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Prospects and Challenges of
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The Government of China has an overall strategy for the development of a Harmonious
Society by 2020 that is focused on human progress, social civilization and sustainable
development, parallel with the country’s rapid emergence as a key player in the global
economy. In the area of sustainable development, China has made commitments towards
global agendas such as mitigation of climate change and biodiversity protection. As a major
importer of palm oil and as a potential upstream producer, China can play a significant role
in the sustainable development of this sector. The international palm oil industry and various
national and international stakeholder groups have been meeting since 2004 to address
serious concerns about how to make this very important commodity grow in production
volume but without current levels of forest loss and environmental degradation.

Through the international Roundtable on Sustainable Palm OQil (RSPO) principles and
criteria for sustainability have been defined and formulated into a certification system of
relevance to the entire palm oil market supply chain. This certification system is now being
introduced throughout the world with considerable uptake and interest not only on the part of
producers and producer countries but also on the demand side, especially in Europe and a
variety of multinational companies.

In recent two years, China's average palm oil import volume stands at over 6 million
tons. Palm oil has become the first greatest import variety of vegetable oil for China with
its increasingly strong impact on international palm oil industry. The increase of import can
have a certain influence on the main producers of palm oil as well as global environment and
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for the future production and trade of sustainable palm oil in the world. The British side shows
great interest in it and hopes to have a joint research in this area. Under the auspices of the
China-UK Sustainable Development Dialogue (SDD), the project—Prospects and Challenges
of Sustainable Palm Qil for China, sponsored by DEFRA and EFID of UK and supported
by the Department of WTO Affairs of Ministry of Commerce, was initiated in July 2010.The
project is implemented by China Chamber of Commerce for Import & Export of Foodstuffs,
Native Produce & Animal By-Products (CFNA), providing the policy suggestions on promoting

sustainable palm oil in China.

The objectives of the study are to :

(1) provide strategic policy guidance for the Chinese government
towards the development of sustainable palm oil, (2) facilitate the
adoption of sustainable trade policy with regard to palm oil in the
upper levels of Chinese government and (3) provide a business
case for shifting to sustainable palm oil that is relevant for Chinese
commerce. The RSPO definition for sustainable palm oil production
methods is that they should be “comprised of legal, economically
viable, environmentally appropriate and socially beneficial
management and operations.”




Palm oil processed from the fruit bunches of the African oil palm
(Elaeis guineensis) is today the world's leading vegetable oil, in terms
of production, trade and the myriad of uses for food, industrial and
biofuel applications. Cultivated entirely in the tropics from latitudes 100
South to 100 North, palm oil has become a key driver for agro-economic
development in the producing countries in Southeast Asia, Papua New
Guinea, and to some extent Central and West Africa and tropical South
America. Compared with the other major vegetable oils, production
of palm oil has grown at a phenomenal rate. In 2010, palm oil was 33
percent (45.9 million tonnes) of the world's vegetable oil production of
139.7 million tonnes. Indonesia and Malaysia together accounted for 82
percent (37.8 million tonnes) of total palm oil production.

Palm oil is also the most widely traded vegetable oil; the world's
largest exporters being Indonesia and Malaysia, accounting for about 90
percent of the total trade in 2009. China, India and the European Union
have been the world’s largest importers for many years. In 2009, China,
India and EU27 countries imported 6.6 million, 6.8 million and 5.8 tonnes
respectively, which is equivalent to 53 per cent of total imports. Palmoil
demand for food and non-food applications will increase with rising
populations and standards of living, and demand for biofuels. Global
demand by 2015 might be up to 63 million tonnes, a 36 percent increase
over 2010 production, and perhaps this could increase to 77 million
tonnes by 2020. The implications for the environment and land use are
substantial both in existing high production areas, and in other countries
with potentially available lands.

China's consumption of palm oil has increased steadily since 2001
from about 1.5 million tonnes to about 6.5 million tonnes in 2009 (about
10 percent annual growth rate). Imports since 2006 have been stimulated
by liberalization of the policy on imports. China's requirements for palm
oil are met mainly from Southeast Asia and Papua New Guinea; the key
supplier is Malaysia (61 percent of 6.44 million tonnes in 2009), followed
by Indonesia. Palm oil is imported mainly as refined palm oil (70 percent)
predominantly for food applications, with about 9 percent in the form of
crude palm oil and 21 per cent as palm stearin. As most of the palm oil
imported into China is used for processing and manufacturing of food
and industrial products for domestic consumption, there is insignificant
outflow of products from China. Looking into the future, the demand for



palm oil by China is expected to grow at about 10 per
cent a year and it is expected to be about 8.6 million
tonnes and 12.0 million tonnes by 2015 and 2020
respectively. The increase would be mainly for food
uses to meet population and per capita consumption
increases.

Although palm oil has been produced on a
commercial scale since the beginning of the 20th
century and numerous positive attributes have made
it the world's leading vegetable oil, there has been
much controversy over the sustainability aspects of
this industry, particularly over the past decade. From
the perspective of the growers, production of palm
oil has been sustainable for a long time in that best
management practices have been put in place for

production and practices and they have complied with relevant national laws. Oil palm has

the highest productivity per hectare compared with other oil seed crops; it is 10 times more

productive than soybeans and 5 times that of rapeseed.

From the socio-economic point of view, palm oil in producing countries such as Malaysia

and Indonesia has contributed significantly towards job creation, reduction of poverty and

regional economic development. However, other stakeholders particularly NGOs have

raised serious concerns over unsustainable expansion of the sector that could cause

further destruction of the remaining tropical forests and their rich biodiversity. Deforestation,

particularly in fragile
landscapes such as the
extensive peat lands
of Indonesia, could
lead to substantial
greenhouse emissions
and contribute to
climate change. The
massive expansion
in oil palm cultivation
in the past few
decades, particularly
in Indonesia has also
resulted in numerous
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social conflicts involving plantation companies and development agencies and indigenous
peoples, local communities, smallholders as well as workers in the sector. The Government of
Indonesia and other countries such as Brazil interested in expanding palm oil production have
indicated thei r concern that future development should done on a sustainable basis.

A concerted effort among the actors in the palm oil supply chain is required to address
sustainability challenges. The main impetus has been the Roundtable on Sustainable Palm Qil
(RSPO) established in 2004 with the objective “to advance the production, procurement and
use of sustainable oil palm products through the development, implementation and verification
of credible global standards and the engagement of stakeholders along the supply chain.”
RSPO is a multi-stakeholder
organization that brings together
the key players in the palm
oil supply chain, namely palm
oil producers, processors
and traders, consumer goods
manufacturers, retailers, banks
and civil society organizations
including environmental/nature
NGOs and social/developmental
NGOs. RSPO has made
unprecedented progress and
has become the most advanced

roundtable platform dedicated
to addressing the sustainable
production of a single commodity crop throughout the supply chain. A standard for defining
sustainable palm oil was developed through a multi-stakeholder process within the initial
2 years, followed by the development of a certification system and trade and traceability
mechanisms.

The first RSPO certification for production of sustainable palm oil was awarded to United
Plantations (Malaysia) on 26 August 2008, and trade of CSPO commenced in November 2008
when the first shipment of 500 tonnes of CSPO reached Rotterdam. The volume of CSPO
increased steadily as more producers received certification. As of 14 February 2011, there
are 84 certified palm oil mills, together capable of producing more than 3.61 million tonnes of
CSPO. The largest producer is Malaysia where 50 mills can produce about 1.93 million tonnes
or about 60 percent of total production. Indonesia is the second-largest producer of CSPO
accounting for more than 33 percent, with the balance from plantations in Papua New Guinea
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and Colombia.

Purchase of CSPO produced to-date has been mainly in EU countries. After a slow
start, consumption in 2010 increased to 56 per cent of total CSPO production of 1.28 million
tonnes. The total volume of CSPO compared to overall palm oil production is expected to
increase since major manufacturers in Europe and USA have made commitments to source
only CSPO, generally by 2015. These commitments were made in part as the result of a
sustainable palm oil campaign on the part of environmental non-governmental organizations
during the past few years, described in a number of brief case studies included in the report.
The first importing country to set a 100 percent goal for CSPO is the Netherlands, where palm
oil consuming companies have collectively pledged to source only CSPO domestically by
2015.

For CSPO to become a mainstream commodity, demand must spread to other major
consuming countries, especially China and India (which account for 37 percent of global palm
oil imports.) It said that a mainstream market breakthrough will occur if global demand for
CSPO reaches 20 percent by 2013, and 40 percent by 2019, with China, India and Indonesia
being the most significant emerging markets for CSPO.

The business case for sustainable palm oil in China is really a case for the greening of the
entire market supply chain for palm oil—from the conditions under which oil palm is planted,
grown and produced into crude palm oil, to environmentally-sound production and use in a
wide variety of products in China, and to wholesale and retailing where various sustainability
conditions may be imposed by consumer demand within and outside China. The business
case will be driven by profitability, risks and by the alignment of national interest and business
interests. The likely outcome is not whether CSPO will become important, but how soon. It
may be most urgent for large traders, for those Chinese companies wishing to invest directly
in palm oil production, and for those manufacturers in China with export-oriented products




containing palm oil.

Profitability for traders and businesses in China that sell or utilize
palm oil is unlikely to be seriously upset by embracing sustainability
certification, since the cost is relatively low, and as long as consumers
understand the reason why certification is important.

There may be risks in buying CSPO for use in China, for example
the risk that global CSPO demand eventually outstrips supply and palm
oil prices rise even further than in recent times, or that CSPO markets
are undercut by producers of non-certified palm oil selling much more
cheaply. However, these risks must be balanced against the risk of not
buying CSPO at a time when there clearly is a shift to CSPO underway.
The risks of ignoring this shift include campaigns against products
containing non-CSPO, especially those exported from China, or collateral
damage to other trade, and difficulties for Chinese investors who may be
unable to readily access suitable lands or raw palm oil abroad during the
coming decade.

The alignment of national interests and business interests depends
upon greening of the palm oil supply chain being consistent with
China's major commitment to improving environment and sustainable
development, including concerns such as Low Carbon Economy, climate
change mitigation and biodiversity protection. China also is seeking
better international cooperation in general, including with its neighbors
such as the ASEAN nations, and with Africa and Latin America. China
is already making significant progress towards a “green economy”,
including trade and sustainable development matters, and will accelerate
its environmental efforts during the 12th Five Year Plan.

For Chinese enterprises involved with palm oil, the coming five years
will be a critical period for the development of a robust sustainability
approach that will offer better guarantees for the future stability of the
palm oil sector and its contributions to food security, economic prosperity
and global environmental improvement. In so doing, the enterprises
should improve their own financial standing. Chinese enterprises
and their associations can take the lead in building an internationally
recognized, largely voluntary approach with a high degree of participation
in sustainability certification. The costs for Chinese enterprise
participation in this effort can be spread over time, and staged across



businesses operating at different scales and levels of environmental and
sustainable development sophistication.

The study has examined a number of ways in which China could
move progressively towards successful adoption of CSPO based on
Chinese characteristics and needs. The Government of China needs
to send appropriate signals to enterprises, the financial sector and
stakeholders inside and outside of China that it endorses the adoption
of sustainable practices on the part of Chinese businesses engaged in
trade, investment and production of palm oil products, and by building
awareness of the value of these practices. In this way, China will help
to set the framework and to accelerate the pace of action all along the
palm oil supply chain. Fortunately, considerable groundwork already is
falling into place on the part of the trading associations, companies and
stakeholder organizations.

Interest in promoting sustainable palm oil in China started soon
after the establishment of the RSPO in 2004. The initial effort was
undertaken by WWF China and WWF International as part of the global
WWF Forest Conversion Initiative to prevent further conversion of
the remaining tropical forests for palm oil and soy production. CFNA
has contributed to the effort in awareness raising and promotion of
sustainable palm oil among its members since 2008. It has been actively
involved in the annual roundtable meetings of the RSPO and has shared
its perspectives and views during these meetings in the past 3 years.
In conjunction with the China International Oils & Oilseeds Industry
Summit in 2009, CFNA organized a stakeholder dialogue on sustainable
palm oil and this laid the foundation for the formation of the Network
for Promoting Sustainable Palm Qil in China in November 2009. The
objectives of the Network are to: (1) support the promotion, procurement
and use of sustainable palm oil in China and (2) support the production
of sustainable palm oil through any investments in producing countries
that are consistent with the principles for sustainable palm oil production,
national laws and China's guidelines for sustainable agriculture.

Following a review of the present policies and frameworks relating
to sustainable development, climate change, low carbon economy,
sustainable investments and trade and taking into account the challenges
that Chinese enterprises might face, this study provides several policy




options for the promotion of sustainable palm oil for China. The first, establishment of a
national policy objective for sustainable palm oil should be an overarching, high priority. The
recommendations include the following:

1. Establish a National Policy Objective for Sustainable
Palm Oil

The national policy objective should be for China to import and utilize
only palm oil that is produced in a sustainable fashion according to Chinese
and/or internationally recognized standards, and to ensure that Chinese
traders, businesses and investors operate abroad in an environmentally and
socially sustainable manner. It is an objective that could be started with pilot
initiatives and fully implemented
over a decade, so that by 2020
this resource, which is vital to
China's food security, and an
important ingredient in many
products consumed domestically
or exported, will meet growing
Chinese demand without
excessive environmental damage
in the producing countries.

2. Establish a Chinese
Market-based Sustainability
Certification Standard for Palm Oil Traders, Food Processors,
and Industrial Users

China should construct its own system of certification for sustainable
palm oil that can satisfy domestic standards and needs, and is compatible
with the RSPO international certification system and possibly other emerging
certification efforts if they are sufficiently credible.

3. Support Domestic Awareness-raising and Demand for
Sustainable Palm Oil

The awareness of relevant government agencies, retail businesses,
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manufacturers using palm oil, traders, domestic consumers and others needs
to be significantly increased, since this environment and green economy
subject is currently not receiving much attention either at the policy or
operational level, or as a factor in consumer decision-making within China.
Increasing domestic demand for CSPO depends on building this awareness
and establishing a strong rationale linked to green foods, low carbon
lifestyle, and maintaining a modest ecological footprint. It could be helped by
generating greater media interest, by governmental policy statements and
guidance, and by clear identification of products that use only sustainable
palm oil.

4. Issue Guidelines
Governing Environment and
Sustainable Development
Requirements for Chinese
Overseas Investment and
Operation of Chinese
Enterprises Abroad

Chinese enterprises
investing in overseas plantation
development and production
of palm oil need guidelines
that will help them to establish
what constitutes appropriate
sustainability behavior and
standards, including compliance with national and international laws and
with voluntary standards such as the RSPO Principles and Criteria. These
guidelines should be established by the Government of China as soon as
possible and should take into account the considerable effort of international
organizations such as the World Bank, the IFC, and FAO, in addition to the
RSPO, and the efforts of some major international private sector companies
such as the HSBC. As well, it would be wise to take into account the
experiences of existing Chinese companies that have been active in palm oil
investment such as the Julong Group operating in East Kalimantan.
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5. Initiate an International Cooperation Program to Address
China's Expanding Ecological Footprint Related to Estate Crop
Commodity Imports

Ecological footprint should be incorporated into the policy assessment
of proposed increases in the import of commodities from environmentally
and/or socially sensitive regions and countries. Most simply, ecological
footprint is explained as peoples' or a nation's draw upon the ecosystems
and natural resources of the planet. With China's rapid expansion through
overseas investment and trade involving estate crop commodities to ensure
food security and to meet other needs such as the use of vegetable oils
as industrial raw materials, there comes a greater need to reduce negative
impacts and to foster positive ones globally and in host countries.

The preliminary findings and recommendations of this study were
examined at a multi-stakeholder meeting convened in Beijing in March 2011
and several improvements and suggestions for further work have been
incorporated in the final report. The results of this study will be communicated
to policy makers in the public sector, leaders of enterprises and relevant
stakeholder organizations along the palm oil supply chain in China as well as
overseas.
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