more difficult to resolve food safety problems of anyone country without collaborative, global efforts. 

Nutritional issues are important but quite different, depending on where you are coming from - quite literally. It is a sad irony that we are struggling to properly feed the developing world, whilst in most developed countries the contentious issue is over-feeding. You will no doubt have read about the recent lawsuits against McDonalds for causing obesity and the announcement by Kraft that it will be reducing portion sizes to head off similar accusations. In Europe the nutritional debate surrounding fats is confused due to conflicting scientific advice and misinformed media reporting. We have recently seen headlines talking of 'killer fats' - referring to partially hydrogenated fats and specifically trans fatty acids, which are created in the hydrogenation process. A report issued in 1994 and updated in 2001 from the Danish Nutrition Board on the effects of trans fats on health, suggested that they significantly increase the risk of Coronary Heart Disease. In USA very similar developments are currently taking place. 

In the USA, the FDA release of the trans fat labeling rule on July 9, 2003 resulted in a flurry of media attention. The national broadcast media outlets, reported and commented on the trans fat labeling news and on top of that, 165 local television and radio outlets reported on the issue. 

What did they all say? 

A majority of the media portrayed trans fatty acids negatively in their coverage. Every article mentioned ‘health threats’ posed by trans fatty acids and most coverage lacked perspective on the percentage of trans fats in total diet. All the same, both government officials and health advocates indicated that trans-fat labeling is part of the ongoing process to combat disease and obesity. 

Most of the articles used the term "artery clogging" to describe trans fats. Trans fat was characterized as "sneaky," "phantom," or "stealth” fat. Epithets all guaranteed to ensure a thoroughly emotional debate of the subject. 

Whilst globally it is probably premature to react unduly to this issue there is some sense in refiners seeking to anticipate the effect of legislation affecting trans and hydrogenated products as well as the knock-on effects such legislation might have if consumer reaction is mirrored in other parts of the world as a result. This could involve research into new formulas, alternative raw materials, palm oil for example, or production processes such as interesterification that could serve to limit or eliminate the percentage of TFAs in our diets. 

There is undoubtedly a responsibility for our industry to respond to the needs and concerns of consumers on food safety and nutrition issues, not least to counter bad information. I see a role here for MPOA, MPOB, MPOPC and other kindred organizations in establishing and communicating sound policies in this area. 

The second pressure groups that I will deal very briefly with today are those which are producer influences. 

Producer driven: Self sufficiency 

Although not entirely producer driven and just as often the result of socially driven priorities, is the effect of policies aiming at self-sufficiency. 

If we look at the genesis of the EU agricultural policy, I believe it was the post World War II scenario that led to the policy aiming at security and stability of food supplies and which evolved through the years into the behemoth we have today in the guise of the Common Agricultural Policy (CAP). Out of a perfectly acceptable strategic and social objective we now have a system that has grown out of all expectation and, far from being self sufficient, the politically sustained CAP now seriously destabilises the global trade balance through exporting its excesses. 

Moves to encourage production and to support local farming communities in developing and poor countries are more than socially acceptable; especially when the country might otherwise suffer from cheap, dumped imports, from soy, the EU.

The final category of more random issues are those that I would classify as industry driven and those that I believe deserve special attention in our global firmament are the following: 

Industry driven: (i). Consolidation 

I will not go into any detail here other than to note the fact that, to a greater or lesser extent, and depending usually on the state of evolution of industry within a given geographic region, consolidation is a fact of life. Of course niche players will continue to abound but these will not exert a particularly significant effect on the overall equation. 

There are two aspects of consolidation I want to cover briefly, the first at the primary end of the market and the second in the processing arena. 

We have heard over the past few years of the need for Malaysia to consolidate the smallholdings and small growers in its rubber, oil palm and other agricultural sectors as a means of achieving economies of scale, enhancing productivity and increasing output of agri-products. It is an area one need to consider very seriously if you wish to address for example the stagnant palm oil yield levels in the country.

Seeing subsistence farming as a traditional way of life is part of a rural nostalgic dream, which is out of step with reality. For small-scale farming, the pressing need is to improve welfare by increasing incomes and diversifying their sources of income. 

If we move to the processing sector, especially in the more developed parts of the world, changing and much more competitive market conditions have been the stimulus for strategic disposals, consolidation and integration within the refining and crushing sectors. In the mature markets, such as the USA and EU for instance, in order to achieve optimum efficiency, large scale, integrated plants have emerged as the only viable means of staying with the market. Overall the average size of facilities has increased considerably and, to an increasing extent, crushing and refining activities have become integrated, especially amongst the multinationals. 

As an example, since 1998 alone there have been 30 major industry transactions in the EU, and this is not the end. 

If I look at the UK, for example, 30 years ago there were around 25 independent refiners. Today three refiners control around 95% of the market in roughly equal shares. 

Wherever there is a crushing and refining industry, the same trends will occur at some time or other and the decision many in Malaysia need to consider now is on which side of the consolidation movement we want to locate ourselves. The issue is not so much an attempt by the global giants to dominate the industry but the pressures of the market, with margins continually under pressure, for increasing cost and production efficiency and hence increased scale of operation, which the giants, more often than not, are better placed to respond to. 

Industry driven: (ii). Liberalising Trade

As already demonstrated, there is no shortage of demand in our industry. But a demand-pull analysis is not enough as the resources available to meet this growing demand are limited, customers' expectations are ever more demanding and we are operating within an unsatisfactory trading system. 

As we all know, our agricultural system is riddled with all forms of encumbrances that undermine the efficient operation of a free market; and we all pay a massive price in consequence. 

The Uruguay Round started the process of bringing agricultural policies under a common set of rules, but the reform process was far from complete and agriculture has continued to receive special treatment under the WTO. The Doha Round, initiated in 2001, is the opportunity for trade negotiators to level a tilted playing field. To do that, they must complete the unfinished business of the Uruguay Round and reduce protectionism and subsidies, particularly in the rich countries, whilst at the same time considering the needs of vulnerable countries and groups. 

Doha is the latest in a long run of trade initiatives which, in the round, have been highly successful in reducing tariffs and eliminating all other forms of barriers to free trade. 

Barriers to trade, tariff and non-tariff, prevent us from optimising this obvious expansion of demand. It is clear from numerous economic studies that trade barriers are costly. 

i.
They are costly for consumers who will pay more for less choice; 

ii.
They are costly for producers who cannot benefit from comparative advantage and economies of scale; 

iii.
They are costly for society as they negatively impact economic growth. Another factor is the difficulty of working within an environment in which arbitrary tariff changes overnight can seriously upset the stability of the sector. 

iv.
Protection leads to an inefficient mix of production, consumption and investment as resources are diverted to domestic rather than export markets. 

The great economic advantage from lowering trade barriers comes from the possibility to optimise resource allocation, economies of scale, competition and transfer of knowledge. 

Liberalising world trade will always result in net gain globally under the theory of comparative advantage, put simply, we would all be better off if everyone concentrated on what they are good at. With few exceptions, it will also result in net gain for individual countries, particularly those countries with high levels of protection. A barrier to the progress of developing countries remains the trade barriers of the developed countries. Open trade is the way to provide the benefits of globalisation to poorer countries. 

Agricultural trade is so important to the economic development of poor countries and trade liberalisation in agriculture is the single most important contribution the multilateral trading system can make to help developing countries. Dismantling trade barriers and trade-distorting subsidies will help boost agricultural production in countries where food can be produced most efficiently, and in a sustainable way, including in many developing countries where food security is a problem. 

Research by The International Food Policy Research Institute published in August 2003, shows that if industrialised countries eliminated their agricultural supports and opened their markets, developing countries would triple their net agricultural trade and an additional $24 billion per annum in income would flow to their farmers and agro-industrial workers. 

Both developed and developing countries are still paying dearly for current levels of trade protection. In Europe the CAP accounts for more than half of the total budget; in America the government provides almost equally large subsidies and in Japan rice farmers, in particular, have been cocooned by financial support and protectionist measures. Each EU, a cow receives no less than $1.50 per day and each EU farmer, 15-20 times more. Europeans pay an estimated 42% more for their food than they should, Americans, 10% and in Japan twice as much. The poor suffer. In Europe and America, the subsidies create oversupply and surpluses are dumped on other markets, many in the third world, undermining farmers and locking them into a chain of poverty. Protectionist policies prevent or at least inhibit them from finding markets for their produce. Overall the level of support given to farmers of the OECD amounts to no less than $300 billion per annum. 

I am pleased to say here that the International Association of Seed Crushers (IASC), of which MPOA is a council member formulated a trade policy statement embracing the level playing field concept in March 2003. 'A New Vision for the International Trade of Oilseeds and Oilseed Products', states that the IASC supports an oilseed industry sectoral initiative under the auspices of the WTO to seek a broad agreement for the liberalisation of trade in oilseeds, oilseed products and edible oils. 

To quote The Economist: 

"With the DOHA round in tatters, the day when rich countries repeal their grotesque farm subsidies and the poor countries can finally sell their textiles to the rich countries without facing punitive tariffs has been pushed far into the future." 

And who was to blame. 

In a word …… everyone: 

On Agriculture, the rich world's promises of tariff reduction were not mirrored by their actions. The rich countries did not wreck Cancun by themselves, however. The G21 group, fell into the trap of adopting anti Western rhetoric guaranteed to win support from the third world - rather than acknowledging that the global economy is a balance that relies to a very considerable extent on American consumers importing $2 for every $1 they export. 

I am not hugely optimistic right now and believe that for sure, whatever happens, the Doha round will not be concluded on time. Admittedly the Uruguay round took more than twice as long as the three years originally planned but then, to a far greater extent than today there was the political will to make it work. Now we have the USA preoccupied in the early run up to elections, a burgeoning trade deficit and with increasing clamours for protection against cheap imports and job losses to offshore centres which will not bode well for level playing field initiatives and an increasing inclination to seek trade objectives via bilateral treaties with trading partners that will serve to undermine the multinational system espoused by the WTO. The ongoing US trade deficits will lead to increasing clamours for protection and Capital Hill listens first to its voters and not the poor and developing countries. The EU is distracted by expansion and the many problems this will pose, not least the massive strain on the CAP budget. Pascal Lamy, EU's Cancun representative is now rattling the sabre of a threatened inclination toward bilateral agreements and if this becomes a reality, the Doha agenda will become increasingly irrelevant. The Japanese, as they have held all along, are quite content with the status quo. 

So the prevailing political will to take the initiative of getting Doha back on track is badly diluted and so long as this is the case and Doha round objectives are not high on everyone's agenda, the time will be ripe to return to the sins of the past. 

So who could reinvigorate the process? 

Am I being starry eyed in my belief that G21, perhaps in association with the Cairns group, many of whom are G21 members anyway, could provide some of the push needed to get the process back on track? Malaysia and its allies have very effectively flexed their muscles in Cancun. Maybe it is they who should be picking up the baton so as to ensure that the race is ultimately won…. or at least finished. 

This is the single biggest challenge facing our industry today.

Conclusion

What is critical to me is that Malaysia along with other palm oil producers, should take its proactive and positive role on the global stage…. and resist the temptation for introspection and adopt a progressive and outward-looking stance. We are part of a global village. Whatever people may have to say about the evils of globalisation, it is here to stay. The world is becoming smaller and more and more interdependent. Mercantilist and beggar thy neighbour policies have no place in our world today and negative, anti-west, anti-globalisation sentiment is a real threat to progress.

It is my sincere hope that Asean and G21 will use its increasing influence to assist in getting the WTO Doha round negotiations back on track and to ensure that the right trade agendas are set and the right agricultural policies in the ultimate are adopted globally. 

And why not? We will all be winners if it succeeds. 
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