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SUMMARY OF THE KEY POSITION 
STATEMENTS 
 
This paper is born out of the desire to put into 
perspective the resolution on ñPalm oil and 
the Deforestation of Rain Forestsò the 
European Parliament (EP) passed by an 
overwhelming majority in April 2017 
(henceforth: ñthe Resolutionò). 
 
What to make of the Resolution? 
 
It calls for EU policy measures to combat 
deforestation in the tropics as well as the 
associated effects on climate change and 
biodiversity. 
 
The two main recommendations contained in 
the Resolution are the phasing out of palm oil 
as feedstock for biodiesel and to switch to 
100% certified sustainable palm oil, both by 
2020. Malaysia is acutely aware of the 
environmental challenges planet earth is 
facing. It considers itself part of the 
international community that strives to mitigate 
greenhouse gas emissions, protect natural 
habitats and pursue patterns of sustainable 
production and consumption. 
 
In that same spirit, Malaysia welcomes the 
debate the Resolution has set in motion. As 
the second largest palm oil producing nation 
worldwide we understand the need for 
supplying palm oil to the international markets 
that has been sustainably produced. We are 
ready to continue the considerable efforts we 
have taken in that regard and even reinforce 
those. We are ready and willing to align with 
the overarching goal to work towards more 
sustainable modes of conducting the palm oil 
business. It is here where we see common 
ground with the EP Resolution. 
 
However, we differ in some important 
respects with several of the Resolution´s 
assumptions and implications. This paper 

explains in detail which those are. By way of 
summary: 
 
First, as a newly industrialized country we 
stress the importance of rural and economic 
development enshrined in the sustainable 
development goals (SDGs) of United Nations. 
Palm oil is vital to the Malaysian economy. For 
a more detailed discussion of this, turn to 
Section 2.3. 
 
Secondly, we do not accept some of the 
fundamental premises on which the Resolution 
rests. They contain several key errors, mainly 
for two reasons: 

1) The parliamentary committees that 
drafted the Resolution in the process 
misquoted or misinterpreted parts of 
the research they drew upon 

2) Some of the original research itself is 
flawed (see Section 4.2 and 4.3).  

 
We insist that policy measures that have far-
reaching consequences for the Malaysian 
economy (and palm oil producing countries 
elsewhere) must be based on objective 
evidence and not a limitless application of the 
precautionary principle, which runs counter to 
Article 191 of the Treaty on the Functioning of 
the European Union. 
 
Therefore, Malaysia wishes to express its 
views regarding the two primary goals of the 
Resolution mentioned above. Those are: 
 
Sustainability Certification: we emphasize 
that the realities of palm oil production and 
trade on the ground are far too complex to be 
covered by a single European certification 
scheme. In our view certification standards 
must be set and enforced on a national level. 
That is why we choose to invest heavily in 
building the Malaysian Sustainable Palm Oil 
standard (MSPO). On the other hand, we see 
the concerns the European Parliament has 
regarding transparency and clarity of different 
certification standards vis-a-vis the consumer. 

EDITORIAL          Open Access 
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We, therefore, propose to look for ways to 
make standards comparable. (see Section 5.2) 
 
Biofuels: The debate over the implications of 
the so-called ñGlobiom Reportò which applied 
the concept of indirect land use change (ILUC) 
to the calculation of the overall greenhouse 
gas (GHG) emissions of biofuels has been 
going on for years without having been settled. 
In our view, to phase out biofuels on that basis 
in fact amounts to a violation of the 
precautionary principle.  
 
Considering that the internal combustion 
engine running on fossil fuels will remain the 
central pillar of transport for at least another 15 
to 20 years, the environmental implications of 
fossil fuels versus biofuels should be explored 
further.  
 
It must be remembered that the overall GHG 
footprint of fossil fuels must consider all 
activities like traditional petroleum exploration 
and fracking as well as shale oil and gas 
production (the former mainly used for 
kerosene and diesel fuel).  
 
A full evaluation of these factors (incidentally, 
oil palms undeniably have a non-trivial carbon 
sink potential) might lead to the conclusion that 
the alleged cure of abandoning biofuels is 
worse than the disease. 
 
Likewise, alternative technologies like the 
electric motor have problems of their own. 
Electrical power - unlike palm oil - does not 
grow on trees. Instead, it is often generated by 
ï absurdly - burning fossil fuels like coal. 
 
To summarize: we support the environmental 
goals laid out in several of the international 
treaties Malaysia is party to, like the Paris 
Agreement.  
 
However, we are concerned that the European 
Parliament and Commission have been misled 
by false assumptions to pursue a path towards 
these goals that leads somewhere else: to an 
outcome that will leave consumer and 
producer countries as well as the global 
environment worse off. 
 
To avoid such a result Malaysia is keen to 
bring its century-long experience, and 
extensive expertise in all things palm oil to the 
table. Only working together will make 

solutions possible that are better for all 
stakeholders involved, including the earth's 
ecosystem. 
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PART I: BACKGROUND PERSPECTIVE 
 

1 Seven and a half billion reasons for 
palm oil 

1.1 Good or evil? Villain or righteous 
man? Right or wrong?  

The Good, the Bad, and the Ugly, the iconic 
ñSpaghetti Westernò of the 1960s, is a brutal 
tale of greed, deceit and changing fortunes. 
What seems right turns out to be wrong, and in 
the end, no side can claim the moral high 
ground. Just like in that movie, seeing things 
for what they really are can be challenging in 
the emotional debate surrounding palm oil.  
For years discussions ï often heated ï have 
been going on over the impact of palm oil 
production and consumption on human health 
and the natural environment.  
 
As of now, most agree that negative health 
claims like an increased risk of coronary heart 
disease are largely inconclusive. In fact, such 
claims meanwhile are often used as amplifiers 
by those who actually pursue an environmental 
agenda. Possibly because they realize that the 
environmental debate itself is fraught with too 
many loopholes. 
 
Regarding the environmental effects of palm 
oil there is no denying it: some negative 
consequences are not only alleged but real. 
 

The trouble is that the opposing sides in the 
debate have gotten used to a kind of blame 
game that is devoid of reason. While 
environmentalists often equate palm oil with 
Armageddon ï which is, of course, ludicrous ï 
producer countries can be too much on the 
defensive. They at times are too quick to 
suspect ulterior motives behind genuine 
environmental concerns. Accusations of 
(western) protectionism and ñeco-imperialismò 
fly. This paper attempts to portray that the truth 
behind palm oil is not a simple dichotomy of 
good versus bad. Rather it is more like the 
ocean: lots of hidden currents and eddies. 
Moreover, there is also some ugliness on all 
sides of the debate which should not be buried 
under the surface. 
 

1.2 No sustainability without efficiency 
Human population explosion has put a great 
strain on everything that was once assumed 
sustainable. Today, 7.5 billion people inhabit 
planet Earth. Just a mere 50 years ago that 
number was less than half that. 
 
The industrial revolution changed everything: 
while it took all of human history until around 
1800 for world population to reach one billion, 
the trajectory since then has been steep. The 
fifth billion was added within the blink of an 
eye, in the 13 years between 1974 and 1987. 
Just during the 20th century, the number of 
people on earth grew from 1.65 billion to 6 
billion. 

 
Figure 1: Global Population Explosion  

 

 
Source : http://www.worldometers.info/world-population/#density 

 

http://www.worldometers.info/world-population/#density
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Figure 2: CO2 Emissions since the Industrial Revo lution are in Step with Population Growth  

 
Source : http://awsassets.panda.org/downloads/lpr_living_planet_report_2016_summary.pdf 

 
Given this explosive growth in the number of 
individuals living on earth ï all of whom need 
to be fed, housed, and entertained ï is it any 
wonder that many people are concerned about 
the depletion of natural resources? The 
pollution of air and oceans? The extinction of 
species and the human impact on the 
changing world climate? 

Is it a coincidence that illustrations depicting 
the growth of world population and global 
carbon dioxide emissions look uncannily 
similar? 

Indeed, is it any surprise that safeguarding the 
environment today - in a world with twice as 
many people as a generation ago - is difficult? 

It has become commonplace to argue that the 
globalized world we live in has grown complex. 
But it is true nevertheless. Any action you take 
to protect the environment it is bound to have 
some consequence you never intended and 
would have wished to avoid.  

For example, if the European Union tells itôs 
500 million people to drive electric vehicles, 
what problems will that solve? Can a country 
like Germany - where with 45 million cars (50 
years ago there were only 10 million) the entire 
population of 80+ million can sit in the front 

seats ï reign in transport pollution? Where will 
all the electricity come from? A good portion of 
it will be generated by burning coal. Moreover, 
the lithium and rare-earth elements required in 
the batteries will be mined in far-away places 
like Chile or Bolivia, leading to environmental 
degradation there. Plus, recycling of lithium-ion 
batteries is an unsolved problem, bringing 
environmental concerns closer to home. 

Likewise, if you try to protect species by 
making it unlawful to harm or hunt them or to 
threaten their habitat, you may actually end up 
achieving quite the opposite. For instance, 
there is ample evidence that the introduction of 
the Endangered Species Act in the United 
States can have negative consequences on 
population numbers of the species it tries to 
protect 1.  

The danger of such unintended perverse 
outcomes, sometimes also called Cobra effect, 
is, of course, familiar to social scientists. 

Unfortunately, policy-makers too often ignore 
the Cobra effect. 

                                                        
1 https://www.perc.org/articles/when-endangered-species-
act-threatens-wildlife 

http://awsassets.panda.org/downloads/lpr_living_planet_report_2016_summary.pdf
https://www.perc.org/articles/when-endangered-species-act-threatens-wildlife
https://www.perc.org/articles/when-endangered-species-act-threatens-wildlife
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In our densely populated, globally connected 
and interdependent world, the only answer to 
conundrums like the above is efficiency. 
Rather than setting wrong incentives through 
misguided policies, governments and the 
international community must focus on 
innovation that creates efficient solutions to 
pressing problems. Efficiency carries the seed 
of sustainability. 

To illustrate: in transport, the ultimate solution 
will not be new types of engines. Instead, it will 
come from innovations like the software that in 
the future will power an elaborate grid of self-
driving vehicles, thus dramatically reducing the 
number of cars on the road. 

Similarly, in agriculture, it is imperative to take 
advantage of crops that bring the highest yield, 
on the smallest cultivated area possible, and at 
the lowest cost.  

Efficiency is the key component of 
sustainability. 

 

Cobra Effect 
 
The term originated at the time of colonial 
India. The British government, concerned 
about the number of venomous cobra snakes 
in Delhi offered a bounty for every dead 
cobra. Initially this was a successful strategy 
as large numbers of snakes were killed for the 
reward. Eventually, however, enterprising 
people began to breed cobras for the income.  
When the government became aware of this, 
the reward program was scrapped, causing 
the cobra breeders to set the now-worthless 
snakes free. As a result, the wild cobra 
population further increased. The apparent 
solution for the problem made the situation 
even worse.  
Source : http://bit.ly/1QzLkR6  
 
 

1.3 Barking up the wrong tree 
As far as vegetable oils are concerned, palm 
oil is the most efficient choice ï far and away! 
That is where the key to a sustainable 
vegetable oil value chains lies.  

But - again - our globalized, interdependent 
world has grown complex. And while the need 
to protect the world's ecosystems is surely 
something we all agree on, there can be no 
simplistic, one-size-fits-all solutions. 

Malaysia fully supports the goal of 100% 
Certified Sustainable Palm Oil (CSPO). But we 
will not get there overnight. Because of the 
economic, social, and environmental 
complexities that are involved this will be a 
process, not a one-time regulatory action 
mandated from above.  

To successfully travel down the CSPO road, 
any policy measure must meet four criteria: 

1. the underlying assumptions must be 
verifiable 

2. the economic development of Malaysia 
must not be suffocated 

3. they must be SMART: specific, 
measurable, achievable, relevant and 
time-bound 

4. they must be in line with international 
agreements Malaysia has entered into as 
well as in tandem with our national laws. 

This paper contributes to the debate initiated 
by the EP´s passing of the Resolution on Palm 
Oil and the Deforestation of Rain Forests. 

Stripped to its bare essence, the Resolution 
argues that that (European) consumption of 
palm oil leads to widespread deforestation in 
the tropical areas of producing countries. The 
inferred associated problems of habitat 
destruction, loss of wildlife and biodiversity as 
well as triggering climate change are seen as a 
global threat. 

Bar an outright ban on palm oil and derivative 
products the EP considers the switch to CSPO 
a viable solution. And Malaysia has made 
remarkable progress in becoming the leading 
supplier of sustainable palm oil. 

This paper is organized as follows:  

Section 2 considers the role of palm oil in the 
economy.  

Section 3 looks at palm oil and the 
environment.  

Section 4 provides a detailed discussion of the 
Resolution.  

Section 5 outlines the road to supplying 
exclusively sustainable palm oil to Europe.  

Section 6 draws the central conclusions and 
recommends next action steps. 

https://en.wikipedia.org/wiki/Venom
https://en.wikipedia.org/wiki/Cobra
https://en.wikipedia.org/wiki/Snake
https://en.wikipedia.org/wiki/Delhi
https://en.wikipedia.org/wiki/Bounty_(reward)
http://bit.ly/1QzLkR6
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2 Palm oil and the economy 

2.1. A note on economic development 
To many in Western Europe, economic growth 
seems like an outdated notion. In countries 
where people by the time they reach 
retirement age can reasonably expect to live 
another 20 years, with comfortable pensions 
and comprehensive healthcare cushioning the 
downsides of growing old, the concept of GDP 
growth is often frowned upon. By some, it is 
considered an outright waste of natural 
resources.  
 
However, this does not prevent millions of 
Europeans from driving gas-guzzling SUVs or 
traveling the globe on airplanes that are 
powered by fossil aviation kerosene. 
Unfortunately, in other parts of the world, many 
people are not quite that lucky. Sometimes it 
seems to be forgotten that this is the very 
reason why the UN Sustainable Development 
Goals (SDG) pursue economic development 
alongside sustainable practices. Out of the 17 
goals at least 12 deal directly with the goal of 
economic development. Figure 3 shows the 
first four. 

This focus is also mirrored in the emblematic 
4-Ps summing up the SDGs: People, Planet 
Peace and Prosperity. 
 
So, why is economic development still so 
important even towards the end of the 21st 
century? Have a look at the following graphs 
as referenced in Figure 4 and Figure 5. 

Figure 3: UN SDG´s focus on Sustainability 
AND Development  

 

 

 
 
 

Figure 4: Life expectancy and fertility rates 1960  

 
Source: http://bit.ly/2gS2qmt 

 

http://bit.ly/2gS2qmt
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Figure 5: Life expectancy and fertility rates 2015  

 
Source: http://bit.ly/2gRvreo 

 
 

Figure 6: Gross Domestic Product (GDP), 1960 ɀ 2015  

 
Source: http://bit.ly/2xk9cZ3 

 
Figure 4 and Figure 5 alone tell a gripping tale 
that could fill a book: a mere 60 years ago in 
the countries of the world life expectancy 
overall was much lower than today. In some 
places like Mali or Sierra Leone it was as low 
as 30 years, echoing the grim warning of 17th 
Century philosopher Thomas Hobbes that life 
in the state of nature was ñnasty, brutish, and 
short.ò Compared to the year 1960, in 2015 
most countries are converging towards the 
lower right corner of the chart, indicating an 
overall decline in fertility rates accompanied by 
drastically improved life expectancy.  
 

Citizens of countries as diverse as Nigeria, 
Indonesia, Malaysia, Germany, and France2 
have all enjoyed extended life spans of roughly 
10 to 15 years when comparing then and now. 
Significantly, almost all the countries still to be 
found around the middle of the chart are 
located in Sub-Saharan Africa.  
 
Is there a lesson in all of this? First, consider 
one more graph as mentioned in Figure 6. 

 

                                                        
2  This country sample was chosen because Indonesia and 
Malaysia are the two biggest palm oil producers 
worldwide, Nigeria is the most populous African nation 
producing palm oil, and France and Germany are the two 
largest European nations, serving as points of reference. 

http://bit.ly/2gRvreo
http://bit.ly/2xk9cZ3
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The above three graphs together remind us of 
four crucial insights:  

1. Rising income leads to addressing poverty 
and providing a better livelihood. 
 

2. Advanced economic development, higher 
life expectancy, and lower fertility rates go 
hand in hand (here lies the key and pretty 
much only hope for slowing down the 
global population explosion and the 
depletion of natural resources that goes 
with it). 

3. There still is a large income gap between 
most countries of the world and those of 
the European Union, especially Western 
Europe (although today most observers 
expect the Western dominance to come to 
an end rather quickly in light of rapid 
economic growth especially in places like 
China, India, Indonesia and Brazil). 

4. Sub-Saharan Africa has by far the most 
catching up to do (and that means this is 
where over the next few decades the 
action will be - also regarding sustainability 
and conservation issues). 

Demographers have known for a long time that 
the so-called demographic transition, 

ñ(é) that is the shift from a period in which 
population grows because birth rates exceed 
death rates, to a period of low death and birth 
rates and thus little or no population growth,ò3 

comes with economic development.  

Economists, for their part, have observed for 
centuries that economic development goes 
hand-in-hand with what they call the 
agricultural transformation. That transformation 
is marked by two characteristics. First, the 
declining importance of agriculture that is  

ñ(é) uniform and pervasive, a tendency 
obviously driven by powerful forces inherent in 
the development process, whether in socialist 
or capitalist countries, Asian, Latin American, 
or African, currently developed or still poor.ò4  

                                                        
3 Birdsall, Nancy (1988), Economic Approaches to 
Population Growth; in: Handbook of Development 
Economics, Vol. I; Chenery, H. and T.N. Srinivasan (ED.); 
Elsevier Science Publishers, p. 479 
4 Timmer, Peter C., op. cit., p. 276 
 

The second characteristic is that a growing 
agricultural sector either precedes or at least 
goes alongside general economic growth. It is 
important to note that rapid agricultural growth 
and a simultaneously declining share of the 
sector in an economy's overall output is not a 
contradiction. However,  

ñ(é) the apparent paradox gave rise to a 
widespread misperception that agriculture is 
unimportant ï that it does not require 
resources or a favourable policy environment ï 
because its relative share of the economy 
declinesò5 . 

Many experiences of lower and middle-income 
countries over the past 20 to 30 years confirm 
these observations. Take as an example 
Malaysia and Indonesia, the two countries that 
together supply around 85 percent of the 
world´s palm oil. Both have built their 
remarkable advances in economic 
development on a strong agricultural sector. 
Malaysia, after gaining independence only in 
1957, started out as the world's supplier of 
rubber. The country went on to become the 
leading producer of palm oil for many years 
until taken over by Indonesia. As it turns out, 
the properties of the oil palm make it an ideal 
crop to lift societies out of poverty and to put a 
country on the trajectory for the agricultural 
transformation and economic development in 
general. Let's take a closer look at how the 
crop achieves this. 

2.2 The economics of palm oil 

In Malaysia, people frequently refer to palm oil 
as ñthe Golden Oil,ò and ña gift of nature.ò 
In Europe, what you often hear is that it is a 
cheap oil that goes into 50 percent of 
everything you see in your local supermarket. 
Some even seem to think that palm oil is the 
scourge of humanity. 
As diametrically opposed the above attitudes 
are, they represent two sides of the same coin. 
Because whatever your opinion, there is no 
denying that palm oil as an agricultural 
commodity is one of a kind in several ways. 
 
For one thing, its yield per hectare is several 
times higher than that of other oil crops. The 
significance of this agronomic fact can hardly 
be overstated: although the oil palm now 

                                                        
5 Ibid., p. 277 
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Figure 7: Global Harvested Area of the 5 Most Important Oil Crops  

 

Figure 8: Average yield of the 5 oil crops  

 
 
provides a larger portion of the vegetable oil 
used globally, it grows on only a fraction of the 
land compared to other oil crops. (illustrated by 
the two diagrams above) 
 
Somewhat confusingly, the above figure uses 
as a yield measure hectogram (equivalent to 
100 grams or one-tenth of a kilogram) per 
hectare. The result is of course the same as 

with the more familiar measure of metric tons 
per hectare. 
 
This overwhelming comparative advantage of 
the oil palm has to do with another property of 
the plant. It is unique in that its fruits provide 
two different types of oil. First, the oil extracted 
from the flesh of the fruit (called crude palm oil,
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Figure 9: The fruit of the oil palm  

 

or CPO) and that gained from the fruit seed, 
called palm kernel oil. 

This biological peculiarity lies at the heart of 
the ubiquity of palm oil. The physical and 
chemical differences between palm oil and 
palm kernel oil open up a wide range of user 
applications. While palm oil is mainly used for 
food as well as several non-food and 
renewable energy applications (including 
biodiesel), palm kernel oil goes into 
oleochemicals used for making soap, 
toothpaste, candles and other products. 
Nevertheless, palm kernel oil as well has 
several very specific food-based applications 
that are almost impossible to be duplicated, 
except by coconut oil (which shares 
compositional similarities with palm kernel oil). 

Closely linked to the superior yields of the oil 
palm is the fact that the plant has an average 
productive lifespan of 25 years. This is 
something that is much more significant than it 
appears at first. Once planted, the oil palm 
seedling grows for about three years before it 
begins to bear fruits. Then it remains on that 
patch of land where it grows for another two 
and a half decades.  

Annual crops, of course, must be replanted 
every year. To complicate things further, 
rapeseed, Europe´s number one oil crop, 
suffers from something called autotoxicity, 
meaning that it cannot be planted on the same 
plot of land for two years in a row. Instead, a 

two to three-year crop rotation is necessary, 
thus requiring even more land and other 
associated agricultural inputs including fossil 
fuels to run tractors and mechanization tools. 
There even are studies that suggest if 
rapeseed is followed by sunflower, sunflower 
yields will be significantly lower as well. 6 

For European agriculture this could turn into a 
nightmare if not properly managed. Curiously, 
we never hear mention of these kinds of 
challenges in the ensuing debate about 
sustainable oils and fats production. 

The oil palm, by comparison, needs three 
things to flourish: lots of sun, warm 
temperatures, and plenty of water. These 
conditions are ideally met in those parts of the 
globe that straddle around the equator, 
specifically 10 degrees north and south of it. 
Oil palm farming is rain-fed agriculture and 
less dependent upon manmade irrigation 
systems. However, as it happens, tropical 
rainforests share the same geographies, 
triggering intense debate about oil palm 
cultivation and its encroachment into these 
forests. 

The environmental problems that entails will be 
dealt with in Section 3 below. For now, it is 
important to realize that all these above factors 
combine to make palm oil the most efficient 
vegetable oil there is.  

                                                        
6 http://www.tandfonline.com/doi/pdf/10.1626/pps.14.339 

http://www.tandfonline.com/doi/pdf/10.1626/pps.14.339
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Efficiency means two things: it can be sold at a 
lower price than other oils and fats, and 
regarding resource inputs (land, fertilizers, 
pesticides, irrigation water) it is much more 
sustainable than its alternatives. 

Moreover, the favourable economics of palm 
oil imply that it is a boon to the economies of 
producing countries, like Malaysia. 

2.3 Palm oil in the Malaysian economy 

2.3.1 Economic snapshot of Malaysia 
Since gaining independence in 1957, Malaysia 
has come a long way. Until the 1970s tin and 
rubber were the primary income earners for 
the country.  
 
Today, Malaysia has turned itself into a 
diversified economy, exporting electrical 
appliances as well as electronic components, 
natural gas as well as palm oil and its 
derivatives. 
 
According to the World Bank Malaysia is one 
of the few countries that has maintained an 
average annual GDP growth of seven percent 
for more than 25 years. 

As a result, Malaysia almost entirely 
eradicated poverty among its population. A 
low-income economy in the 1970s Malaysia 
reached high middle-income status in 1992. Its 
national per capita income grew more than 25 
times from its 1970 level of US$402 to almost 
11,000 in 2014. During the same period, the 
incidence of poverty was reduced from a 
staggering 49.3% to only less than one 
percent. 
 
Today most Malaysians have access to 
potable water and electricity. But still, gaps 
remain compared to other high-income 
countries. 
 
The diagram below illustrates the impressive 
improvements Malaysia attained in this 
indicator of human development. However, it 
also shows, that infant mortality in Malaysia in 
2015 stood at 7, almost double that of 
Germany (3.7). Indonesia´s rate (27.2) is more 
than seven times that of Germany, Nigeria´s 
(108.8) is a depressing 30 times higher. 
 
 

 
Figure 10: Mortality of Children under the age of Five ɀ probability per 1000 births  

 
Source: http://bit.ly/2fkMQwa 

 

 

 

 

 

 

http://bit.ly/2fkMQwa
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Another interesting measure to look at is the 
number of physicians per 1,000 people 
(including generalists and special medical 
practitioners). Here the extremes are, again, 
Germany with 3.8 physicians versus Indonesia 
with only 0.14. In this regard, Indonesia and 
Nigeria have practically made no progress 
since the 1980s, whereas the indicator for 
Malaysia more than doubled during the past 20 
years. 

What is the relevance of all this to the 
discussion of palm oil? It lies with the fact that 
all of the palm oil producing nations are 
endeavouring to address rural poverty and 
rising the income levels. 

Malaysia, however, has several challenges 
where further progress is needed.  

It helps to understand that Malaysia is made 
up of three quite diverse regions: first 
Peninsular Malaysia, which houses the capital 
city of Kuala Lumpur, a metropolis where more 
than eight million people live (about one-fourth 
of Malaysia´s total population of 30 million).  

Again, what is the relevance of all this to the 
discussion of palm oil? It lies with the fact that 
all of the palm oil producing nations on the 
globe are in the catch-up phase of economic 
development. Albeit at different stages, they all 
are still trying to close the gap that exists 
compared to the high-income countries 
typically associated with ñthe West.ò  

Malaysia has come a lot further in this catch-
up process than its palm oil producing peers, 
whether in Asia or Latin America. But in 
particular when compared to the poor African 
countries that pin their hopes for improved 
living standards on the oil palm. Malaysia, 
however, has several challenges where further 
progress is needed.  

It helps to understand that Malaysia is made 
up of three quite diverse regions: first 
Peninsular Malaysia, with the capital region of 
Kuala Lumpur, a metropolis where more than 
eight million people live (about one-fourth of 
Malaysia´s total population of 30 million). More 
than 80 percent (around 25 million) of 
Malaysians call the Peninsular home. 

The other two regions are Sabah and 
Sarawak, located on the island of Borneo. 
Roughly 80 percent of the entire Borneo 
island´s territory belong to five Indonesian 
provinces that together make up Kalimantan. A 

third small but sovereign nation on Borneo is 
Brunei. 

Some Facts about Borneo 

With an area of over 750,000 km² Borneo is more 
than twice as large as Germany and larger than any 
other European country. The coastline of the island 
stretches over 4971 km. More than 20 million 
people live there. 
 
Borneo is situated on the equator and in its climate 
the natural vegetation develops into tropical 
rainforest. In its original state, and excluding areas 
that are too high up or too marshy, the island was 
the third largest area of tropical lowland rainforest in 
the world (after the Amazon and Congo-Basin). 
 
Borneo, unlike some other Sunda islands, does not 
profit in the same way from volcanism and therefore 
has the typical less fertile soil (leaching) on which 
most of the tropical rainforests grow. This, and not a 
lack of accessibility, explains the traditionally 
comparatively low population density. 
 
However, the beautiful forests of today cannot 
generally be regarded as primary forest. The 
indigenous people of the island were mostly not 
exclusively hunters and gatherers, but practiced 
nomadic slash-and burn agriculture. The ecosystem 
tolerated that as long as the island´s population was 
low, and the vegetation had enough time for 
regeneration.  
 
Today, it is often difficult to distinguish between 
primary and secondary forests. 
 

 

It is important to note that Sabah and Sarawak 
formally became parts of Malaysia only after 
joining the Malay Federation in 1963. To this 
day, both enjoy considerable autonomy from 
the central government in Peninsular Malaysia 
in conducting their affairs. 

The Malaysian government is grappling with 
two kinds of inequality regarding income 
distribution. First, with differences between 
urban and rural areas, which is particularly 
pronounced in Sabah and Sarawak. And, 
secondly, with the development gap between 
Peninsular, and Sabah and Sarawak.  

Add to that the fact that the Malaysian 
population continues to grow at a currently 
estimated 1.67 percent annually. That amounts 
to about 140 additional people per day 
(including migrants), or more than three million 

                                                        
7 http://worldpopulationreview.com/countries/malaysia-
population/ 

http://worldpopulationreview.com/countries/malaysia-population/
http://worldpopulationreview.com/countries/malaysia-population/
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Malaysians in the past ten years. This 
population growth alone makes it plain and 
obvious that Malaysia's economy needs to 
continue to grow. 

Acknowledging this, the Malaysian government 
in 2010 launched the economic transformation 
program (ETP). Its goal is to elevate the 
country to developed nation status by 2020, 
targeting a GNI (gross national income) per 
capita of US$15,000. The figure is based on 
the threshold value for a high-income economy 
used by the World Bank. 

Working towards that goal 12 National Key 
Economic Areas (NKEAs), representing 
economic sectors which account for significant 
contributions to GNI have been implemented. 

The ETP is part of the New Economic Model 
(NEM) also announced in 2010 and the central 
features of which are shown in the following 
diagram.  

Figure 11: The Goals of Malaysia´s NEM 

 
 

The NEM´s vision is a wide-ranging 
transformation of the Malaysian economy and 
indeed of the society at large. At the centre of 
it lies the quality of life of the rakyat, which 
might best be translated into ñpeopleò or ñcivil 
society.ò 

2.3.2 The contribution of palm oil 

Palm oil industry is one of the key priority 
sectors under the NKEA.   

In 2017 Malaysia is celebrating 100 years of 
commercial cultivation of the oil palm. The 
plant of the Elaeis guineensis variety native to 
Western Africa was originally introduced to 
Southeast Asia by the Dutch who brought it to 
Bogor, on the Indonesian island of Java. 

First commercial planting was undertaken in 
Malaysia in 1917 (somewhat ironically, given 
the strong anti-palm oil sentiment in modern-
day France, by Frenchmen Henri Fauconnier). 

Almost 50 years later planted acreage had 
reached no more than around 60,000 ha. 

However, the growth that ensued was 
exceptional: over one million hectares were 
under cultivation when the 1980s came 
around, two million by the 1990s, and todayô 
planted area is officially set at 5.7 million 
hectares. 

Incidentally, it may be interesting to note that 
this is less than the total area under all 
European oilseeds and olive cultivation 
(approximately 16 million hectares) and even 
less than rapeseed cultivation alone (6.5 
million hectares) in the European Union. 

In other words, Malaysia pioneered the 
commercialization of palm oil. This heritage 
makes Malaysia the producing nation not only 
with the longest trajectory but also with the 
largest accumulated wealth of knowledge 
about all things palm oil, residing explicitly in 
its sector institutions and implicitly in tacit 
knowledge and tried and tested good 
agricultural practices. 

Malaysian palm oil is a world leader in R&D, 
applying the most technologically advanced 
and efficient modes of production and 
processing. For many years Malaysia also was 
the world's number one producer of palm oil 
only surpassed by Indonesia relatively 
recently. Today, Malaysia produces over 30% 
of global palm oil output.  

These figures indicate the role of palm oil in 
Malaysia's economy: more than one million 
people are employed in the sector, producing a 
share of between five to six percent of 
Malaysia´s GDP and 7.8% of total exports, 
making palm oil the fourth largest contributor to 
overall Malaysian exports by value. In 2016 
total export value of palm oil and palm related 
products stood at 67.6 billion ringgits, roughly 
equivalent to 13.5 billion Euros (at the 
September 2017 exchange rate). 

Given the pivotal importance of palm oil in the 
Malaysian economy and the need for further 
economic growth identified above: where will 
future growth in the palm oil sector come from?  
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Figure 12: The EU's leading Oil Crops - Area Harvested  

 

There are three possible sources: 

1) Increasing planted area; 

2) Improving efficiency; 

3) Focusing on products with higher value 
added. 

Malaysian policy makers target all three. 

2.3.3 Palm oil as an objective of 
economic policy 

Accordingly, Malaysian authorities have 
identified eight enablers for the palm oil sector 
under the ETP called Entry Point Projects 
(EPP). 
 
For a better understanding of what the eight 
EPPs are intended to do, take a look at a 
(very) simplified palm oil value chain first. 
(Figure 13) 

This depiction of ñfrom palm to plateò describes 
the supply chain of palm oil on the most basic 
level. In fact, the real-life supply chain is 
infinitely more complicated: 
 
ñThe global palm oil value chain has grown in 
complexity over time. A large number of 
consumer goods companies use palm oil and 
derivatives, yet the processing and refining is 
concentrated in a handful of corporate groups 
and traders, which in turn source their supply 
from their own concessions, a large number of 

third-party suppliers, and tied and independent 
smallholders connected through extended 
intermediation networks.ò8  
 
In short, four different conceptual stages of the 
supply chain can be identified: production, 
processing, trade, and consumption. At each 
stage, a complex web of actors and 
stakeholders comes into play. 
 
This high level of complexity is at once good 
and bad news. Bad, because it makes 
environmental and other issues so hard to 
track. Good, because it allows for 
improvements at many touch points along the 
chain. 
 
And this is where the eight EPP come in. 
Generally speaking, the Malaysian palm oil 
sector strives to move up the value chain and 
to introduce high-end palm products in food 
and health-based segments, among others. In 
the same vein, efforts have been taken to 
further boost smallholdersô productivity amid 
increasingly limited agricultural land. 

                                                        
8 The Palm Oil Global Value Chain, CIFOR Working paper, 
http://www.cifor.org/publications/pdf_files/WPapers/WP220
Pacheco.pdf 
 
 

http://www.cifor.org/publications/pdf_files/WPapers/WP220Pacheco.pdf
http://www.cifor.org/publications/pdf_files/WPapers/WP220Pacheco.pdf
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Figure 13: Simplified Palm Oil Supply Change  

 
Source : https://www.sustainablepalmoil.org/infographics/ 

 
At this point a brief reference to the structure of 
the Malaysian palm oil industry is necessary. It 
is important to realize that the palm oil sector is 
divided up into broadly speaking three 
subsectors which are significantly distinct: on 
the one hand, there are world leading 
plantation companies and vertically integrated 
enterprises like Sime Darby, Felda Global 
Ventures, or Genting.  
 
On the other side of the spectrum, there are 
many thousands of smallholders (in Malaysia 
defined as holdings under 40.5 ha of size). 
They can either be organized in public 
schemes or (increasingly) in cooperatives or 
operate as independent farmers. Most of those 
farm dispersed patches of land, making up for 
holdings of no more than five hectares or less. 
Many of those smallholders are over 55 years 
of age and farm only part-time. 
 
In the middle are what can be called SMEs 
(small and medium enterprises). They account 
for the largest combined cultivated area, and 
their operations reach different levels of 
sophistication. 

 
With this diversity in mind, the Malaysian 
government pushes for improvements in the 
palm oil NKEA by dividing the eight EPPs into 
thrusts: first upstream to improve productivity 
and ensure sustainability and downstream to 
create higher value-added domestically. 
 

The biggest impact on issues of sustainability 
and deforestation comes from the conditions 
upstream. Therefore, the following sections will 
focus on the first four EPPs.  

EPP 1: Accelerating the Replanting and 
New Planting of Oil Palm 

Funds allocated under this EPP are earmarked 
for replanting and new planting schemes to be 
carried out. The focus is on replanting, and the 
scheme is intended to help independent 
smallholders replant old and unproductive 
trees in planted areas below 40 hectares. 
While formerly replanting involved culling and 
burning of the old trees, Malaysia has for years 
a strictly enforced zero burning policy in place. 
This includes the shredding of trunks and 
fronds and letting them decompose in situ as a 
natural fertilizer.  

https://www.sustainablepalmoil.org/infographics/
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Malaysia will focus on enhancing current 
productivity levels taking on board the limited 
availability of suitable land (in view of 
Malaysiaôs commitment towards retaining 50% 
of its land area under natural forest cover) for 
further expansion of oil palm. 
 

EPP 2: Improving FFB yield and EPP 3: 
Improving Worker Productivity 

In Malaysia, where available land is limited and 
sustainability governance comparatively 
strong, higher demand for palm oil cannot 
simply be met by increasing cultivated area. 

Thus, the industry puts tremendous efforts into 
improving the yield per hectare planted. 
 
EPPs 2 and 3 are similar in that they ultimately 
deal with this goal, coming from two different 
angles: new plant varieties and/or better farm 
management. 

EPP 2 aims to achieve a national average 
fresh fruit bunch (FFB) yield (not to be 
confused with oil yield) of 22 tons per hectare 
(ha) for independent smallholders, 26 tons/ha 
for organized smallholders and 28 tons/ha for 
large estates by 2020. 

 
 

Table 1: Palm oil Entry Point Projects as part of the 2010 Malaysian  
Economic Transformation Program  

 
Upstream Downstream 

EPP 1: Accelerating oil palm re- and new planting  EPP 6: Focus on high-value oleo derivatives 

EPP 2: Improving fresh fruit bunch yield EPP 7: Commercializing second generation biofuels 

EPP 3: Improving Worker Productivity EPP 8: Expediting growth in food and health-based 
downstream segments 

EPP 4: Increasing the oil extraction rate  

EPP 5: Developing biogas facilities at palm oil mills  

 

Figure 14: Different shell thickness in Tenera and Dura oil palm varieties  
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EPP 3 acknowledges the fact that the palm oil 
industry has long depended on manual labour 
(now frequently foreign), particularly to harvest 
and transport FFB. That leaves it vulnerable to 
a labour crunch, potentially hurting 
productivity. 

Palm oil farming may be more complicated 
than it appears and many factors in yield 
improvement come into play. A few examples:  

The thickness of the shell surrounding the 
seed of an oil palm fruit can influence overall 
yield by up to 33%. The thicker it is, the more 
space it takes up. This is one of the reasons 
why the thin-shelled Tenera variety of the oil 
palm is predominant in Southeast Asia.  

Likewise, the height of the individual palm tree 
is very important for several reasons. Unlike its 
South American sister, the Elaeis oleifera 
which only grows a few meters above the 
ground but unfortunately has overall much 
lower yields than the Tenera species, Elaeis 
guineensis can reach a height of up to 15 
meters.                                                                        

Lower height would not only make cutting the 
FFB from the tree considerably easier. As can 

be appreciated in the two photos below, a 
harvest worker first has to cut off the fronds so 
the FFB can be reached. Then the stem of the 
bunch itself is cut, usually with a pole carrying 
a sickle. Working in great height makes this a 
challenging and tiring enterprise.  

Another issue having to do with height is 
correct FFB selection. The higher up the fruits 
are, the more difficult it is for workers to 
determine the degree of ripeness and thus the 
right time to harvest. Timely harvesting, of 
course, improves yields. 

These examples serve to illustrate the type of 
challenges faced in oil palm farming, where 
mechanisation innovation this far has proved 
to be more or less elusive. 

In fact, Malaysia´s Palm Oil Board (MPOB) 
every year holds an International Competition 
on Oil Palm Mechanization (ICOPM) where 
participants enter innovations in three 
categories: 1 harvesting technology, 2) loose 
fruit collection technology; 3) FFB evacuation 
technology. 

 

Figure  15: FFB sit on top of the palms fronds ɀ which must be cut first  

 

 


