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INTRODUCTION

“ision 2020 essentially calls for the
industrialisation of Malaysia where the
nation will enjoy a standard of living com-
parable o that of the developed countries.
To fulfil the vision, all sectors of the
cconomy and all social scgments of the
nation must be developed in a rapid but harmonious
wiy. Vision 2020 provides us the direction for our
[uture development and we should systematically
identily the needs and challenges and develop appro-
prizle stratesics.

THE ROLE OF THE
AGRICULTURAL AND
MANUFACTURING SECTORS

When the palm oil sector is placed in the context of
Vision 2020, we have o first visualise the role to be
played by the agricultural sector in an economy where
the manufacturing sector will undergo a rapid growth,
Given the projecied rapid growth of the manufacturing
seelor, ithas been projected that the agricultoral sector
will inevitably cxperience a declining share of the

| country’s GDP.
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Within the agricullural sector it i3 already guite clear
that oil palm cultivation will continue to dominate
other crops or commodities. Alternative competing
crops such as rubber and cocoa have faced major
problems owing o labour shortages and depressed
prices, thus affecting the commodities fumre viability.
It is rather disturbing that there appears to be no
alternative major crops that could be utiliscd for diver-
sification purposes in the plantation indusiry so as not
to be too overdependent on vil palm except of course by
converting the plantation land for industrialisation
projects.

It 15 well known that the economic contribution of the
agricultural sector in the developed countrics
such as the EEC amounts 1o only 3%

of their GDP. The sharc
of the agmcol-
tural SCCoris 5o BN
small that it is 5N
often feasible S8
for the devel- il
oped countries
o subsidise their |
agricultural scc- U8
tor withoot caus- 1:, *
ing amajor drain |4
o the overall
economy. In Ma-
laysia, the agricultural
sector is sull about 19
ol its GDP. It would not be

feasible to subsidise the agricul-

tural seclor. On the other hand the agricul-

tural sector is needed to contribute significantly
Lo the national income and growth. A large seement of
the population still depend on agriculore for their
fiving.

The nationzl long term plan is to allow the agricultural
sector to decling in its share of the GDP from 19% in
1992 to 13% in 2010. This can be interpreted to mean
that the relatively rapid growth of the manufacturing
seclor will continue to erode the share of the agricul-
tural secior in the national economy as often s2en when
adeveloping country becomes developed. lrcould also
mean that the agriculiural sector is nol capable of
expanding rapidly enough in line with the projected
high growth rate required (o achieve Vision 2020

Y ‘s ¥

Indusirialisation through manufaciuring activitiesisan
allracive oplion to achieve the status of the developed
ceconomy. It is easily visvalised how ten acres of land
under agriculture such as oil palm can only employ one
person 1o generate RM 20 000 of gross revenue, but the
same size of land il wsed [or manufaciurng activities
can employ hundreds of people and can generate many
limes more revenue than that for agriculture. There is
na doubt thal 1o achieve the standard of living and to
attain (he income level of the developed countries,
turming Lo manulacturing may be the shortest route o
success, provided there is sufficient market for the
manufactured products.

THE STRENGTH OF THE
AGRICULTURAL

Belore we gladly accepl
| the projected dimin-
¢ ished role 1o be played

by the agricultural scctor
as seen in the developed
eoonomies, we have
pause 10

a 8 k

wihither

wi do
indecd

have 1o
follow

the model of the agricultural sector cur—ﬂ
rently experienced in the developed countries. Allerall,
we have still time to develop our own model, Our
agricullural sector has many unigue featmres which
could be explonied Lo our advantage. For instance many
of the agricultural commodities are produced for ex-
port. They have not been subsidised bul rather they are
levied export lax which contribules as a source of
revenue o the government, Yel some commaodities
such as palm oil have remained competitive against
competing oils and fats which are produced with sub
stantial subsidies. Another unigue feature is that our
agricultural sector is self-sulficient in encrgy. The
agricultural sector consumes aboul 6.1% of the total
energy demand of the country bul it also contributes
more thal six percent of the wtal power supply nation-
ally. Palm ol production for instance uses encrey
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generaled from the buming of its own waste products, |
and there 15 substantial excess which can be used for
other applications.

Onr climatic conditions are very suitable for the cult-
vation of ropical crops and this again presents a unigue
advantage which is not oflen available in some other
countrics, Uil palm and rubber for example give very
high yicld when planted in Malaysia largely because of
the right ¢limatic condition,

scarce, existing agricullural land used for other crops
arg shll plentiful. T s projecled that oil palm will
increasingly replace other crops such as rubber, cocoa
ornce. In Sabah and Sarawak where there is still plenty
of land for agriculture, oil palm is projected to be the
major crop to he planted. Malaysian palm oil produc-
tionis projected to increase to 8,75 million tonnes in the
year 2000 from 6.37 million tonnes produced in 1992,

The projected expansion of palm o0il production in
Malaysia could face a problem since other

THE STRENGTH OF
THE PALM OIL INDUSTRY

{Mhe many positive altributes for our agricultural sector

are mostly contributed by the ofl palm indusiry which
15 now the majorerop being planted in the country. This
suggests that palm oil industry will have (o play a major
role n suslaining maximum contribution of the agri-
cultural sector in fulfilling Vision 2020. Fortunately, |
palm o1l can contnbule lowards 2 very versatile indus-
try as it can be ¢asily included in many manofacturing
activitics, and in expanding the oil palm sector we are
also able o contribute directly to the expansion of the
manufacturing seclor.

Being a highly compelitive and profitable industry, oil
palm will continue 1o cxpand its planted area in the
tutere. This will help the agricultural seclor 1o maintain
a reasonable growth rate, projecled at 3% per year
overall. In Peninsular Malaysia, where jungle land is
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countres such as Indonesia are also trying
to expand their palm ol production, thus
iy increasing the possibility of creating excess
S8 supply in the international market. For-
nately, the projecied cxpansion in demand
for oils and fals is rather big because of
continuing growth in world population.
Consequently, the projected increased pro-
duction of palim oil in the next ten years can
be expected 1o be casily marketed. We are

| also [orunate that other oilseed prodecers are not

expanding their future production as rapidly as we do,
and this will mean less compeiilion and favour the
growth of the palm ol seclor.

Despite this optimistic scenario for the oil palm indus-
try, il is necessary W prepare for possibilitics thal less
favourable conditions may prevail. We have 1o con-
tinue looking for alternative market outlets, improving
the competitivencss of palm ol production and diver-

| silymng the uses of palm and palm oil products. These

become the challenges which must be addressed by our
R & D efforts.
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MAJOR CHALLENGES

a}  Increasing Value Added

The first challenge confronting the palm oil industry as
it approaches the foture is 1o shift the activities more
towards manulacturing. Such cfforis will increase
value added, increase income of the sector, lead to
belter competitiveness of the industry and these will
augur well for Vision 2020. Fortunately, a large com-
ponent of the industry is already involved in manufac-
taring or processing activities, Extraction of oil, refin-
ing and production of cooking oil, marsarine and
shorlenings and production of oleochemicals are es-
senlially processing or manufacturing activilies. In
other words, the vil palm sector has already provided «
high degree of resource-based industrialisation. It has
been estimated that the investment in agricultural as-
peet of planting of oil palm of about RM & hillion is
maiched by an equally big amount of investmentsin the
construction of a tolal of 270 mills, 40 refineries, and 11)
olenchemical plants. In addition, lank and port facili-
ties have also altracted large investments w cater 1o the
palm il industry. Clearly, palm oil industry contrib
utes not only 10 agriculture bul also w the mannfaciur-
ing sector. Even belore Vision 2020 was announced,
the palm oil industry has already subscribed o the
concepl of Vision 2020 with regard to increased
industrialisation activities.

Currcntly, the major traditional products from the oil

palm oil such as the Vitamin A and E are also high value
products which must be exploited commercially, At
present, most of our palm oil products are sold in bulk
in semi or fully refined form to the importing countries.
Muost of the subsequent processing and further mano-
lacturing is carried outin the importing countrics, Only
ahboul 25 % of the final value of palm oil at the
consumers end 15 relained in Malaysia to henefit the
producers. The remaimng value added benefits the
manufacturers in the importing country. This sitnation
could be changed to favour our economy if value added
15 increased through manufacturing locally,

It is incvitable that as the
palm oil industry evolves
1o play a greater role in
meeting the challenges

of Vision 2020, 11 will
have an impact on the
cconomy, on the cm-
ployment seclor, and on
the manpower meguire-
ment, Il 18 a challenge
for the scientists and en-
fincers o use palm oil as

a renewable resource 1o
increase its valoe added
through local processing
and manufactiring processes
belore the products are ex-
| poried. The increase in product -
i value should not b through

palm industry are palm oil and palm
kernel oil. These are used formaking
cooking oil, margaring, shortenings
and for non-cdible applications such
as soaps. The Industrial Master Plan
in 1985 encouraged the expansion in
the production of nleochemicals. The |
Industrial Master Plan target has been
successlully achieved as Malaysia is
now a major oleochemical producer
and exporter, The scarch for improy-
ing the valve added component of
various palm o1l products continues.

Converting palm oil  inlo |
olepchemicals is only the first step.

Meochemicals have numerous appli-

cations i industrial processes and

conspmer products which felcha high

value. Other minor components of

Fage: 4

VISION 2020: PROSPECTS AND CHALLENGES FOR THE MALAYSIAN PALM OIL INDUSTRY



manufactaring activitics alone. Marketing will also
enhance the value of a produoct. For example, olive oil
15 selling at ten times the price of palm vil cven though

the physical, chemical and nutritional propertics of the |

two oils are very similar, If our export of palm oil can
felch a value five times that of the present, it will
improve the GDP contribution of the agricultural sec-
Lor tremendously. Again skilled human resources with
scicntific, engineering or markeling hackeround are
necded to perform wecehnical marketing and technical
advisory services to enhance the value of palm prod-
ucts to a desirable level in the intemational market.
b) Developing
Large Scale
Applications

A second major

challenge confront-

g the palm oil in-

dustry is to find new
applications which will

be capable of utilising

large volume of the

palmoil being produced.

If the market for the
conking ol 15 weak, there
must be sufficient opportunity
e markel palm odl in the non-
edible sector. The move 1o ex-
pand the oleochemical sector is al-

.

i

ready initiated successfolly, The opportunily w use
oleochemical in detergent and cosmetic applications is
very large indeed and the concern for increasing use of
environmentally friendly and biodegradable products
will help palm 0l olecochemical remendously and
maore research is needed o realise this potential. Our
technologists have nolentered the cosmetic industry in
4 big way and yet cosmetics are the second largest users
of oleochemicals.

The application of palm oil as fucl is becoming more
viable with the passage of time. Since the volume of
palm o1l produced is very small compared to the fuel
demand of the world, many people are sceptical at
asscsxing the vegetable oil fuel as an alternative 1o
peiroleum foel. Al national and regional levels how-
¢ver, the potential supply of palm oil for fuel is quite
adequate 10 match the local need. A national foel
strategy could be devised (o enable palm oil fuel o be
utilised thus giving a major outlet for mopping up any
excess supply of palm oil in the traditional market.

The lechnical feasibilily of using palm oil as fucl is VETY
promising. Palm oil could be converted into palm
micthyl esters known as palm diesel to replace petro-
leum diesel in normal diesel engines, This application
has been shown to be technically feasible but economi-
cally the palm diesel price is largely influenced by the
price of palm oil whichis currently 25% higher than the
price of petroleum diesel, Processing cost is negligible
and can be offset by the value of by - products generated
[rom the production of palm methyl
cster but still the project is not so
viahle economically,

| A more recent move is w use crude
palm oil directly in modified special
diesel engines, This approach could
; potentially be more viable than the
Sl palm methyl ester route, A car
| (Mercedes Benz) fitied with the Spe-
vial diesel engine could be supplied
wilh [uel for its yearly running from
the production of one acre of vil palm
plantation. A ralio of one car 1o one
acre of oil palm for fuel supply can be
yuite comforting as Malaysia has
about 5 million acres of oil palm at
present compared Lo a car population
of about 1.2 million, and the oil palm
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acreage will continue 0 ¢xpand in the [uture. Since
palm ol is a renewable commodity, we can claim that
Malaysia has the capability to be self-sufficient in
diesel fuel even if petroleum bazed dicsel are nol casily
available in the fumre.

harvesting of the palm fruil bunches, we see a large
potential for Malaysia W become a major supplier of
[umiture using totally renewable raw materials. Al
present, the fronds are left to rotin the interrows of the
oil palm plantations giving some cconomic value by

¢)  Developing Improved Competitiveness
The third major challenge is 1o continue to improve
productivity and competitivencss for the palm oil in-
dustry. This will mean more rescarch in ways of reduoc-
g cost of production, improving yield and reducing
dependence on extensive use of labour. The palm has

the potential to increase yield from five tonnes of il per |

hectare at present W0 12 tonnes oil per hectare per vear.
Mills can improve extraction rates, and there are vast
opporiunilics to utilise by-products rom the mills w
help generale more revenue for the industry, A 10%
saving from extraction rale alone i.e from 20% to 22%
wiould contribute R M 600 million of extra revenue. The
[ruit burich 1$ known to contain 24% 1o 304% palm oil,
and our industry unfortunately is only able W oblain
20% or even as low as 17% exiraction rales 4t limes.

There is still a lot of waste products which are
underutilised trom the economic point of view, The
first one metre of the [ronds or stocks of the palm leaves
can be made into high quality but less expensive tahle
lops and chair scats or chair backs through the chip-
board process, A student wable top needs only three of
such [ronds to provide the raw material in the table Lop
manulacturing process. Considering that there are 300
million fronds harvested monthly during the process of

providing organic matter and presery-
ing the soils againsl crosion. There are
many other examples of possible ap-
plications of the oil palm wastes in-
cluding the manufacmre of coir prod-
utls, and cven in making pulp and
paper. The development of these ap-
plications at acommercial level is still
not fully successiul and it is a chal-
lenge 1o the scientists, enginesrs and
EMtErprensurs,

The scope [or generating new products from the palm
oil industry is truely very great. The challenge is t'ur!h-::ﬂ
scientists, engineers and enterprencurs to evolve the
rescarch results and tm them into commercial reality.
Current studies indicate that palm oil can be a valuable
raw material in the lnbricating indusiry and there are
many special applications where palm il can substi-
tute existing materials such a3 in candle making, in the
manufacture of drilling mud lor petroleum explora-
tion, in printing ink, and in making polymers and
polyurethanes.

d) Developing Expanded Trade

A fourth challenge is to foster trade growth since the
growth of the palm oil industry and the manufacturing
sector as desired in the Vision 2020 will require market
outlets for our products. The government has already
embarked on many trade missions overseas to develop
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and strenghten trade Gies not only with the developed
countries but also with the developing Third World
countries. Diversification of (rading partners is impor-
tant to ensure thal recession in the developed countries
winld not have a magor negative effect onour economy,
Market development efforts continue (o be made by
sending technical experts to the consuming countries,
The GATT negoliations arg important to Malaysia
since a successiul conclusion to the GATT talk would
facilitate trade and this will help Malaysian exports
particularly palm oil. If subsidies on agricultural pri-
duction including oilseed can be removed in EEC and
USA, palm oil will be even more competitive than i1 is
today.

A typical cxample of our concem in prolecling our
trade 1s (o Improve consumers aceeplance of our prod-

s through nutritional research on palm oil. Lack of

wearch on palm oil nutrition made the palm oil indus-
try vulnerable to attack by competitors such as the
American Soyabean Associalion (ASA)which mounted
an anti palm oil Campaign in 1987, Since then, we have

fought back by undertaking cxlensive research into the
nutritional valuc of palm oil in food. We lunded
rescachers around the world to underiake such studies.
some 75 research projeclts on nutrilion have heen
commissioned by PORTM since the break of the ant
palm oil campaign, and the results have shown quite
conclusively that there is nothing wrong with palm oil
nuiritionally and the smear campaign was truly without
scientific basis. The beanty of research is that others
became cunous and started their own research into the

nutritional effects of sovabean oil. It mrned oul that it

is the hydrogenated or hardencd soyabean oil found in
shoricnings and margarines which is shown w be
responsible for rasing cholestero] and raised the risk
for coronary heart diseascs. Becanse of this adverse
finding, we do not hear any more aggressive smearing
of our pil by the competitors and we do notexpect them
Lo do any more smear campaizgn on palm oil.

CONCLUSION

In conclusion, we could view the palm oil indusiry as
very promising interms of contributing towards Vision
2020. Although oil palm is agricultural based, most of
1he subseguent activities are manufacturing or process-
ing mn nature and these contribute towards increasing
vilue added and in income generation for the country.

Many of the potential applications of palm products
await io be [ully developed and commercialised. Many
processes need to be developed to improve valoe
added, 10 reduce wastage or reduce cost and exiensive
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use of labour. The role of skilled researchers, engineers
and enterpreneurs in the further development of the
palm ol industry is very critical. As Vision 2020
stresses on developing the manufacturing sector, ex-
port markets must be developed even though we have
beena major exporting country inthe past. Qur govern-
ment has led the export drive by developing export
capability such as the establishment of MATRADE
recenily. Our resource people e the scientists and
engincers should similarly develop the vision of wanl-
ing o develop the export trade so that the high value
added products generated from the palm oil industry
can be successfully marketed. Along with the demand-
ing requirement (o [ulfil the needs of Vision 2020, the
scietilisls and engineers must also develop a broad base
training and cducation 1o develop the necessary multi-
disciplinary skills required.

P

..........

RS

rinted with Palm Qil — Based ink by PO

As in any long term development plan, the palm oil
industry has its defensive strategy in the possibility of
developing the use of palm oil as fuel. This will cnsun:
that there is always a market for palm oil. The price of
palm oil as fuel 13 higher than the production cost of the
vil and the palm oil industry can claim 1o have a
threshold floor price which is renumerative (o produc-
ers but since the food industry market is willing Lo offer
a higher price for palm oil at the moment, the producers
do not mind enjoying a slightly higher profit. A much
higher meome or profit could be achieved if the poten-
tial development that have been outlined above can be
realised as we folfil the aspirations of Vision 2020,

RiM

PR
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P. O. Box 10620
50720 Kuala Lumpur
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