Sustainability Lessons Learned From Palm Oil | 0

Sustainability Lessons
Learned From Palm Oil
What companies and civil society can do to improve
sustainability in the palm oil sector and protect forests

By Matt Piotrowski
and Niamh McCarthy

Sustainability Lessons Learned From Palm Oil | 1

Introduction
In recent years, the palm oil industry in Southeast Asia has made significant sustainability gains
through company transparency commitments, government action, NGO pressure, and increased
awareness among banks, investors, and consumers. The region still has work to do to eliminate
deforestation in palm oil supply chains, but the evolution of the global palm oil market has provided
valuable lessons that civil society and companies can leverage to help foster sustainable
development in markets that are in their infancy. This is particularly the case in Peru, where the
burgeoning palm oil market presents both opportunities and risks. In order to avoid the worst
effects of deforestation, the country’s palm oil industry should incorporate lessons already learned
from actors in Southeast Asia. The paper will analyze the progress and challenges of the palm oil
sector in becoming more sustainable and reducing deforestation. It will conclude with an overview
of lessons that civil society and industry can adopt to help drive change in growing markets such
as Peru.

Key Findings
•
•
•
•

Despite palm oil’s large role in the global economy, deforestation driven by palm oil has fallen in
recent years in Southeast Asia due to NGO campaign pressure and company commitments.
Palm oil’s growing role in Peru’s economy risks damage to indigenous communities and the
country’s forests.
Substitutes for palm oil and are not yet economically viable or beneficial for the environment.
Businesses operating in Peru must adopt zero-deforestation targets, increase supply chain
transparency, engage with growers, and publish regular sustainability reports.

Palm Oil’s Growth
The palm oil boom was mostly inevitable. The oil is cost effective due to its efficient yield per
hectare and year-round production capacity in a variety of soils. It has many qualities that make it
very desirable in commercial application – it is odorless, colorless and, at room temperature, it is
semi-solid. As a result, it is used in a variety of products, from lipstick to instant noodles. Exports
of palm oil from Indonesia and Malaysia, which account for 85 percent of global production, have
seen their combined palm oil exports grow by 270 percent over the past 20 years.1 The global
population consumes over 7.7 kilograms of palm oil per person every year.
Palm oil production, however, has come at a significant environmental cost. Slash-and-burn landclearing techniques have led to rampant deforestation in producing regions: Since 2000, for
instance, just under half of the all deforestation on Borneo is attributable to the palm oil sector.2
Though quantifying its direct impact on biodiversity is more difficult, palm oil production typically
occurs in regions with high biodiversity, which magnifies its impact. Indonesia, for example,
covers
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just one percent of earth’s surface, yet is home to 17 percent of bird species, 12 percent of
mammal species, and 10 percent of plant species discovered today.3
But there have been some countervailing factors that have led to positive developments. In
Indonesia, deforestation rates have fallen for three straight years, and in 2019, they declined to
the lowest level since 2003.4 In recent years, the palm oil sector has undergone a dramatic shift
toward sustainability, as NGOs and large palm oil producers collaborated to create rules and
standards against which palm oil production would be measured. One of the biggest changes is
certification. The Roundtable on Sustainable Palm Oil (RSPO) now includes seven percent of the
industry and is able to certify about one-fifth of the global supply of palm oil.5 These figures
represent a pittance of what is needed to ensure a fully sustainable sector, but they mark an
improvement for the industry compared to the turn of the century. Even more critical, the adoption
of No Deforestation, No Peat, No Exploitation (NDPE) policies have transformed the industry,
mostly in Southeast Asia. Companies at all stages of the supply chain – producers, traders,
consumer goods companies – have made NDPE commitments, while many investors have
integrated stricter ESG policies into their decision-making. Wilmar International, the world’s
largest palm oil trader, was the first company to adopt an NDPE policy, in 2013, setting off a
domino effect throughout the sector, significantly increasing transparency. This development has
allowed the industry to shift to the point in which adopting a zero-deforestation commitment –
and following through on it – is a criterion for gaining market access in Southeast Asia. However,
continued evidence of deforestation-linked palm oil reflects the role of key leakage markets and
underlines that greater sustainability efforts are still needed.
Today, the environmental sustainability of the palm oil sector commands a markedly greater
amount of attention, particularly among consumers. What broadly applicable lessons can be
gleaned from the growth of the palm oil sector and its impact on the environment and what other
commodities might benefit from them? What can palm oil markets in Latin America, particularly in
Peru, where demand is sharply increasing, learn from the successes in Southeast Asia?

Palm Oil in Peru
The Peruvian palm oil market is small but growing. Even though it is now the seventh largest palm
oil producer in Latin America, production has doubled since 2012 while exports have quintupled
during the same time period.6 Exponential growth is expected to continue for some time amid
growing consumer demand and maturation of the Southeast Asian market.
But the growth has come at a cost. The country has the highest rate of deforestation for palm oil
compared to others in Latin America.7 And alongside deforestation, conflicts over land, violence
against indigenous communities, and illegal trafficking are consequences of rapid growth in Peru.
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Only seven Peruvian companies are members of the RSPO. And even the country’s RSPO
members cannot yet guarantee 100 percent deforestation-free palm oil.8
To develop stronger sustainability criteria, major players in the export market need to adopt
stricter standards, such as NDPE policies, which would allow them to lead by example, similar to
Wilmar in Southeast Asia. Exporters, traders, and refiners are key links in the supply chain. They
rely on supply from farms and plantations and then sell straight to consumer goods companies or
export markets. Some of the main exporters from Peru include Alicorp SAA, Industrias del Espino
SA, Exportadora Romex SA, and North American Cargill Americas Peru.9 The first three listed are
all owned by conglomerate Grupo Romero, which is not an RSPO member and does not have a
zero-deforestation commitment.

Quantity and Quality of Demand Matter
Global demand for palm oil is largely driven by its wide-ranging application of uses in the industrial
manufacturing of products. As demand has multiplied, so has the rate of deforestation in palm oil
producing regions. The exponential growth of this demand has been the driving force behind
deforestation caused by palm oil production.
Addressing the demand side of the palm oil sector to improve its sustainability is twofold. On one
hand, reducing the global quantity of palm oil needed would slow the palm oil sector’s rate of
deforestation. However, shifting away from palm oil may do little to mitigate deforestation if the
substitutes used operate in similar regions and boast lower productivity rates.
On the other hand, shifting global demand away from unsustainable palm oil toward a product that
is the result of a traceable, sustainable supply chain would aid in shrinking the leakage market for
palm oil sourced from deforested areas. This solution, however, has proven challenging. While
consumers in Western countries have become increasingly aware of the unsustainable methods
of production behind palm oil, they are not necessarily opting for the sustainably sourced products
over their unsustainable substitutes.10 Even the most discerning consumer might have trouble
understanding whether a product even contains palm oil: Currently, palm oil and its derivatives
can be listed under at least twenty different names, some as vague as “vegetable fat.”
The consumer goods companies that source palm oil are also not using their full buying power to
increase the proportion of sustainably sourced palm oil. Corporations such as Unilever, Nestle,
Procter & Gamble, and PepsiCo have all been accused of not buying enough sustainable palm oil
and supporting a market for palm oil produced in deforested regions. As a result, sustainable palm
oil, which costs more to produce, is frequently being sold at the same price as conventional palm
oil, further reducing the incentive for growers to make the additional investment: In 2018, around
13.5 million tons of sustainable palm oil was produced, but only half was sold at a premium.
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Sustainable palm oil production costs an additional USD 8-12 per ton in costs to produce and price
points for the product range between USD 1-30 per ton over conventional palm oil: As such, even
if a sustainable palm grower finds a buyer, there remains a risk that the selling price will not cover
extra costs.11
In short, market forces have their limitations in spurring the transition toward sustainability and
will have an even more limited role in light of the COVID-19 pandemic as buyers become
increasingly cost sensitive. For this reason, effective company policy prescriptions are necessary,
along with pressure from civil society (see recommendations section).

Smallholders, Big Impact
Smallholders – farmers who are not directly employed by a specific company or mill – represent a
significant proportion of palm oil production: In Indonesia, for example, smallholder make up
around a quarter of the country’s palm oil output. However, less than one percent of Indonesian
smallholders have received RSPO certification as of 2017.12 This chasm represents one of the
greatest opportunities for increasing the sustainability of the palm oil sector. In other markets,
including Peru, smallholders also dominate palm oil production.13
Smallholders face a significant knowledge gap on sustainable farming practices and are not able to
easily close it. Governments and the private sector alike have roles to play in providing the kind of
technical assistance required by smallholder farmers. Procter & Gamble, for example, has educated
smallholders in other areas of farming, such as controlling the spread of diseases that affect trees
and how to optimize harvest schedules for increased output: By preserving and enhancing the land
they already farm on, smallholders have fewer incentives to deforest additional areas.14
Smallholders also face costs that are often overly burdensome when they shift toward more
sustainable farming practices, spanning between 16 and 39 percent of their mean annual incomes.
The costs of acquiring sustainability certification can be up to an additional 12 percent of annual
incomes.15 Considering smallholder farmer margins range between 30 and 50 percent, the
prohibitive level of investment that implementing sustainable practices require becomes evident.16
National governments must provide their smallholders with the training required to meet RSPO
certifications to reduce their costs, which can be funded through reinvesting revenue from palm
oil export taxes.17 Governments and their relevant agencies can further reduce costs by creating
efficient regulatory frameworks that reduce administrative costs for smallholder farmers.
Corporations and NGOs tend to have geographic scopes that include many countries, making it
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difficult for them to make widespread and sustained investments in improving the sustainability
practices of smallholder farmers; for this reason, it is up to governments to address deforestationlinked palm oil in terms of assistance beyond regulation and governance. These measures would
likely come with the additional benefit of uplifting smallholders through increased market access
and productivity.

Alternatives Are Not Always the Solution
Palm oil is cheaper than many of its alternatives, but its impact on deforestation has some thinking
about moving away from it. The European Union has banned the use of palm oil in its biofuels in
an effort to mitigate deforestation. Other companies and governments have considered
implementing similar restrictions on the import of palm oil to the same end. In the case of the EU,
this reduced demand led to a subsequent drop in price and increased demand in other costsensitive regions, which forwent the sustainable palm oil intended to meet European standards
and opted instead for cheaper conventional palm.
Replacing palm oil, however, may not have the intended impacts, and could very well make
deforestation worse. Alternatives to palm oil, such as soybean or coconut, would require four to
10 times more land to generate an equivalent output. One hectare of land can produce 3.3 tons
of palm oil, while only producing 0.7 tons of rapeseed, sunflower and coconut oil, and only 0.4
tons of soybean oil: palm oil by itself accounts for 35 percent of global vegetable oil demand while
consuming only 10 percent of the land.18

Lessons Learned
The palm oil experience has offered valuable insight into what market and regulatory responses will be
needed to make it and other soft commodities more sustainable. Supply will need to pivot from practices
that employ deforestation and other unsustainable practices to those that increase the efficiency of lands
already being used by farmers. Consumer and corporate demand will have to be a driving force in affecting
that transformation, while government intervention must help smallholder farmers overcome technical
and financial hurdles while ensuring accountability.
Meanwhile, palm oil in Peru and other emerging markets stands at a crossroads. It will expand, but it
should only do so if companies, farmers, civil society, and the government can agree on sustainable paths
forward. The successes and failures that we’ve seen in the global palm oil market, particularly in Southeast
Asia, can provide a guide for Peru as it balances sustainability and growth.
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Climate Advisers works to strengthen climate action in the United States and around the world through
research, analysis, public policy advocacy and communications strategies. We partner with governments,
non-profits, philanthropies, international organizations, financial institutions and companies to help
deliver the clean economy. We develop and promote sensible, high-impact initiatives that improve lives,
enhance international security and strengthen communities. Climate Advisers currently consists of
several independent organizations collaborating to advance the same mission, including: Climate Advisers
Trust, a U.S. non-profit, Climate Advisers United Kingdom, a U.K. non-profit, and Climate Advisers
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