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1. Introduction

“How much sustainable palm oil is actually out thémehe world at the moment?”
“Today there is pretty well nothing”
Gavin Neath, Unilever, April 2008 (Greenpeace, 2G081)

The debate on the sustainability of palm oil fae #nergetic use as “biofuélls a topical issue
of high controversy and emotionality that is cuthecontributing to a new politicization of the
discussion on climate change. Within the contextlohate change alleviation the palm oil
industry represents an important economic secteen éhough it is based on the (over-)
exploitation of natural resources (Dera, 2009).pAssent, the palm oil sector is experiencing an
unprecedented boom, which has a positive effedtheneconomic growth in developing and
newly industrialized countries. Here, the globabdarction and exports are mainly dominated
by Indonesia, while a lion’s share of imports byties from the north is held by the
European Union (EU) (OVID, 2010). Neverthelesss tévelopment is in first place not due to
an economic demand, but the effect of a politieadision by the EU that is led by the intention
to counter climate change and to guarantee enexfptys(Schott, 2008). Therefore, the EU

plays a leading role regarding the extension ofutiization of bioenergy

With its new Renewable Energy Directive (RED) 2@B2EC the EU-Member States have
committed themselves to achieve a 20% share ofuarie energy in Europe’s final energy
consumption by 2020. In this context biofuels repré a decisive means to realize this aim
within the transport sector. In order to ensuret tteese policy objectives do not create
counterproductive outcomes (e.g. ecologically utanable practices) the RED introduced
sustainability criteria. Those shall guarantee tbaly sustainably produced biofuels and
bioliquids are counted towards the EU 2020-tardgrekdt, 2009). However, considering the
highly problematic impact of this elaborated andmpising policy-measure on the context of
Indonesian palm oil, this immediately raises doukkether and in how far biofuels and the

EU’s RED strategy to alleviate climate change camdmgarded as sustainable and effective.

Before the theoretical base of the thesis andntipdigations of the EU’'s RED and sustainability
criteria for the case of Indonesian Palm Oil wal élaborated in detail, this chapter will at first
outline the research object and methodology. Ti@hgpter 2 will introduce the theory and
rationale of green accounting and will connect ithvithe relevant concepts of sustainability.
Further, it will show to what extent inter-counteyivironmental load displacement is taking
place between the EU and Indonesia and how thesirfib the context of green accounting.

Then, the chapter will link theory to practice bhghiighting the RED’s sustainability criteria as

lAccording to the RED, biofuels mean liquid or gaseduels for transport produced from biomaB¥réctive

2009/28/EQ

2 Bioenergy describes the energetic use of biomasstands for an ecological energy source. It remtssone of the
five pillars of renewable energies. While all afigiive energy sources can be applied in the filelextricity and

heating, up to now biofuels are solely applied imitihe transport sector (OVID, Glossar).




a suitable means to operationalize the conceptustfamability and thereby to apply green
accounting theory to a concrete policy case. Bogdon the theoretical considerations of
Chapter 2, the third Chapter will examine the int@ad practical implications of the RED and
its criteria regarding the specific case of Indeaespalm oil. Since the problem of the
promotion of biofuels represents more of a crogsrguissue than a single and easy definable
policy area, the chapter will analyze these impidces by considering different dimensions,
levels and actors that are crucial for the productdf sustainable palm oil in Indonesia.
Acknowledging the special relevance of single eadicooperators in terms of realizing the
demand for sustainable palm oil in a bottom-up ess¢cthe chapter will also place a focus upon
the study of the exemplary case of the Agribusin@éasgill. With reference to the impact
analysis of Chapter 3, Chapter 4 draws relevantlosions by highlighting the strengths,
weaknesses, opportunities and threats (SWOT-Arglypdithe EU strategy and criteria within
the context of Indonesian palm oil. In a final st&hapter 5 will outline various policy
recommendations for future EU Bioenergy policy-nmakithat can be deduced from the

analysis.

1.1 Object of Research and Research Question

The object of this research is the EU’s RED, inidewsense, and the directive’s sustainability
criteria in a narrow sense. Within this context gluéding research question is:

To what extent do the RED and its sustainabilifjeda represent an effective approach and
means to contribute to the alleviation of climateaege regarding the specific case of

Indonesian palm oil?

This question will be answered based on the priaayb impact assessment since this has the
potential to evaluate policy measures which hage pgen implemented at an earlier point in

time.

The analysis is based on addressing the followithgaggiestions:

(1) What is green accounting and how is it linkdthwhe concepts of sustainability? (Section
2.1)

(2) How do the RED’s sustainability criteria regresa way of putting green accounting into
practice? (Section 2.2 and 2.3)

(3) What are the positive or negative implicatimighe RED and its sustainability criteria for
the case of Indonesian palm oil and what chancedifbculties does the Indonesian
problem context provide? (Chapter 3)

(4) Considering the example of Cargill, in how ¢kares a single economic operator manage to
alleviate climate change? (Section 3.4)

(5) What are the strengths, weaknesses, oppodsraind threats of the RED and its criteria

regarding the rationale of climate change allewr@i (Chapter 4)




(6) What could future EU bioenergy policy look likehapter 5)?

1.2  Theoretical Approach and Research Method

The theoretical approach of this thesis is basetth@itheory of green accounting, its links to the
concepts of sustainability (e.g. weak vs. strorgjaoability) and its policy application through

the RED and the directive’s sustainability critewigthin the context of Indonesian palm oil.

Against the background of the central research topresind the respective sub-questions a
descriptive impact analysis shall be conducted th#es the cross-cutting nature of the
promotion of biofuels into special consideratiorhefefore, the analysis is organized by
different dimensions that give room for bringing tine specific issues prevailing on a specific
level or regarding a concrete actor and institutidecordingly, the analysis focuses equally on
(1) the national Indonesian context and politicahfework, (2) the sectoral level of the palm oil
industry and the role of the RSPO, (3) the palmsapply chain liabilities of the economic

operator Cargill, and (4) the social and ecological issues involwesite.

In order to structure the conclusions that candaevd from this impact analysis an empirical-
analytical SWOT-analysis shall be applied: The agno stands for tseengths, weaknesses,
opportunitiesand threats.While the first two aspects represent thernal analysis the last
two aspects deal with thexternal analysifSchneider et al., 2007). Originally this analyisis
used as a tool for strategic management or for@a&waluations of programs, but its application
can similarly be extended to any decision-makingasion. On this account, the SWOT-
Analysis is also suitable within the framework opalicy-analysis and the evaluation of the
effectiveness of the RED and its criteria. Withaeto the object of this research, theernal
analysiswill highlight the positive and negative implicattis for the case of Indonesian palm oil
that arise from the EU’s RED and its criteria. Mwhile, theexternal analysisvill examine the
opportunities and threats that are specificallyeneht to the Indonesian problem context. The
outcome of this analyses is then organized in &y sWOT-Matrix, which enables the analyst
to overlook which aspects of the matrix may be cioend (i.e. S-O, S-W, S-T, W-T) in order to

develop normative policy recommendations as a fieslllt (Schneider et al., 2007).
2. Green Accounting and its Policy Application

2.1  Green Accounting and Sustainability

With regard to the concept of “sustainability” amsdistainable development” there is vast
agreement: environment and economy interact and tdlls for environmental and

socioeconomic policies. Scratching, however, orstiréace opens a Pandora’s Box of opposing
means to operationalize the vague notion of suabéity. This notion is the subject of a heated

debate among environmentalists and environmentaiaics on the most suitable indicators




and policies. In this respect, greening nationaoants has the potential to cool down the
debate by translating environmental concerns irdgonemic variables (Bartelmus, 1999).
However, this quickly leads to the question of whooncept of sustainability shall be applied,

which again bears different consequences for enmemtal policy-making.

Basically, two general concepts can be distinguisiveaksustainability(also called economic
sustainability) angtrong sustainabilitfalso called ecological sustainability). The twamcepts
are opposed to each other as they provide diffemgrerstanding regarding the general
substitutability between the environment and thenemy or between “natural capital” and
“manufactured capital”. While there is consent ime tdebate regarding the idea that
sustainability is linked with the existence of litkes with regard to future generations, there is
great dissent which understanding of inter-genematairness shall be applied. In this regard,
both concepts have different assumptions and ¢otistial elements that relate to the following
aspects: the possibility and acceptance of a sutisti of different capital stocRs the
relationship between utility and consumption, ttendiing of the issue of discounting, the
possibilities of compensation for environmental dgm the explanatory power of the
Environmental-Kuznets-Curve, and the role of tedbgioal progress (Sachverstandigenrat fur
Umweltfragen [SRU], 2002).

The central idea of weak sustainability is thaf@lins of capital can be each other’s substitutes
irrespective of how the stock of capital is comgbs&s a consequence, the concept allows for
the degradation or depletion of natural resoursedpng as such a process is compensated by
increases in the stocks of other forms of capffab&nisation for Economic Co-operation and
Development [OECD], 2005). On the contrary, theosgt of strong sustainability postulates
the existence of clear limitations regarding thiessitutability between stocks of capital. In this
respect, particularly natural capital is regardesl reon-substitutable. This is due to the
assumption that the comprehensive ecological systéerits a reproductive function that is
essential for the continuity of the economic systéimerefore, the economic system may only

act within the boundaries of nature’s reproductapacity (SRU, 2002).

The main difference between the two concepts id theak sustainability presumes a
relationship of complementarity between manufadtused natural capital. This relationship
implies that if these two types of capital are segy to produce certain goods, the total utility
cannot be increased by a one-sided rise of on¢atapock at the expense of the other (SRU,
2002). That is depending on which concept of soatility is being applied, different results or
conclusions arise. Accordingly, from a viewpointvedak sustainability Western industrialized
countries already today find themselves on a quaéé path, whereas a strong sustainability-

perspective would lead to a completely differeseasment (SRU, 1994).

3 Usually the following capital stocks are distindwgd: 1. Manufactured capital, 2. Natural capital C8iltivated
capital, 4. Social capital, 5. Human capital, an&Bowledge capital (SRU, 2002).




The general idea of green accounting - that natiomsgrate the economic role of the
environment into their income accounts - is neitheguick sell nor a quick process but has
evolved since the 1960s. One of the first countities established environmental accounts was
Norway, by collecting data on energy sources, figse forests etc. in the late 1970s. A few
resource-dependent countries soon followed in dalereasure the depreciation of their natural
assets and to adjust their Gross Domestic ProdBEiP] environmentally (Hecht, 1999).
Thereby, a major impetus for these countries’ ggerwas provided by the 1989 green
accounting study “Wasting assets: Natural Resoumtdate National Income Accounts”, in
which Robert Repetto and his colleagues from thel#leesources Institute drew attention to
the potential divergence between gross and net uresmf national income in Indonesia
(Repetto, 1989). They convincingly showed that@msas the net measures were adjusted for
the depletion of important forms of natural capiglsubstantial portion of Indonesia’s rapid
economic growth during the 1970s and 1980s waslgithp “unsustainable “cashing in” of the
country’s natural wealth” (Vincent, 2000, p. 13)h&w the concept of economic growth as a
positive indicator of society’s well-being was iaasingly criticized, the worldwide System of
National Accounts (SNA) for calculating GDP anddeterm economic growth was extended in
order to take full account of the depletion of maturesources and the deterioration of
environmental functions. Moreover, a focus was gdlagpon expanding the national accounts to
include environmental data sets to enable joinnenvc and environmental analysis. These
adjustments have been supported as well by theetdiNations (UN) and the EU (O Connor,
Streuer & Tamborra, 2001).

Greened National Accounting can be grouped underetimain approaches which are often
interlinked: Expanded National Accounts (e.g. NAMASatellite Accounts, and Adjusted

Aggregates. All of these approaches have in comthah they provide policy-makers with

well-structured information on the environment atsdinteraction with the economy so that
environmental goals and consequences can be imedepdnto the policy process. National and
Satellite Accounts can be in physical or monetarigsuor both. The only difference between
them is that Satellite Accounts are kept separaben fconventional National Accounts.

Meanwhile, Aggregate Accounts directly integratenetised environmental components into
the SNA (O Connor, Streuer & Tamborra, 2001). Wébard to Aggregate Accounts there are
two concepts of environmentally adjusted GDP fertational economy: The first type focuses
on accounting conventions through a change inytees boundary which is an enlargement of
the scope of national accounting to include a d$igesiet of environmental assets. This
construction is called "Aggregate Indicator of tBbange, during the Current year, in the

economic Assets of the Nation” (AICCAN). The secdndicator type, called "greened

* The system of the National Accounts Matrix inclugilBnvironmental Accounts (NAMEA) has been developgd
the Dutch Statistical Office and intends to dingakpand national accounts with environmental imi@tion (O’
Connor, 2000).




economy GDP” (geGDP) foresees the adjustment ofettomomy itself in terms of a new
pattern of production processes, levels of prodaciind consumption activity, technologies etc.
that respect certain environmental performancedst@s. In order to outline that both
measurement concepts are complementary, the "Matieti Frontier" has been introduced. It
represents the methodological demarcation betweerdomains where the concepts of weak
and strong sustainability are respectively appliBais is based on the different role natural
capital can play for the achievement of sustaiitgbiHere the ACCIAN type would be located
on the weak sustainability side of the Monetizatiyontier, where monetary measures of net
asset change assess the contribution of naturaln@es and assets to the production of
commercially priced goods and services (e.g. tneteswood products). This approach would
be applicable regarding issues of quantified nhtwsource depletion such as forests. At the
same time, the geGDP type rests on the strongisability side of the Monetization Frontier,
where the importance of natural capital systemBeing assessed in non-monetary terms. It
provides an indicator of forecasts for maintainggpnomic development while guaranteeing
the maintenance of environmental functions of rataapital in situ. This approach would be
rather useful for issues involving high uncertastiand quantification difficulties (e.g.
fisheries). With respect to complex problems likenate change, biodiversity and land cover

change, experts are still divided which approdcht all, could be useful (O’ Connor, 2000).

2.2  The EU-Indonesian Trade Relation — an Ecologat Unequal Exchange

Against the background of the overall research tipresegarding the effectiveness of the RED
and its sustainability criteria the related questi® in how far this policy helps to guarantee
sustainability for the case of Indonesian palmlbihe policy and its criteria will prove to have
a positive impact or bear at least the potentialili mark a milestone in the field of climate
change alleviation and the achievement of sustdityaland its operationalization on the
international level. However, if the policy fails tlo so, the implementation of the sustainability
criteria brings no added value to the current compositiothe trade relationship between the
EU and Indonesia. In that case, the trade in pdllnvauld merely contribute to the increase of
sustainability within the EU at the expense of emwmental quality and sustainability in
Indonesia (Ekins, 1997).

Up to now, there is no indicator concept in greecoanting that fully considers the openness of
an economy and thereby the possibility of interatop environmental load displacement.
Examples are the direct or indirect inter-countrwisonmental dependencies for primary
energy, agricultural land and/or photosynthesi®midl, or greenhouse gas (GHG) emissions.
What makes such an indicator concept so signifiesarihat the integration of inter-country

dimensions of ecological goods and services woolgiclerably influence the estimation results

® The RED and its criteria will be outlined in mordaikin section 2.3.
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of policy indicators such as AICCAN and geGDP cangeon the national economic territory

only.

With regard to inter-country environmental loadptisement, the theory distinguishes between
“environmental damages caused” and “environmeatabdes borne”, as well as if these load
displacements are taking place up- or downstP¢@nConnor, 2000). In terms of the European
palm oil imports from Indonesia, it can be assurf@dtheoretical considerations that the
increasing demand for palm oil from the EU indinpatauses an upstream environmental
damage in Indonesia. This damage refers to envieotethlosses or decreases in environmental
quality involved with the cultivation, harvest, aptbcessing of palm oil in Indonesia. Having
this interdependency in mind, applying the assuomgtiof either environmental economists or
ecological economics leads to different assessnamighether free trade, economic growth,
and the environment are positively or negativelyradated. In this respect, the World Trade
Organization (WTQ), that represents a neo-classinglronmental economics position, holds
the view that free trade promotes sustainable dewetnt as long as the right supportive
policies are in place. Meanwhile, ecological ecorstencriticize that this position presumes a
positive relationship between a) free trade andheenc growth and b) economic growth and
environmental quality too easily. Regarding tharfer relationship, ecologists claim that GDP
is a misleading indicator of real welfare, if econo growth is built on the depletion of natural
capital (Muradian & Martinez-Alier, 2001). With geesct to the latter relationship, they reject
the presumption of the Environmental-Kuznets-Cu(&C) that presumes that as income
increases, environmental degradation rises up tertin point, after which environmental
quality then improves (Maler & Vincent, 2005). Acding to Stern et al. (1994) and Suri and
Chapman (1988) the EKC is the result of internaicspecializatiohin free trade, which
produces environmental improvements and sustainad@omic growth in the "North” and
quick illusory economic growth but environmentatederation and unsustainable development
in the long term, in the "South” (Tussie, 1999)reH®orter (1999) goes so far as to predict that
this development might lead to a polarization déinational environmental conditions in the
world. Like the EU, developed countries usuallyrféae dumping of ecological standards
through trade with developing countries — althoagtually the reverse way is the case in most
trade relationships — which is why it imposes taniff trade barriers based on environmental
considerations. Should the EU criteria and the R&iDto reach their goal (i.e. should the
criteria and their sustainability scheme contailevant loop holes that miss the target of

environmental sustainability in Indonesia), thesinational trade of palm oil between Indonesia

6 Upstream impacts are environmental damages that @acone country due to the production of goodseamwvices
which are exported to another country, whereas dawam impacts are damages occurring in one cowfiigh are
directly caused by another country (O’ Connor, 2000)

" Here international specialization means that pmmmtries attract the environmentally harmful pretéhn while
richer countries specialize in clean environmenthilendly production, without altering the consuiiop patterns
(Stern et al., 1994; Suri and Chapman, 1988).
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and the EU could result in an unequal ecologicaharge (Martinez-Alier & O’ Connor, 1996;
Hornborg, 1998). This unequal exchange would besdbam increasing environmental load
displacement from the EU to Indonesia which ishe énd based on environmental-cost shifting

from the importing to the exporting country (Muadi & Martinez-Alier, 2001).

2.3 The RED’s Sustainability Criteria as Practical Example for Green

Accounting

The EU’s renewable energy policy is a cornerstoniné overall EU policy of reducing carbon
emissions and represents a key element withinrdreework of the EU’s climate change and
energy objectives. In this framework, the EU’s DBiree 2009/28/EC, legislated in June 2009,
on the promotion of the use of energy from renewablurces and amending and subsequently
repealing Directives 2001/77/EC and 2003/30/ECrasgnts an essential component to achieve
the EU’s 20-20-agenda.

With respect to the promotion of biofuels the EUSues three overall goals: Firstly, it seeks to
fulfill the climate change commitments of the Kydeootocol and its follow-up agreements.
Secondly, it tries to reduce the dependency on mainal imports. Thirdly, it attempts to
strengthen the agricultural sector. Accordingly pgromotion of biofuels has a climate, energy
as well as an agriculture policy background. Howewéthin this threefold constellation of
political objectives regarding sustainability, emersafety, and competitiveness, the climate

protection-objective is of special relevance (De)9).

The work and negotiations concerning the creatidntte RED were succeeded and
accompanied by multiple initiatives on differenvéés that in some aspects made crucial
contributions towards the shape and content ofstiiainability criteria, the sustainability
scheme as well as the underlying methodology towtdcfor GHG emissions. In this respect,
the Dutch Cramer Criteria that have been develtyetie so called Cramer Commissidrad a
significant influence. They concerned the themesSGithissions, competition with food crops,
biodiversity, the environment, prosperity, and \&edf of which many have been adopted by the
European Commission (Biopact Team, 2007). Relatgtatives that occurred in other
countries were the UK’s Renewable Transport Fueligation (RTFO), the Swedish and Brazil
Sustainable Ethanol Initiative, the Metastandarsialdished by ECOFYS, and the German
Biomass Sustainability Ordinance (BSO). Especi#iiy methodology for calculating GHG
emissions laid down in the German BSO served ampartant model and orientation for the
methodological part of the RED (Institute for Amali Ecology [IFEU], 2009). Moreover, the
BSO introduced the first state-approved certifmatisystem for sustainability and GHG

emissions in the world — the International Sustaiitg and Carbon Certification scheme

8 The title of this project group refers to its chd@cqueline Cramer, who was the Dutch Minister afisteg, Spatial
Planning and the Environment at that time (Biopanh, 2007).
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(ISCC). Furthermore, a number of international fplas have been established focusing on
specific sectors and cultures such as the RoundeTmo Responsible Soy (RTRS), the
Roundtable on Sustainable Biofuels (RSB), and tleindtable on Sustainable Palm Oll
(RSPO) (Diesenreiter & Kranzl, 2009).

In contrast to its predecessors (e.g. the so cdlietliels Directive 2003/30/EY), the RED
establishes a more rigorous and more solid comregrslative framework, because it sets
legally binding targets for 2020 for each Membeat&tor all renewable energies (Piket, 2009).
Its primary goal is to achieve a 20% share of rexide energy in Europe’s final energy
consumption by 2020 (Article 3 (1)). Here, it definnational mandatory targets of how much
each Member States has to contribute to this sffemaex 1). In addition, an extra binding
target of 10% renewable energy for 2020 is setHertransport sector, which is the same for
every Member State (Article 3 (4)). Due to the oeathat this special 10% target will be widely
covered by biofuels, the directive sets sustaiitglititeria for biofuels and bioliquids, which
are identical in the Fuel Quality Directive 2009880" and basically refer to the protection of
land with high ecological value, greenhouse gasssiom savings, and the socio-economic
impact (Article 17 (2-5, 7). In order to guaranteempliance with these criteria, the RED
introduces a sustainability scheme for biofuelst(@msport) and bioliquids (for electricity and
heating/cooling). With the implementation of thestsunability criteria, the EU tries to
anticipate the growing criticism regarding the @& the promotion of biofuels that have
already brought about serious ecological and soctalsequences. Therefore, the newly
introduced criteria and the sustainability schetval £nsure that the biogenic raw material used
for biofuels is produced in an ecologically susahie way and that disproportionate side effects
occurring in the course of increased energy crag8vation in the producer countries are
partially limited. In doing so, the sustainabilityiteria represent a way of implementing green
accounting into practice since they include indicsitthat account for GHG emissions and
thereby establish an ecological footprint of biddueThey acknowledge the fact that bioenergy
— although it bears the potential to reduce GHGseimhs — is not necessarily carbon-neutral.
Due to this understanding, the criteria’s indicataccount for the GHG emissions released
along the supply chain of biofuels from biomass trey attempt to avoid as far as possible the
negative side effects (e.g. deforestation, the atkgion of other conservation land, land
conversion etc.) that have massively occurred éncthurse of the cultivation of biomass in the

past and that have continuously offset the benffitseduced emissions (United Nations [UN],

o Although a crucial first step, Directive 2003/30/B@ the promotion of the use of biofuels or otherergable fuels
for transport merely laid down the EU’s commitmeatthe promotion of the usage of biofuels (Artidig and
introduced certain non-binding reference valuediofuel shares in transportation that served aslidetine for
member states to set their biofuel targets (ArttB).

1% This Directive states that fuel suppliers mustdgadly and over the whole life cycle reduce theegi®use gas
emissions of their supplied fuels, towards an ayadrtarget of 6% reduction in 2020. Here, biofdetsn an essential
means of this reduction (FQD, 2009).
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2008). Thereby, the criteria bear the essentiaémi@l of green accounting to motivate the
development of more sustainable patterns of promlugbrocesses, while at the same time
providing EU policy-makers with relevant informaticon the production of biomass for

biofuels and its environmental implications.

Further, it is important to mention that the cideare the same in all EU Member States and
equally apply to EU produced and imported biofudls.set an incentive, only biofuels that

comply with the criteria may be counted towards tiadional targets and are eligible for

financial support (Article 17 (1)).

The content and the application of the criteria asefollowing: Article 17(2) of the directive
stipulates that a minimum GHG emission saving fithie use of biofuels must be 35% (as
compared to the use of fossil fuels, which theyllsheplace). From 2017 onwards this
percentage will rise up to 50 %, and from 2018ap0% for new installations (Article 17 (2)).
With regard to environmental sustainability, théecia specify that raw materials for biofuels
may not be retrieved from land that had one offtflewing statuses in 2008 and no longer has
that status: primary forest, protected area, higidgiverse grass land, areas with high stocks of
carbon, and protected peatlands (Article 17 (3-3Regarding social and economic
sustainability, the directive does not set any rauis¢ria. It merely requests the European
Commission to assess the impact of the EU’s bigboéty on the availability of foodstuffs at
affordable prices every two years, especially feoge living in developing countries, as well
as on land rights. It shall also assess whetheduger countries have ratified relevant
international labor conventions. The Commission megpose corrective action, particularly if

there is evidence that biofuels have a significapact on food prices (Article 17 (7)).

To ensure compliance with the environmentally soatality criteria, Article 18 of the RED
requires economic operators to apply a mass balaetieod. This system allows consignments
of raw material or biofuel possessing different taumability characteristics to be mixed,
provided that the information about these chareties and sizes of consignments remain
assigned to the mixture at all stages of the supipayn. At the end of the chain, the sum of all
consignments taken from the mixture needs to pesthes same sustainability characteristics
and quantities as the sum of all consignments adodetthe mixture. Finally, the economic
operators need to arrange for an adequate stanfiamdependent auditing of the information
submitted. With respect to imports from third coiet the directive requests the EU to seek

bilateral or multilateral agreements to guarantaamiance with the criteria (Article 18 (4)).

In order to calculate the GHG impact of biofuelsl doliquids Article 19 of the RED refers to

Annex V, which provides the default values of 2&fbeél production pathways that may be
used. For all other production pathways the ecooapierators make their own calculations
according to the same methodology. Thereby, disagged values may be used for some

factors such as for the transportation of biofuElsally, the result of the calculation presents
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the total GHG emissions that have been releasedeircourse of cultivation, processing and
transportation of biofuels. It is important thafaldt values are only valid if no land use change
has taken place for the cultivation of the raw makeThis refers to areas outside the EU or
those inside, which are mentioned in one of ths psovided by Member States in March 2010.
The GHG emissions from cultivation of agriculturalv materials from these areas are typically
lower than or equal to the emissions reported it paof Annex V. Since this calculation

methodology only refers to direct land use chagécle 19(6) requires the Commission to

submit a report on how to deal with indirect larsé @hange by December 2010.

Having in mind the theoretical considerations oftféam 2.1, it has to be asked to what extent
the RED’s sustainability criteria entail eitherteoag or a weak concept of sustainability. In this
regard, the author suggests that the criteria alhsiapply the strong concept due to the
argument that they attempt to protect areas of higHiversity and high carbon stocks against
the cultivation of biomass for biofuels and biolds and are thereby keeping important
ecological functions intact. Nevertheless, theedit apply the concept in a less stringent way
since they allow certain areas of natural capiabe admissible for cultivation of biomass. By
contrast, strong sustainability in its narrowestssecategorically rejects the substitutability of
natural capital. Therefore, the RED’s criteria cbhe seen as applying a partial substitutability
and a partial complementarity of real and natuaglital. Accordingly, substitution is permitted,
as long as the essential substance of naturaltapibe so called “critical” natural capital — or
its function is not endangered. Thereby, the gatarstablish a dividing line that sorts
“dispensable” natural capital out from the “necegsane that inherits elementary ecological

functions from an anthropocentric point of view ($R002).

3. The Case of Indonesian Palm Oil

A central assumption underlying the analysis of ghiapter is that the case of Indonesian palm
oil represents a complex cross-cutting issue thabmpasses different levels of action which
are again the platform of a diverse range of aciitls multiple interests. The promotion of
biofuels in view of global climate change showsyverell the contradictory and intertwined
character of current measures and policies. Theiderations regarding the case of Indonesian
palm oil are based on the notion that global clenegttange, international trade and the local
production of palm oil as well as the EU climateaahe policy are closely linked and

interrelated with each other.
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3.2 The Political Framework in Indonesia

*Palm oil serves as locomotive of economic grovh’silo Bambang Yudhoyono, President of Indonesia
(cited according to Klute, 2007a)

As a direct reaction to the rising demand of the dld the increased price for biomass on the
global market, producer countries like Indonesiaes¢he opportunity and establish ambitious
programs for the promotion of biomass. In ordeantticipate the increased demand for palm oil
as a renewable resource for biofuels, the Indonagi@ernment plans to extend the country’s
current palm oil production of ca. 22 million torf¥erband der Olsaatenverarbeitenden
Industrie in Deutschland [OVID], 2010) to 40 milidons by 2020 which equals a land use of
20 million hectares (Zakiyah, 2008). Already todaglonesia is the world’s biggest palm oil
producer, holding a share of 47% of the global paihproduction, and is also export leader
with ca. 17 Million tons from a 36 million tons #&dtof export quantity (OVID, 2010). At the
same time, Indonesia is the world’s third biggeasitient of GHG, of which 85% are being
released through forest and peat fires that accoyngiee extension of the palm oil production
(Dera, 2009). Regardless of this issue, Indoneg#ich enjoys a clear adavantage in terms of
surface area, has outperformed its immediate neighland strongest competitor in palm oil
production Malaysia years agoIn view of the fact that palm oil represents sachighly
attractive agricultural product, the Indonesianegoment included the palm oil sector in the list
of the country’s priority sectors (Business Watoddnesia [BWI], 2007). Currently, ca. 10%
of the world’s palm oil production flow into thegatuction of bioenergy, while the largest part
is still used for food, feed and chemical appliwas (Karotki, 2010). Among the global palm olil
buyers, the EU is one of the most important impertf Indonesian palm oil, directly after
India and China. At present, 4.4 million tons ofiad# or refined plam oil are exported to the
EU, from which a 5%-share is used for biofuels.ithel higher amount of palm oil is used for
combined heat and power plants, while the lion’arshis still being applied in food and
chemical industry (OVID, 2010). From a Europearspective, Indonesian palm oil represents
the more cost-efficient alternative to domesticgllpduced biomass for bioenergy. Due to an
absence of sufficient EU internal production atha,EU itself may contribute only to a limited
extent to its ambitious climate protection objeetivThe mandatory 10% target for the transport
sector equates to approximately 15,7 million tohplant oil per year, of which 6 million tons
are absorbed by the EU internal market. This atpgives a volume of 9 million tons open for
imports (Pye, 2008). Next to the promising demaanhiog from the EU, a further important

driver of the expansion of Indonesian palm oil prettbn is the country’s own energy deficit

' with a production quantity of 15 million tons Inuesia for the first time exceeded the Malay proiducof 14, 8
million tons in year 2006 and became the biggesihpal producer in the world (United States Depagirn of
Agriculture [USDA], 2006). Today, Malaysia holds®@%®f the world’s palm oil production. Together Im#dsia and
Malaysia make up for 86% of the total productiorV(D, 2010).




and its growing dependency on mineral oil imptitsAs a consequence, the Indonesian
government invests in palm oil production for bigitias alternative to mineral oil. Therefore,
biodiesel from palm oil shall make up 20% of th&akduel quanitity by the year 2020 (Dera,

2009). In this context, the EU plays an importané isince it represents a lucrative key market
for palm oil that offers the possibility to makendestic Indonesian energy supply more cost-
efficient. In addition to an expansion of plantagofor palm oil, the Indonesian government
further plans to construct several biodiesel plant®rder to extend the inland value chain
(USDA, 2008).

The most important legal basis for the developnwdnthe biodiesel sector is set out in the
Presidential Instructiorir(struksi presidenho. 1/2006 regarding the “Provision and Utilisatio
of Biofuels as Alternative Fuel”, the Presidentlaécree peraturan presiden no. 5/2006
regarding guidelines for the national energy progre on the safety of domestic energy
supply, the Presidential Decree no. 10/2006 on the fouodadf a National Team for the
Development of Biofuels (Tim Nasional Pengembarn@ahan Bakar Nabati [TIMNAS BBN]),
as well as the Government Ordeefaturan pemerintghno. 1/2007 on income tax reliefs for
investments in specific sectors (BWI, 2007). Allailh, this policy package resulted in a rapidly
growing palm oil sector, generated by several itigea such as the target to increase the
biofuels share in the national energy mix by 592625 (Legowo, 2007). With this package the
government expects to create 3.5 million jobsntwease regional minimum wages of farmers
and plantage workers, as well as to extend thevatitin area for oil palms and to finally
decrease the use of fossil fuels by 10%. Furthezmibrere are a number of explicit palm oil
specific mesures to increase the productivity & galm oil sector: One measure of major
concern is the abolishment of the moratorium byNfieistry of Agriculture on 18 February
2009, which was introduced in December 2007 aneaiat preventing the forest clearance of
peatland for the creation of palm oil plantatidif®epartemen Pertanian Republik Indonesia,
2009).

The overview above showed that the promotion ofuigils represents a lucrative chance for the
Indonesian government to tackle a number of domgustiitical issues at once. In addition to
wanting to achieve the goals of energy safety, #gp@venues, and jobs, the government also
highlights environmental aspects such as the patesft GHG emissions reduction. To realize
such reductions the Government states to use oqisoductive waste land for the cultivation of
palm oil. However, it is unlikely that Indonesianceeach this aim since the ambitious palm oil

production expansion plans cannot be realized witestablishing 18 million hectares of new

12 Since the domestic production has become incapaibleovering the energy demand of the internal miark
Indonesia has become a net-importer. Comparedetd 280s, oil extraction has declined by one thactordingly
today Indonesia imports 30% of its diesel (Klut@Q2a).

13 However, this abolishment is inconsistent with ititernal strategy of the Ministry of Agriculturehich foresees
to stop the conversion of peatland into oil palranghtions. Moreover, the measure has not been chgvitle the
Commission for Climate Change and the Minister foriEmment (Simamora, 2009).
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plantations. As regards fire clearance, the palitwill in Indonesia to stop this practice is
almost non-existent: For instance, the ASEAN Agreein2003 against illegal fire clearance has
still not been ratified by Indonesia (Schad et 2a007). In order to mollify critical voices
regarding Indonesia’s inconsistent climate chargiey the Indonesian president announced at
the UN-Climate Conference 2007 to adopt a 50% rsmlutarget of carbon emissions released
through forests fires and to take consequentiameigainst illegal logging. In this respect, it is
important to point out that the Indonesian goveminig highlighting such ambitious objectives
due to trade-policy considerations, but is not eoned about climate change in the very first
place (Dera, 2009). This also explains why the iedian government is vehemently protesting
against the RED’s sustainablity criteria, whiclpérceives as being a non-tarrif trade barriers
especially designed for palm oil. However, the tjoes whether the RED’s sustainability
criteria indeed pose trade barriers and are theviddgting the European Community’s (EC’s)
WTO obligations, is still being discussed (Mitch&lTran, 2009)*.

In addition to the incerased EU demand for Indaaregbalm oil and the many domestic
advantages that go along with growing palm oildoiction, another important reason for the
palm oil expansion and its social and ecologicaiseguences lies within the Indonesian
consitution that declares land, water, forest ahelirtresources as government property
(Undang-Undang Dasar Republik Indonesia Tahun )94Fhe consitution facilitates the
destruction of natural forest since it lacks a min regarding economic, social and cultural
rights (Klute, 2008). Within Article 33 the constiion refers to economic concerns and social
welfare: Article 33 (1) states that the economlgased on the “family principle”, which favours
the formation of a few conglomerates and a seleaiwichment of natural resources. Further,
Article (2) supports this tendency by emphasizirgnibhes of production that are essential for
the state and the livelihood of the citizen andcolhiherefore need special regulation by the
government. Article 33 (3) highlights the state esavgnty over land, water and natural
resources, which the state shall use in orderdaterthe highest possible wealth for the people.
Accordingly, regarding the case of palm oil product the Indonesian government sees the
highest possible wealth as being reflected in exgains (Fidrus, 2008). As a consequence, in
the opinion of the Government and industrial comitiesy the loss of forest is compensated by
the gain and wealth associated with high exporemees (Pastowski et al., 2007). With
reference to the principle of sovereignty the gowsgnt decides on the forest area and the
granting of large-area concessions (Departemenamtart Republik Indonesia, 2006). The
granting of concessions is based on the statugeofdrest, which is classified by the national
Forest Ministry. The classification distinguishestween (1) production forest, in which

selective deforestation is allowed, (2) converdanest, which may be cleared for the purpose

“In order to determine, whether the RED is ultimateigonsistent with the obligations under the Gehera
Agreement on Tariffs and Trade (GATT), requires sideration of the applicability of a general exéeptunder
GATT Article XX (Mitchell & Tran, 2009).




of oil palm plantation creation, and (3) protecfedest (Milieudefensie & WALHI KalBar,
2009). Due to lacking political and legal structjrthe granting of concession on the basis of
the sovereignty principle as well as the suprentd@/few conglomerates, favoured through the
family principle, leads to the frequent disregafdraditional landrights and an overexploitation
of natural ressources. Additionally, the shift eSponsibilities for granting concessions from
the central government in Jakarta to the munidipali Kabupatef in the course of
decentralization is followed by a shift of corrupti and the formation of local patronage
networks (Dera, 2009). This problem context illats clearly how policy makers in Europe
have established an obligation to use biofuelslenthie associated sustainability criteria and the
sustainability scheme fall too short to take ultieneesponsbility to ensure their sustainability.
They are too weak to prevent illegal operationdpmstation, carbon emissions and social
conflicts since they do not take into account thatindonesian government is unable to control
the industry. In this regard, the common practictast track permits, which has been examined
by Friends of the Earth Netherlands & Indonesiathinir September issue 2009 “Failing
governance — Avoiding responsibilities [...]" reprete an descriptive example: Palm oil
permits are issued in such a fast track manner rémilts in a de facto waiving of legal
requirements meant to protect the environment acal communities. Often these permits are
issued without the legally required approvals fbe tcompanies’ Environmental Impact
Assessment. In addition to this, there are oil palm permitsiny issued that fully or partially
overlap with protected forestland. Consequentlypag as laws regulating plantation expansion
can be disregarded, expansion still representsntire attractive solution to increased market
demand as compared to enhancing yields in exiglismgtations. This practice, which is largely
undetected by government agencies and sustaipalmitiatives, illustrates how District
governments together with oil palm companies trygébd a share in the biofuels “pie”, while
successfully counteracting efforts towards goodegoance in Indonesia. As a result, the
Indonesian Environment Ministry has been forcedrétax EIA regulations due to the
overwhelming amount of violations of the countrgavironmental law (e.g. the Indonesian
Environment Management Act 1997, the EIA Regulati®®9, and the Plantation Act 2004).
At the same time, the RED contains no requiremenbiofuel companies to prove that their
imports are legal in terms of complying to Indoa@sénvironmental law. Therefore, it is likely
that unsustainably produced palm oil is being slibsd by EU Member States and is counted
towards the RED’s targéfqMilieudefensie & WALHI KalBar, 2009).

A central reason that often underlies the issubanf governance in Indonesia is a different

understanding of sustainability (Milieudefensie 8AHI KalBar, 2009). Accordingly, a study

151n 2008, the Environment Ministry categorized 78pall EIA as being of poor quality (MilieudefensSeWALHI
KalBar, 2009)

8 However, what is even worse is that apart fromdége of Indonesian palm oil for European bioenepgym oil
imports into the EU for food applications are notee bound to any legal or sustainability requiretsen
(Milieudefensie & WALHI KalBar, 2009).
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by Watch Indonesishowed that many local politicians and plantata@nagers interpret the
Indonesian term for sustainablee(kelanjutah as “being able to live from something” (Schott,
2008). While the deforestation and the loss of medity which go along with the expansion of
oil palm plantation are being critizised by the BWe Indonesian Minsitry of Agriculture
officially challenges this correlation. Exemplamyr fthis understanding of sustainability is the
statement of the Indonesian Minister for AgricudtuAnton Apriyantono, who justified the loss
of biodiversity with the creation of millions oflig due to an expanding palm oil industry: "We
should choose between human interests or thoskeofmbnkeys" (cited according to Fidrus,
2008). Hence, both the Indonesian notion of ecoklgas well as social sustainability is
diametrically opposed to the European conceptiosustainability that is designed as a three
pillar approach concerning ecological, economic aadial aspects — however, to be fair, it
must be said as well that neither the economic ther social aspect of the threefold
sustainability approach has been included intdBB® as must-criteria. To conclude, therefore,
it is possible to say that both the EU as wellkas Ihdonesian Government primarily pursue
strategic interests with the promotion and produrctof biofuels, which becomes apparent
within the respective laws. As long as this is tlse, both will remain trapped by a problem
solving bias (Dera, 2009). So far, the issue obpposed understanding of sustainability has
neither been addressed by the Indonesian natianargment, the European Union, nor by

private sector sustainability initiatives.

Taking the range of the before mentioned developsnand practices in Indonesia into account,
it is obvious that the RED’s mandatory targetsastrong driver of palm oil expansion. While
land grab and deforestation are still common peacthe sustainability schemes seem to be too
limited and to be grasping the issues too lateoaprévent negative side effects and other
ecological and social issues in an effective wayaddition, as Friends of the Earth Netherlands
& Indonesia (2009) stated, European policy makemsdato address directly the problem of

unsustainable levels of demand.

3.3 The Palm Oil Sector and RSPO Involvement

" [...] the palm oil sector is both part of the prebi as well as part of the solution.”
(Ardiansyah & Kosasih, 2006, p. 14)

A distinctive feature of the Indonesian palm oittee is that it is dominated by only a few
Malaysian, Singaporean and Indonesian corporatepgrdviost of these groups grew up to be
transnational corporations that invest not onlypaim oil but also other industrial branches
(Grain, 2007Y. The economic system is characteristically stmattaccording to a free market

economy, however, it has a strong governmental gargant element (Chua, 2009). In many

7 For instance, the Indonesian Sinar Mas-Group doesmly focus on the palm oil sector but is alsakatleader
in the paper and cellulose industry (Dera, 2009).

20



economic sectors the Indonesian government is ectdicompetitor of the private sector
companies. This is also the case regarding the palsector: There the state sector is strongly
represented with a 22% share of the gross natjpmaluct and pursues its own stakeholder
interests (Grain, 2007). According to governmegtifes, ca. 45% of all Indonesian plantations
are owned by big private companies, while the staikls a 13% share (Ekonid, 2007).
Consequently, the palm oil production is no purenemic process, but strongly policy-driven.
This political control is based on manyfold formfscooperation between governmental, non-
governmental and military actors and is charaaerizy a entanglement between national, local
and transnational levels (Heiduk, 2005). The speola of the state bears not only a problem
solving bias by the government regarding sustalityalgiriteria for palm oil, but becomes also
obvious in terms of indirect subsidies for the secWith regard to the latter there exists a
twofold mechanism: Firstly, there are no taxesdqhid when tropical hardwoods are cleared
or sold in the course of the expansion of oil pallantations into tropical forests. Secondly,
companies receive support from the reforestatiod faf the government, if they use artificially
created “degraded land”, which may be planted wittipalms for reforestation purposes (Klute,
2007bj¥®.

Since the Indonesian State can be described tamthepartially not capable and partially not
willing to establish binding rules regarding suséddle palm oil and their enforcement, private
agreements on regulations represent an importantlairy and design element (Enquete-
Kommission, 2002). As a transnational network, R8PO can be regarded as such an example
for a voluntary standard setting process. This dtaivie is the only global sector-specific
sustainability initiative for palm oil. It was offially founded in April 2002 by the World
Wildlife Fund (WWF), the Swiss super market chaigis and some Southeast Asian palm oil
producers (RSPO, 2010). It was established duevéonbain reasons: On the one hand, the
foundation was a reaction to consumer boycotts emdronmental campaigns in Europe
regarding environmental harmful practices of thelaysian and Indonesian palm oil industry
(Pye, 2008). On the other hand, the foundation lshbelp to ensure the access of European

markets to Southeast Asian palm oil (Dera, 2609)

The RSPOQO’s central vision is to ensure that “paiincontributes to a better worldRSPO,

2008). The advancement of the production, procunéna@md use of sustainable oil palm
products shall be achieved through “the developmanplementation and verification of
credible global standards and the engagement kéhstéders along the supply chain” (comp.
ibid.). The RSPO is composed of 440 ordinary mesb@r affiliate members and 47 supply

chain associates. The basis of the RSPO, the oydimambers, is divided into seven categories.

18 Here, the unproductive juvenile phase of new piémts increases the access to rainforest areas $ire
plantation can be then financed by the revenuestirs from logging (Nellemann et al., 2007).

19 The organizatioWorld Rainforest Movememiaimed the vested interest of the RSPO, which dilsge to be
paving the way for Europe so that it can declasediémand for biofuels as sustainable (cited acaegrth Schott,
2008).




The majority of ordinary members are palm oil pssms and traders (39%), consumer goods
manufacturers (28%) and oil palm growers (20%). iMdale, the minority is represented by
retailers, environmental or nature conservation amgations, social or development
organisations, and banks and investors (RSPO, 2&Hgh of the categories is represented by
two council members - only the section of produgeoses four. Consequently, the voting
companies dominate the roundtouble both in termsuafbers and votes, while environmental
and social organisations remain in the minority.isThnbalanced structure, but also the
Eurocentric initiations illustrate the interesttbé economic representatives of the producer and
import countries (Patowski et al., 2007).

The terms of admission to the RSPO are the congdiavith its goals, the acceptation of the
Code of Conduct and the fulfilment of minimum stards (RSPO, 2006). In case of
infringements the RSPO may threat with mediatioocedure or with the cancellation of the
membership (RSPO, 2007a). What needs to be higbdgis that there is a major difference
between those who are member of the RSPO and thloseéhave been certified: The RSPO
membership merely demonstrates that a producer aynipas pledged to become sustainable
within the next few years. However, it says naghabout the sustainability of its plantations.
RSPO-certification is meant to ensure that plamtastioperate sustainable today. Nevertheless, it
is still possible that a company possesses a paeidification meaning that some of its
plantations fulfil RSPO-standards but others nditisThappens, for example, when a company
has just bought new plantations that are not ystagwuable. In that case, the company should
provide the RSPO with robust plans showing howstirgtainability of these plantations will be
achieved in near future (RSPO Secretariat, 2010).

Due to the dominance of companies within the mestbpr structure, the asymmetrical
distribution of votes and the moderate member pptlee RSPO, which also enjoys the support
of the European Commission, is expected to haveadb though not a deep, influence on the
standard setting process (Patowski et al., 200 9eéms, however, as if the RSPO enjoys a
strong backing from Malaysian and Indonesian econ@merators: According to Kees Vis, the
RSPOQO’s chairman, one third of the world’'s palmpibducers and 10% of the palm oil buyers
are RSPO members (Kees Vis, 2007). With the merhlpedf the association of Indonesian
palm oil procucers (GAPKI), 30% of Indonesian patih plantations fall under the RSPO
principles (Geibler, 2007). At the same time, simallers who own a significant share of the
world’s palm oil production, are not yet integratémto the roundtable. In Indonesia
smallholders deliver the raw material for ca. 30f4he produced crude palm oil (Colchester,
2006).

The RSPO standards are based on eight principte8%uariteria that were established in 2005
and which are being implemented through a certibobasytem that is based on the mass

balance method as it is also laid down in the REBe§ Vis, 2007). The principles focus on
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transparency, compliance with laws, long-term ecoanostability, use of best practices,

environmental responsibility and conservation dlirel resources and biodiversity, responsible
consideration of employees, individuals and commmesyi responsible development of new
plantings, and continuous improvement. The relatédria are generally of a qualitative nature
entailing requirements for plans, documentationd proof. The environmental criteria deal

with the area’s environmental impact assessmerardery plantation and mill management.
(however, this EIA does not refer to the proces&ldf upheld by national law), biodiversity,

waste management, sustainable energy use, use tdrfiwaste disposal and for preparing land,
and emission reduction. Among these, an importaidedine belonging to the biodiversity-

criterion prescribes that from November 2005 onwamw plantations may not destroy
primary forests or high conservation value for¢Bt€FV) and should avoid being prepared by
fire clearance. Meanwhile, the reduction of emissidterion is in its current form not

compatible with the RED criteria since it does emplicitly address a positive climate balance.
It merely addresses pollution prevention plans twhiegulate the evaluation, monitoring and
emissions reduction (RSPO, 2007b). Furthermores the RED, the RSPO principles and
criteria do not include critical aspects such ampetitions for land use and the impact on other
areas and food products. In this regard, a majocem regarding the actual legitimacy and
credibility of the RSPO is to be found in the féwat the majority of the palm oil industry has
never admitted its joint responsibility concernitite negative consequences of palm oil
production (Ernsting, 2008). Therefore, there iprablem solving bias also on side of the

private economic actors.

According to Bustar Maitar from Greenpeace Indamettie sustainable cultivation of palm oll
is possible, as long as no further forest is bed®gtroyed. The production has to be
concentrated on already existing plantations, wimiéeting ecological and social requirements.
However, an RSPO certifcate is highly suspecteiésgrare still being cut down. Further, Bustar
Maitar clearly doubts the effect of certificates ®ngle companies, if those were part of an
international group of companies (cited accordiagSthott, 2008F. RSPO chairman, Kees
Vis, holds a similar view, stating that the worldgisting 11 million hectares of palm oil
plantations were sufficient for production, prowdddat cultivation was being optimized. Even
in the case of a minimum optimization, the openifidurther two million hectares would be
enough to meet the future demand and could belisstath on fallow land (cited according to
Schott, 2008). This, however, is still theory sinhe RSPO would not be able to request its
members to abandon the option of any plantatiomesipn and logging, while making use of

the unattractive and unprofitable alternative dficating fallow land.

20 Bustar Maitar stated that there was no use of suehtiicate, if a company was for example alreadstified in
Malaysia, while it cleared trees in Papua undettardrand name. No one could prove the true oo§the palm
oil once it has been mixed together (cited accgrtiinSchott, 2008).




All in all, the RSPO and its voluntary certificatiocan stimulate learning processes and
innovation and can draw attention to the issue mdustainable palm oil. However, it is
incapable of offering a substitute to an encompasgrotection system for rain forests and
other regulations. As long as such a system thaupported by the state is not in place,
unsustainable structures will remain undiminisheé¢ithin a wordlwide booming palm oil
market with promising potential, isolated Europeaquirements for certified palm oil have a
poor effect, especially since there are huge gadéantials in the producer country markets as
well as in China and India that have no demandsarddgg the sustainability of palm oil
(Patowski et al., 2007).

3.4  The Cargill Case: Performance regarding Fan Oil Supply Chain Liabilities

“[...] sustainability is a worthy option, at a londght the only possible option at all(Edwin van der Hoek,

Cargill's European Product Line Manager for Palm (Herlin, 2009, cited according to Karotki, 2010)

The agricultural commodity giant Cargill plays adeng role in the global palm oil market: Its
operations as plantation owner, trader, refinewal as distributor of palm oil and palm oll
products including Biodiesel cover the whole vablmin from Indonesia to Europe. It has a
two-part business model both owning and operataimmil plantations throughout Indonée3ia
Cargill conducts two major operations in Indonetfia: oil palm plantation PT Hindoli in South
Sumatra (acquired in 1996) as well as PT Harapavit $&stari and subsidiary in Kalimantan
(acquired in 2005). Together these plantations /000 hectares and employ 8,000
Indonesians. Besides, Cargill owns and operataspaim oil mills (with a capacity of 320 tons
of palm oil products per hour). Additionally, Cdtdiuys palm fruits from 11,500 smallholder
farmers who again own 23,000 hectares plantatiGasyll, 2011).

The company publicly promotes its commitments ® shstainable production of palm oil on
its website stating that it “is committed to susdile palm oil production and sourcing [...]"
(“Our Palm Oil Commitments”, Cargill, 2010).

In February 2009, Cargill's palm plantation, PT #fdfi in Sumatra, Indonesia received RSPO-
certification. For Cargill, this certification wéda landmark achievement” (Cargill, 2009) since
PT Hindoli was its first plantation to be certifieshd also the first one in Indonesia (comp.
ibid.). Furthermore, in 2010, the German certifimatcompany SGS German GmbH awarded
two ISCC certificates to two of Cargill's plantat®in Sumatra, four further certificates to palm
oil mills and loading devices in Indonesia, aslves certificates to five plants in Europe.
Thereby, the ISCC certification officially statdsat Cargill complies with the criteria of the
RED and the FQD. Regarding the ISCC, Cargill was @inthe first companies to be awarded a

certificate. In this respect, some NGOs considstepiciously the fact that Cargill was the first

2L Cargill's activities started in Indonesia in 19B4.now the company employs over 10,000 people (QGaBgilL1).
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to receive a number of certificates from the RSR@ the ISCC, while at the same time being
both board and ordinary member of these institsti@argill, July 13, 2010).

In contrast to Cargill's ambitious sustainabilitjfoets, various NGOs such aSreenpeace
(2008),Friends of the Earttf2009), andRainforest Action Network (RAXQ010) claimed that
Cargill's palm oil operations were far from meetitg commitments and responsibilities under
the RSPO and vehemently critizised the award of&RSéhd ISCC-certificates. They accused
Cargill for having violated various RSPO criterizddndonesian law and that it failed to ensure
that its supply chain is clear from controversyrsas collaborations with questionable palm oil
suppliers (e.g. Sinar Mas Group and Duta Paffhaflthough the NGOs presented broad
evidence for their allegations, Cargill, ISCC amg RSPO were able to put forward strong
counterarguments. For instance, they could provmany cases that the NGOs drew wrong
conclusions from Cargill's certificates, sometimaséxing-up different types and scopes of
certification. In addition, they correctly claiméigat none of these NGOs took the opportunity
to avail either the ISCC or the RSPO complaint pdaces (ISCC, 2011).

In the following section Cargill's “Supply Chain dlilities” will be analysed on the basis of
seven Benchmark Performance IndicatdB®\ernance, Policy, Risk Assessment, Inventory,
Targets, Implementation, Leadership and Performatitat have orginially been published by
Greenpeacewithin its Sector ReviewThe Hidden Carbon liability of Indonesian Palml"Oi
from 2008. Cargill has been chosen as a subjethisfanalysis since it has a leading and
exemplary function within the Indonesian palm aktor and since it is covering the whole
value chain from Indonesia to the European maxkenerally, this analysis shall serve as an
orientation, highlighting to what extent a leadipgim oil company that is known to be a role

model, is able to realize sustainability throughtaipalm oil supply chain.

Does the company refuse to trade with groups whose
operations raise government issues?

Cargill has been accused by various environmemtalgs for collaborating with controversial
palm oil suppliers such as Sinar Mas and Duta Palmaich are known for their
environmentally harmful and socially unacceptabtacfices. Duta Palma has been one of
Cargill's key suppliers for at least seven yedrawever, Cargill de-listed Duta Palma in 2007
arguing that the supplier did not meet its stanglatd this respect, environmental groups
justifiably critisized that Cargill acted only iesponse to the growing public pressure, but not

on grounds of its own assessment and initiativeNR2010).

22 Cargill's alleged RSPO violations: Operating outsidendonesian law, failing to disclose ownershfppalm oil
plantations, clearing rainforests without permii)ing to resolve ongoing land conflicts, destrayiwetlands.
Cargill's alleged Indonesian law violations: Opemgtiwithout Environmental Assessment Report or Bissine
Permits, clearing rainforests without Timber CuttiRgrmits, exceeding the maximum allowed concesaiea,
clearing peatlands, using fire in palm oil concessi(RAN, 2010).




The case regarding Cargill's collaboration with 8iear Mas Group evolved in a similar way:
Shortly after public allegations were made by savBIGOs, Cargill together with the RSPO
assessed the operations of Sinar Mas and its lgotdimpany Golden-Agri-Resources (GAR).
In its statement on February 11, 2011, Cargill ameed that it had jointly agreed with the
RSPO, Sinar Mas and GAR to take corrective actimnsesolve the issue of RSPO non-
compliance. A.o. Cargill encouraged Sinar Mas aAdR@o adopt a forest conservation policy
and to work together with The Forest Trust (TFTd ahe Indonesian government. The

corrective actions shall have been implementeddipZCargill, 2011).

With regard to these exemplary cases, it is negdtiat Cargill did not initiate action based on
its own sustainability standards. This is what ooeld expect from a role model. However, it is
still positive that Cargill undertook actions at il order to solve the problems regarding its

suppliers Sinar Mas and Duta Palma.

Does the company support sectoral and nationall lefferts to
reduce emissions associated with deforestation?

Within its "Sustainability Commitments” Cargill psates that it fully supports “the efforts of
the RSPO to develop the mechanisms to distinguistasmable palm oil products in the market
place.” (“Our Palm Oil Commitments”, Cargill, 2010dMoreover, Cargill maintains
partnerships with respected environmental orgaioizat such as the WWF and Flora & Fauna
International, and it collaborates with local commitigés to address topics, such as biodiversity,
including orang-utans and tigers, the land righttoocal populations, as well as the economic
feasibility of oil palm development on degradeddsinFurther, Cargill works together with the
Indonesian Palm Oil Association (GAPKI) and the dndsian government to advocate for
sustainable palm oil development (Cargill, 2010e)r instance, Cargill joins the “One Man
One Tree” national greening movement that has esmched by the Ministry of Forestry in
2009 to help combat the impact of climate change tanpreserve forests. The company also
supports the development of the sector by accegtimglholder’s fresh fruit bunches ahead of
its own crops. Furthermore, Cargill collaborateshwibcal farmers to increase their current
yields while supporting the RSPO criteria. For thigpose Cargill offers trainings, programs
and credits (2010a).

Generally, it seems as if Cargill maintains stratggartnerships with all relevant actors from
different decision-making levels and areas that @mecerned about the issue of sustainable
palm oil. It is notable that Cargill's projects apdrtners are very high in number and address a
broad range of topics. One the one hand, this meate the impression that the palm oil giant is
scattering its projects in order to achieve theatgrgt publicity possible. One the other hand,

Cargill's partnerships and projects seem to addtegiks that are of high relevance to the




realization of sustainable palm oil, and their iempkentation seems to be pushed forward with

ambition.

Has the company assessed the carbon liability and
risks associated with deforestation and peat laegrddation by its suppliers at group
level?

In July 2010, the company launched a project wipartner WWF to conduct an assessment of
its palm oil suppliers in Indonesia. The assessraball help to gauge the current progress of
the respective suppliers to implement relevant R®F@ciples and criteria. Throughout the
assessment process there will be collaboration$ whe Indonesian government. The
assessment focuses on key areas that include &ndtp, environmental and social practices.
The assessment shall be followed by appropriateitisns and robust plans for their

implementation (Cargill, 2010c).

The first stage of the assessment was expecteé twoimpleted in early 2011. By this time
Cargill intended to be able to establish a realistneline to roll-out further assessments across
the remainder of its suppliers and to design caaaresasures that help the assessed supplier to
implement the RSPO standards successfully (Cagfit0c). Up to now, the findings of the
first assessment stage have not yet been publi3ines, it remains to be seen to what extent
Cargill will be able to publish relevant resultsdato present concrete measures to improve

sustainability within the sector in the coming week

Has the company calculated the emissions embedded
within its raw material supply chain?

Cargill began to quantifiy GHG from all its faciés in 2006. Its GHG inventory covers circa
1,100 locations globally and encompassess diffaramtufacturing technologies. The inventory
includes both emissions generated from Cargill'sy @perations and from energy the company
buys and is based on the internationally acceptekt Grotocol developed by the World

Resources Institute and the World Business Cowmc8ustainable Development. Currently, the
company is working to expand the inventory to ideutransportation-related emissions.
Furthermore, Cargill announces on its websitesithatsharing its operational and supply chain
expertise with customers, suppliers and acadenstitutions to promote understanding of

climate change and to explore opportunities (Cu2@10b).

Although Cargill's website describes relatively @lktd how it organizes its efforts to quantify
GHG emissions from its facilities and technologiamcrete data or information resulting from
these calculations or explanations regarding thpliegp methodology are not provided.

Moreover, it is hard to assess from this distamcevhat extent Cargill is actually supporting




customers and supplier with its expertise. Nevégtise it remains impressive that Cargill seems
to untertake considerable efforts and initiativegarding the quantification of GHG emissions

and the shareing of its knowledge.

Has the company set meaningful targets to redudgsams
in its raw material supply chain?

First, Cargill set company-wide environmental gaal2001. From then on, new goals were
established every five years. The latest goalsatiyear 2015 and include: improving energy
efficiency, freshwater efficiency and GHG intendity 5% respectively, from Cargill's fiscal
2010 baseline as well as increasing renewable gnexg to 12,5% of the compnay’s energy
protfolio. Furthermore, Cargill set the eventuablgto have a 100% RSPO certified supply
chain in future (Cargill, 2010a).

Principally, it can be said that Cargill sets meafil targets and realistic time spans in which
the targets shall be reached. The targets appeaddress relevant aspects that may have a
strong, positive imapct on the company’s climatiaee. Although Cargill regularly announces
the successful achievement of its targets, it ipossible, of course, to assess this objectiviely a

this point without having insights to further data.

Has the company explained how it proposes to
reduce its raw material supply chain emissions?

Cargill’'s plans to achieve emissions reductionlaimg explained on its website and within its
publicly accessible “Corporate Responsibility RehoFo give an example, Cargill claims to
have successfully implemented its plans for an raeée digester at its CTP Harapan Sawit
Lestari Palm Oil Mill and Plantations in Manis Matdest Kalimantan, Indonesia, which is part
of its plan to use biogas in order to reduce cammrssions (Cargill, 2010a). The project was
launched in October 2007 and pursued to construistom-designed Managed Engineered
POME (Palm Oil Mill Effluent) Digester (MEP), whiclis able to reduce organic load
substantially in Cargill's water effluent and metkaemissions to the atmosphere while
additionally creating a renewable energy source tnerates onsite electricity, which
contributes to the reduction of Cargill's overaflevating costs in the long run. Furthermore,
Cargill states that the co-products from the MEBcpss can be used as organic fertilizer as a
substitute to other fertilizers (Cargill, 2007).

Modern palm oil production processes, such as tleP Mare indeed positive examples to
increase sustainability throughout the productiorcess and to realize optimization potentials.
Nevertheless, Cargill needs to prove how serioitgh/ pursuing its sustainability commitment

by applying the technology to further palm oil milhnd to further invest in other relevant




optimization potentials. However, that Cargill reseady implemented the application of such

a modern technology at two of its locations is niégly a positive start.

Has the company played a
leadership role in reducing emissions associatdd thie palm oil sector?

Cargill became a RSPO member in 2004 and from ¢inestrongly supported the process of the
development of RSPO principles and criteria (P&CharQill belonged to one of the 15
plantation owners that volunteered to pilot the Pg«r to their finalizations). Cargill has
made relevant progress in preparing its plantationsieet RSPO standards. In addition, the
smallholders at the PT Hindoli plantation becane fitst smallholder scheme in the world to
receive a certificate under the RSPO’s SmallhoRtarciples & Criteria. Throughout the sector
and beyond, Cargill presents itself and is regated standard developer and standard setter:
Today the company announces proudly that it coreahittot to plant on HCVF areas and to
develop only new plantations on degraded landnbeon deep peat lands or highly biodiverse
lands, and that it enforced a "no-burn” policy, rewmfore the establishment of the RSPO
criteria (Cargill, 2010a). Besides, Cargill statkat it continuously encourages its third party
suppliers to become RSPO members and to attaiificaion. Also the construction of the
MEP Digester represented an effort that went beyegdl requirements and set a standard for

the palm oil industry (Cargill, 2007).

Regarding this indicator it has to be outlined tiadst information originate from the
company’s website, which does not necessarily ntleainthey are overly exaggerated or false.
Basically, it seems as if Cargill is widely resgettvithin the palm oil sector and beyond and it

also enjoys the support of several respected N&@sHe WWF.

Taking the considerations of this analysis intooaed it can be concluded that Cargill
represents indeed an important role model withenghlm oil sector. However, in the end, it is
difficult to make a clear judgement to what ext€argill's efforts regarding the realization of a
sustainable palm oil production are meant seriooshare rather and mainly resulting from
strategic considerations (e.g. Greenwashing). iswr#gard, the problem is that most sources or
actors being concerned with the issue of realiZogtainable palm oil are, of course, also
pursuing their own interests: Accordingly, Cargilihvestments in green and social projects and
in strategic partnerships within and outside thetaealso serve to upgrade its image, while
environmental organizations may critizise currerffores regarding the certification of
sustainable palm oil also in order to stay witliia tliscussion.

Finally, whether it is due to Cargill’s influencegmmitment, or reputation, it can be concluded
that it is an important partner for non-governmeatal governmental organizations and also an

important promoter of sustainable palm oil in Indsia and Europe.
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3.5 Social and Ecological Implications

The excessive access to areas for the cultivatiogpaln oil can have considerate opposing
effects on land and water resources and biodiyemsiindonesia. Furthermore, the targeted
reduction of GHG emissions by the EU through the okpalm oil for bioenergy might be
negative depending of where and how the palm dieisig produced. However, the fact that
almost half of the Indonesian population is dinectt indirectly dependent on the preservation
of natural habitats, deforestation and pollutiosoagated with the palm oil production does not
only threaten the functioning of ecological systeamsl biodiversity but also the livelihood of
the people (Dera, 2009). Often this process is dated by conflicts between palm oil
companies and local communities that, in a conalidernumber of cases, are being “solved”
violently (Marti, 2008%. As soon as a plantation is being established dynapany, the former
small farmers become contract farmers, therebyriegténto a relationship of dependence
(Schott, 2008). Besides, not only local communities affected by the palm oil expansion, but
also indigenous people that are displaced fromr tbeed lands, being deprived of their
traditional existence. In addition to these socwtflicts, the expansion of oil palm plantations
can lead to significant social imbalances, if tlgitonal demand for palm oil for use as
bioenergy causes the prices for Indonesian stambel o increase. In this respect, it is
problematic that the palm oil consumption in impootintries is easily substitutable and can be
reduced in case of price increases, while in Indianpalm oil represents an essential good,
whose consumption is not flexible. Consequentlg situation can get precarious for those
households that are living on or below the povérny (Dera, 2009). Meanwhile, \&orldbank
study that examined the relationship between tieofibiofuels and food prices concluded that
worldwide food prices had increased by 130% betw&@d? and 2008. Almost 75% of these
price rises for food could directly or indirectle lattributed to the massive use of agricultural

products and areas for the production of biofuiglischell, 2008).

Although these social implications of the increadethand for palm oil for the use of bioenergy
are highly critical, the RED and its sustainabil@siteria focus in the first instance on the

environmental dimension that is being affectedhsytiofuels demand:

In order to make a significant contribution to Gle@ission savings from the use of biofuels it
is essential that the production of biomass dodscaase land-use change. In Indonesian
practice, however, the palm oil production oftemaives two types of land-use changes: direct

(DLUC) and indirect land-use changes (ILUC). On ¢ime hand, palm oil may be produced on

2 Conflicts around palm oil production can be classifas (1) rights-based conflicts between oil padmefficiaries
and the company that controls the land, (2) clased conflicts between elites who received prigitiefrom the
company and those who were deprived of lands amdiHbods, and (3) a mixture of both types. Moreothe
conflicts may be due to external factors, such aket price fluctuations of crude palm ddepending on the type
of conflict, the degree of governmental involvemg@ng. police, courts, military), as well as thgyae of
fair mediation, the conflict intensity may ranger blockades of the plantation, over demonstratains
the company office, to the use of force. In sonsesawhere justice could not be established, theraof
the community can manifest also in ethical cordligithout clear causal relations (Sirait, 2009).
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landdirectly converted from another status to agricultural ladd the other hand, there may be
ILUC that occurs “if a different use such as foode®d cultivation that previously prevailed on
areas designed for biomass cultivation [...] is dispt by it” (Fritsche et al., 2009, p.7). Since
the demand for food and feed is still there, tipeoduction is relocated to other areas. These
areas may have a high carbon stock (e.g. foresteranwhich is reduced if used for the
cultivation of food or feed. As a consequence, rdgulting carbon emissions are indirectly
caused by palm oil cultivation and therefore muestibocated to it. Depending where and how
the displacement will occur, the amount of posséressions may be considerable (Fritsche et
al., 2009). With regard to the global market, thigabiofuel demand that may leawdirectly to
land-use change, manifests itself through a chamgemand for agricultural commodities and
their substitutes. The change of price may proeidéncentive to change behavior towards an
increased use of land, which in most cases impdied-use change. With regard to the local
dimension in Indonesia, the limited availabilitylofv-carbon stock land and a lack of stringent
protection of forests and carbon rich areas arecdwral drivers of land-use change (EU

Commission, 2010).

Interestingly, the authors of the IPRI study “Glbbeade and Environmental Impact Study of
the EU Biofuels Mandate” (2010) concluded thattieci land-use change (ILUC) “does indeed
have an important effect on the environmental sustality of biofuels”. Although they do not
see the environmental viability of biofuels threeged by the current “small” EU 2020 mandate,
they admit that if the mandated quantities turnatito be higher in fact, “[...] there is a real
risk that ILUC could undermine the environmentadbility of biofuels”. In contrast to this
understanding, the RED’s overall calculation of GEI@issions includes the carbon emissions
that are being released from DLUC, while it doesta&e into account the emissions released
from ILUC. This is partly due to the reason thatomcrete methodology that accounts for these
indirectly caused GHG emissions is not yet avadlat ready for use within the scope of the
RED?". The major problem associated with accounting Gat@ssions from ILUC is that it
requires projecting impacts into the future, whiglinherently uncertain and that the estimated
land-use change can never be validated sinceaitplsenomenon that is impossible to directly
observe or measure (EU Commission, 2010). Simjlalitey message of the IPRI study was
that ILUC caused by biofuels would be impossibleptove on the basis of current research
since the extent and geographic location of ILUQIldaot be assigned exactly in quantitative
terms. Moreover, in practice there was an additidmandle of effects (e.g. the increasing
demand for food and feed products, changed prodiies, changed weather conditions, and
the degree of governmental regulation regarding-lase change) that influenced the issue of

ILUC. These methodological limitations are partéoly problematic with regard to the

24 Only the U.S. has already had experience in coimtytife cycle assessments on different types ofugls, which
also include indirect land-use change distinguighbetween national and international land-use obsn@EU
Commission, 2010).
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Indonesian context since there the risk of ILUGspecially high due to a lack of rights of

property and use for land.

Against this background Searchinger et al. (2008)ifjably raise the point that as “emissions
from land-use change are likely to occur indirecglgoposed environmental criteria that focus
only on direct land-use change would have little@f (p. 1240). Besides, Fritsche et al. (2009)
claim that up to now there were no efficient rulesplace concerning ILUC effects or the
consequences for food security. Also the implenewetrtification systems — particularly the
mandatory ones — had not yet been able to provitfeeient guidance concerning the broader

environmental and social impacts since this woalilt in trade law problems.

In order to mitigate the problem and conflict pdiginof competitions for land-use, the EU’s
RED as well as the RSPO'’s criteria demand to shétpalm oil plantation expansion towards
unused degraded areas since it is widely assuna¢duhivating palm oil on such fallow lands
are both ecologically sustainable and economiaalisonable. In support of this assumption,
Patowski et al. (2007) emphasize in their repat tmly the development of new plantations on
tropical fallow land might principally be able toeate GHG emission savings compared to
fossil fuels. At the same time, however, it must Ipe ignored that these areas may also be of
high ecological value, may require sizeable inpftgautrients and water to make production
economically viable, and may carry the opporturitysts of future carbon sequestration
(Robertson, 2008). In view of the Indonesian contExropean policy-makers as well as RSPO
members usually forget to value the term “unused’lavithin the local context and confuse it
with the notion of a “left, uncultivated farm lan@Gaia Foundation et al, 2008). Accordingly,
what governments and companies term as “unused éaadn most cases areas that are used by
small farmers, herdsmen, and local communitiesféod cultivation, income maintenance,
grazing, and traditional medicine. Usually thesepgbe have no official right of use for these
lands. Considering additionally the definition bétindonesian government for unused land, the
situation becomes even more complex: the governnmedakarta distinguishes between (1)
critical land that has been degraded in the course of interemgvicultural cultivation, (2)
marginal landthat is said to be unproductive and that is possgsshigh acidity (also swamps,
peat, wet, and dry lands fall under this categoay)d (3)sleeping landto which belong all
uncultivated areas that are at the same time ¢f iniportance to indigenous people (Food and
Agriculture Organization of the United Nations [FAQ002).Taking these opposing notions of
unused land and the wide range of informal landusge local communities and indigenous
people into account, it seems that much less “uhdard” is available than it has been

contemplated by the EU.
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4. A SWOT-Analysis of the EU’s RED and its Sustdnihigy Criteria

This chapter contains a SWOT-analysis of the RE® tae sustainability criteria. Firstly, the
analysis elaborates on th#engthsandweaknessethat have aimternal origin focusing on the
positive and negative aspects that are inhererthdoresearch object, i.e. the RED and its
criteria. Secondly, the analysis concentrates empiportunitiesandthreatsthat can be derived
from the descriptive analysis (Chapter 3) regardimg specific Indonesian context, which are
therefore of arexternal origin During the whole analysis it is important to keapmind the
overarching objective or desired status to whiah 3) W, O and T are relating to in either a
contributive or destructive way. This desired statu

The RED and its sustainability criteria are an effee means to alleviate climate change,

particularly in view of the case of Indonesian patiin

4.1 Strengths

Strengths, which arehelpful to achieving the desired status
(1) Operationalizing Sustainability
(2) Broad, Open Stakeholder- & Evaluation Process
(3) Solid & providing Incentives
(4) Detailed, Conservative & Practicable

Probably the most relevastrengthof the RED is that it sets an important and ungdeated
standard by implementing concrete environmentalaguability must-criteria that enable the
operationalization of a relatively strong sustaitigtbconcept. The environmental sustainability
criteria of Article 17(2) to (5) give a concretefiddion of sustainably produced biomass for
bioenergy and set a strict minimum threshold forGskeimission savings that is based on a
detailed and encompassing methodology. In doingtls®,sustainability criteria represent a
powerful instrument that has a far-reaching infeesion the whole supply chain of a biomass

product for bioenergy use and the respective ecanactors.

A second, very importantrengthis the fact that the RED is the product of a re&dsi broad
and open stakeholder- and evaluation processslelerged from a learning process, in which
actors of different backgrounds — research ingitist economic operators and EU Member
States’ initiatives — have been involved. As a lteshe RED enjoys a broad support on the
local, national, international and even the gloleakl. A further, significant tsength of the
RED is its “openness” and expandability regarditigeo voluntary sustainability schemes or
private sector initiatives such as the RSPO. Adogiyg, Article 18(4) prepares a basis for this
in mentioning that “The Commission may decide thiatuntary national or international
schemes to measure greenhouse gas emission sawvitajncaccurate data for the purpose of
Article 17(2)” (Directive 2009/28/EC). Moreover, the RED requesstsArticle 18(4) the

Community “to conclude bilateral or multilateral ragments with third countries [such as
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Indonesia] containing provisions on sustainabitityteria” that correspond to the directive
(comp. ibid.). Besides, the RED contains a strongluative element demanding the
Commission and Member States to report for instamcénational) measures taken to respect
the criteria, the impact of an increased demand biofuels on food security and wider
development issues in third countries, the respécland-use rights, air, soil, water, and
biodiversity protection, as well as on the impattildJC on GHG emissions. This element
makes the RED sensitive to aspects that still réglopment and creates a platform for

ongoing evaluation.

A third aspects that is contributive to the abowentiopned desired status is that the RED sets
solid, mandatory targets, while providing relevartentives that stimulate their achievement.
The 2020-targets are influential because they applyall Member States and to both
domestically and imported biomass products for méogy. These products are eligible to
subsidies and may be counted towards the targetidad they prove to be sustainable
according to the criteria. As a further incentittee minimum requirement for GHG emission
savings is going to be increased incrementally.s Tihcites economic actors to consider
optimization potentials and to foster continuoushtelogical progress. Similarly, Annex V
provides a bonus that is attributed to the GHG simissaving potential of a biomass product
that has been cultivated on “severely degraded” ‘decvily contaminated” land. Another
example represents the possibility to give moregiveio “biofuels produced from waste,
residues, non-food cellulosic material, and lingdtdosic material” with respect to the 10%-

target in transport (Article 21 (2)).

A last relevant sengththat shall be mentioned here represents the bigh bf details included

in the methodology, its conservative approach, #@sdpracticability. The environmental
sustainability criteria are based on a methodolibgy takes the whole life cycle of a biofuel
into account — Annex V contains 22 production patysvthat relate to different biofuels. This
life cycle assessment even includes the issue d@LFurthermore, the default values
provided by Annex V are based on a conservativesassent of a broad set of data, meaning
that the default values chosen from this set aree®HG intensive than the average values.
This creates the incentives for palm oil produaard suppliers to achieve a better practice. In
order to ensure that the sustainability criteria flfilled, a sustainability scheme (the ISCC)
that is based on a mass balance system has beedutdgd by the RED. The mass balance
system represents an adequate compromise betwestr) @fficiency and practicability on the
one hand, and traceability on the other Randith regard to the ISCC scheme, it can also be
positively highlighted that the system provides tenpanies and audits with transparent and

handy tools to assess the GHG emission intensitiiedf products. Besides, it has the potential

%5 For instance, the Commission could have just asimpllemented a system (Identity Preservation) ¢harantees
absolute traceability since sustainable and unszdike biomass products are processed and tradmatasely.
However, this system would be highly cost-intensind inefficient in terms of trade consideratiodarptki, 2010).
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to be extended to other areas of application thaenergy, such as in the food and oleo

chemistry sectors (Karotki, 2010).

4.2 Weaknesses

Weaknesse, which areharmful to achieving the desired status
(1) Limited & Insensitive with regard to Local Conditions
(2) Inconsequent & Blind to the Broader Social Impact
(3) Scheme with Loopholes
(4) Incoherent & Short-sighted
(5) Overambitious & Counterproductive

A very significantweaknes®f the RED is that its method is strongly limitsidce it does not
consider the broader environmental impacts of besmaultivation (e.g. ILUC). Furthermore, it
is insensitive regarding the impact of the sustalitg criteria on third countries such as
Indonesia and the various political, economic, kgl conditions prevailing on-site. While the
methodology of the RED covers DLUC, it completedjld to include the issue of ILUC within
its calculation, although ILUC has a decisive intpa the environmental viability of biofuels
and bears the potential to reduce considerably dantribution to the policy objective. In
addition to this, ILUC is coupled with negative @ommental effects on air, soil and water as
well as on biodiversity. However, the current apésito model ILUC are not yet ready to serve
as a legal basis relating to economic operatorsthad products, but can merely provide
contributions to political analyses (Deutsche Badtgtoffwirtschaft, 2010). A further critical
aspect concerns the default values of Annex V, lwhi® in several cases based on insufficient
data - sometimes it is impossible to create comaseer values since only a single value exists.
Next to these methodologicaleaknesseshe RED and its criteria are limited in so fartlhay

do not sufficiently address sustainable agricultpractices for biomass cultivation that have a
low negative effect on biodiversity. Up to now, Buequirements on agricultural practice have
hardly been put into words (Fritsche et al., 200Rewise, the RED is unspecific regarding the
protection of water, soil, and air, but merely resis research and evaluation on this issue
(Article 18 (9) (b)). Furthermore, the analysis tbe specific case of Indonesian palm oil
(Chapter 3) has shown that the RED fails to comsadequately the impact of its measures on
third countries, although its 2020-targets can isgillly be achieved without their
contributions. Instead, the RED sets powerful itives and mandatory targets that in the worst
case may lead to environmental load displacememingc Section 2.2) resulting in GO
emission savings in Europe, while causing ecoldg=gradation and a negative climate
balance in Indonesia. (In this case, the argumérdlimate neutral biomass would lose its
grounds). As a consequence, the sustainabilitgr@itcan be said to be falling too short as to
take ultimate responsibility, and as being too weekto prevent illegal operations and

deforestation in Indonesia. Similarly, Dera (2006ncluded that the EU’s certification system




would not grasp the issues prevailing in Indonesizce the divergent understandings of
sustainability virtually invite frauds. The EU’'s @rindonesia’s understanding are not only
opposed on this issue, but also with regard to raévethers that are significant to the
effectiveness of the RED’s objective to allevidimate change: For instance, the RED does not
state clearhjhowthe plantations for palm oil (or biomass in gefjeshall be developed in third
countries like Indonesia. Up to now the RED hasbasensitive and vulnerable with regard to
Indonesian practices of granting permissions fantations (e.g. fast track permits) and
classifying degraded land and forest land in gdnekiso, the Commission’s optimistic
assumption that degraded land is environmentaliplei and economically reasonable, is not
acceptable when considering the Indonesian praétioghich unused land is actually used by
locals, and degraded land may still be of high iede value or may need high material inputs
to be cultivatable at all. In this regard, the Bebe Bundeskraftstoffwirtschaft (2010) correctly
criticizes that most data regarding arable aredabla worldwide, on which this assumption is
based, are mainly based on estimations and inmuffistatistics. To conclude, therefore, it is

likely that the amount of available degraded lanldss than that contemplated by the EU.

A further weaknesslying at the core of the directive is that the tmriteria concern
environmental sustainability only, while the soc@ald economic aspect shall be “guided” by a
soft evaluative approach. This ignores that thedttdifferent dimensions of sustainability are
interrelated and thereby work, depending on thecuonstances, either contributive or
counterproductive to each other. This lack of sebdial criteria is extremely critical since the
social impact of the EU’s biofuels demand in Indgaes particularly severe. The RED strategy
is blind regarding local communities and indigenpesple in Indonesia who are losing their
basis for life as a consequence to land-use cotiggetMoreover, the rapidly growing demand
for biofuel feedstocks has contributed to higherdfprices, which pose an immediate threat to
the food security of poor net buyers in rural angan areas. However, so far, the RED contains
no efficient rules concerning ILUC effects or thensequences for food security (Fritsche et al.,
2009). Another, but related aspect concerns theowascope of the sustainability criteria.
Putting the RED’s objective in a broader perspegtit’would have been consequent to apply
the criteria also to other sectors than bioenerdy, @specially considering the fact that the use
of biomass in these other sectors is already HDfeourse, the RED strategy and its focus may
be seen as a first step. However, as long as tpegif the criteria is not also extended to other
utilization paths, unsustainable biomass cultivatior food, feed and oleochemistry goes on

without a check.

A third critical weaknessefers to the certification scheme and mass balapstem that puts
the criteria into practice. There are several goihat support the argument that the scheme can
impossibly be absolutely safe to frauds and othemipulations. Firstly, as it has been outlined

in Chapter 3, the scheme is helpless regardingiptive practices in Indonesia. For instance,




the RED contains no requirements for companiesdoeptheir compliance with the respective
Indonesian environmental law. Therefore, it is ljkealthough not easily detectable, that
unsustainable palm oil is counted towards the Etdets. Secondly, the high number of
different certificates and schemes in place is aalye confusing consumers, civil society
organizations, and companies. Thirdly, althoughmiass balance system is working efficiently,
it is unsatisfactory when it comes to the direacéability of a given biomass product and its
origin since sustainable and unsustainable prodaretsbeing mixed. Lastly, it is critical that

Annex V of the RED contains conversion factors tteat be easily manipulated: Due to the
reason that the conversion factors that are usethécalculation of GHG emissions are not
fixed, but are in fact available extensively inesttific literature, economic actors may chose
those values that are most complimentary to the GHI@nce of their biofuel, possibly without

having actually achieved GHG emission savings alibreg supply chain. This grey zone of

undefined conversion factors makes it impossibiteafaits to examine the true GHG emission

intensity of a given biofuef (Biograce, 2010).

A fourth centralweaknesghat needs to be mentioned refers to the incoberehthe RED’s
policy objectives and its shortsightedness reggrdime embedment of the promotion of
bioenergy into the broader framework of sustainaplergy policy. As it has been outlined in
Section 2.3, the RED strategy pursues differenicpajoals and interests at the same time
(climate change alleviation, energy safety, agtizal policy interests), which are not
reconcilable which each other in every respecdhiregard, Searchinger et al. (2008) and Dera
(2009) justifiably conclude that the limited scagfequantitative criteria and the general lack of
social must-criteria reflect that the EU is equaligning to increase energy safety as well as to
achieve the goal of climate alleviation. This itha¢es the conflict between sustainability and
energy safety concerning the promotion of biofumghe general conflict between the EU’s
environmental and energy policy. Furthermore, tl®Ravoids addressing the question which
non-renewable energies shall be replaced by biggndtoreover, the strategy is unspecific in
terms of how biofuel development is being integitaiteto a wider framework of alternative
energies consumption, encompassing energy conggrvand transport policy considerations.
This shortsightedness ignores the fact that biefaet likely to replace only a small share of

global energy supplies and cannot alone eliminafeddency on fossil fuels (FAO, 2008).

To complete the analysis of the REDAsaknessegeferral has to be made to the RED’s
overambitious targets and incentives that may aledk counterproductively to the policy
objective of climate alleviation. Policy intervemrtis, such as subsidies and mandated blending
of biofuels with fossil fuels, are driving the rush biofuels. These measures by the EU (but

also by the Indonesian government) have alreadyodstrated to have high environmental,

% |t has to be noted that there is currently aridtiite under way (since 2009) that tries to summeafix
conversion factors on a list that shall be published mentioned within national legislation (Biogga
2010).




social and economic costs. The RED’s ambitious ratomyl targets and subsidies promote the
rapid expansion of biofuel production and LUC tisdikely to increase GHG emissions instead
of reducing them. At the same time, the criterid dre related certification scheme unilaterally
impose a burden that often discriminate againseldg@ing countries’ producers, especially
small farmers, without providing them with capadityilding, and technological and financial

support.

4.3 Opportunities

Opportunities, which arehelpful to achieving the desired status
(1) Good “Indonesian” Governance
(2) A Strong RSPO
(3) Bottom-Up Process
(4) A Demanding Public
(5) Scientific Progress

Against the background of tleternal analysisof the RED, the most important, but at the same
time rather unlikelyopportunitythat would be helpful to achieving tlesired statuss Good
“Indonesian” Governance. The strategy, pursued Hegy RED, could much more easily be
implemented if the Indonesian government would tékeclimate policy objectives more
seriously and if it would enforce its environmeritalis with the support of other ministries and
governments at “lower” political levels. Moreovérywould be more effective if the Indonesian
government undertook successful measures to keepalm oil industry, district governments

and local legal authorities in check.

A second, opportunity would be, if the RSPO developed into a strong aedatratic

organization that enjoys broad support. This waergdly that the roundtable should improve its
internal structure towards a more balanced arrapgéwt votes and members. In addition, the
RSPO’s P&C needs to become fully compatible with RED, especially the GHG-emission-
criterion. As a result, the RSPO would represestigportive and supplemental element to EU
bioenergy policy that promotes sustainable palmnoihdonesia. Thereby, it could balance the
RED’s weaknessegarding a lack of concrete social criteria aodld push the standard setting

process forward by stimulating a learning procesbkianovations.

A further, conducivepportunitywould be the development of a dynamic bottom-wgcess by

economic actors from the palm oil sector. Some palrproducers or suppliers could develop
into role models and standard setters, paving thg f@r sustainable palm oil practices in
Indonesia and Europe: They should take their comarits seriously and partner up with
NGOs, governments and small farmers. Besides, sheyld conduct their own research on
yield and production optimization. In doing so, sthisector and actor specific form of

governance” would develop into an important colrdance regarding the weak contribution
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and guidance by the Indonesian government (Del@9)20 his bottom-up process by economic
actors is particularly important having in mind thege responsibility of palm oil companies for

causing environmental issues. However, their coation to the realization of sustainable palm
oil should and could never become more than suppiéshto governmental measures, but not

compensating.

Next to economic actors of the palm oil industrgncerned consumers and civil society
organizations, that make constructive and factdbasatributions, represent a further important
opportunity for the RED to realize its core objective. OnlyHtiropean citizens continue to
demand true sustainable palm oil and if they areemed about the various issues relating to
the supply chain of palm oil, the European Comroissiill have a policy window for action. If
European consumers asked for more information diggrthe certification scheme and also
demanded an extension of sustainability standardgher sectors that use and process palm oil,
the Commission and the Member States would gaiimgortant support and motivation to
foster improvements and an extension of sustaibalititeria to other areas. This process
would be supported, if NGOs made valuable contidimst to uncover unsustainable and
corruptive practices. Besides, in view of the depaient that competition for land-use is going
to increase and that arable land is limited, it \ddae conducive if European citizens developed

more sustainable consumer patterns.

Last but not least, a cruciapportunityrepresents scientific progress and innovatiomoitld

be helpful for the RED to achieve its goals, ife@xh was able to realize the optimization of
biomass production and the possibility to cultivateccessfully degraded land in order to
alleviate the issue of LUC. Furthermore, reseasleuld become capable of presenting
recommendations for more sustainable agricultunactces in order to eliminate the
environmental impacts of biomass production. Carsig) the issue that biofuels production is
currently not economically viable without subsidissch technological innovations could lower
the costs of agricultural production and biofuebgassing (FAO, 2008). Likewise, ambitious
research on “second- and third-generation biofu€lsbears the potential to enhance
significantly the future role of bioenergy. Next tloese scientifiopportunitiesit would be
helpful, if think-tanks might became able to prasemobust methodology to calculate GHG-

emissions from ILUC.

2" second generation biofuels are produced from ligglbtlosic materials (e.g. switchgrass or wood shiFhird
generation-biofuels usually represent fuels fromaal There are other technologies claiming to haveurth
generation status — often only to better sell tloglpcts. Generally, all higher generation fuelssangposed to be free
of the common disadvantages of “lower’-generatidofuels and are supposed to provide greater suppina to
reduce climate-changing greenhouse gases (Van Ge2p&0)
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4.4 Threats

Threats, which areharmful to achieving the desired status
(1) Bad “Indonesian” Governance
(2) A Weak RSPO
(3) ILUC & Complexity
(4) “Business As Usual”
(5) Incredibility
(6) World Market Demand for Palm Qil
(7) WTO Non-Compliance

Due to the same reason why Good “Indonesian” Garara would pose a greapportunity
Bad “Indonesian” Governance is the strongest eatdhmeat to the achievement of the RED
core objective. With regard to today’s situationlridonesia, its national government seems to
be incapable or not willing to combat corruptiorthin the palm oil sector and in political and
legal institutions. Currently, this problem is evéeing worsened due to the ongoing
decentralization process in Indonesia. As Chapteas3outlined, the Indonesian government is
too weak to enforce national environmental laws midmplement a stringent and coherent
climate policy. Since the state itself is engagedhie palm oil business, it is trapped by a
problem solving bias. Still, as long as the statesdnot prevent the flourishing of corruptive
structures, single European or private stakehadfferts remain too weak to be able to make a
real difference. Therefore, it may be concluded the question whether tropical forests will be
preserved in future or not, is less likely to beided by a European certification scheme but
rather by the political will of the Indonesian gomment. Similarly, the success of the RED
strategy will be determined by the priorities oflipp objectives chosen by the Indonesian
government. In this respect, the different undediteg of sustainability (“berkelanjutan”) in
Indonesia and the prioritization of fast beforetaumable growth are likely to complicate the
implementation of the RED strategy. In view of therative and ever-growing palm oil sector
in Indonesia that offers employment, energy sumigt huge export gains, it is also clear that
the government will continue to pursue its ambgiglantation expansion policy and to go on
setting market incentives. Against this backgrousdit obvious that the position of climate
policy among the other overall Indonesian policplgds not very strong. This is at least proven
by various counterproductive activities on diffdregovernmental levels and ministries.
Furthermore, structural issues such as Article 88he Indonesian constitution additionally

facilitate the excessive expansion of the palnsedtor and plantations.

Just as the RSPO may develop into a gopabrtunityto the RED strategy, it may develop into
athreat too. If the RSPO is incapable of balancing thenigd@nce of economic actors regarding
votes and membership, and is failing to involveiaoand environmental organizations and
small farmers, the directive will lack importantpporters. Furthermore, the RSPO might turn

out to be trapped by the dominance of leading emonactors, merely paving the way for the
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economic interests of producer and importer coesitrAlso, although it may be the case that
the RSPO will develop a broad influence on the ddath-setting process, it might not be deep
and long-lasting. In the end, due to its natureisitincapable of replacing governmental
functions. Moreover, the RSPO might fail to maleR&C compatible with the RED-criteria.
Thereby, it cannot balance the intermadaknessesf the RED since its own P&C are widely
gualitative and soft in nature and also avoid asklng the issue of ILUC. In addition to this,
the companies’ interpretation of the P&C may remiiaral and the independence of the audit

may be increasingly questioned.

A third, severdhreatthat shall be highlighted at this point is theunatof ILUC itself and the
general complexity of the issue of Indonesian palinAs Chapter 3 has outlined, the risk of
ILUC is especially high in Indonesia due to a ladkights for land and property. Due to its
nature, the ILUC is hardly observable and measaralnid in addition to this, it is influenced by
a bundle of factors (e.g. food and feed demandthge@onditions, the degree of governmental
regulations). Besides, taking a long term perspegcthe Indonesian potential to provide land
for biomass production is highly limited. Furthemmplndonesian palm oil itself is a complex
and cross-sectional issue that involves many diffeactors, levels and interests, which makes
it hard for the EU to fully take into account adickts of it: For instance, it is complicated to
understand how the Indonesian classification oédbrareas and unused land is working in
theory and in practice and to what extent this jge with the EU’s definitions and

classification systems.

As theopportunity“Bottom-up Process” emphasizes the significance@otdntial of economic
actors, the latter could equally develop into beeathreat by pursuing a “business as usual”
practice. With respect to this development, itngportant to outline that deforestation and
ruthless plantation expansion has always been anconpractice in Indonesia and is not easily
stopped since too many influential actors gain fibrivMioreover, the RED strategy to focus on
the cultivation of degraded land might be hampédmedompanies that are not willing to take
these economically unattractive areas into conaider as long as other areas can easily be
cultivated which also offers the benefit of sellimgpical hardwoods. Therefore, as long as this
business as usual practice does not come to aritemitl, be difficult for sustainable palm oil
certificates to convince concerned customers. titiad to this, company groups will make it
hard for independent audits to know for sure whipkrations are indeed sustainable since they
may easily produce under another brand name. Stipgdhese conclusions Fehrenbach et al.
(2007) state that it is inevitable that unspoilegas will continue to be affected by plantation
expansion, especially in Indonesia. They add thanh éf the sustainability criteria prove to be
effective in protecting tropical forests and wetlanit still has to be assumed that the
conservative basis case, in which LUC from tropfoaésts to plantation crops takes place, is

the standard. A furthehreatthat is related to the overall business as ussakiss that only an
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insufficient number of companies in Europe and mekia (and of other palm oil producing and
importing countries) supports sustainable palmthiis circumventing admission of their joint
responsibility regarding the consequences of paliproduction. Moreover, small farmers may
continuously be excluded from the effort to reakzistainable palm oil, although their share in
the palm oil business is significant. Finally, ¢agemains théhreatof a problem solving bias

also on side of economic actors: Companies engagsupposedly sustainable palm oil

production only to green wash their operationstangpgrade their image.

A fifth point that has to be noted concerns theegalthreat that the sustainability criteria and
the related scheme fail to convince consumers.irgtance, NGOs might increasingly misuse
their reputation to undermine well-meant, albeipérfect efforts of private stakeholders to
realize sustainable palm oil. Thus, they try togkdee attention of the public, instead of making
solid and constructive contributions. Furthermaine, critical development of a rapidly growing
demand for biofuel feedstocks, contributing to leigfood prices, raises doubts regarding the
RED’s effectiveness and its reliable pursuit oflgoln addition to this, the growing amount of
palm oil certificates and labels confuses consunwein® increasingly put the credibility of the

certificates into question also due to bad practperts that dominate the media.

A further aspect concerns the overall demand fonmdl on the world market. Accordingly, an
isolated European effort to realize sustainablenpal might turn out to be ineffective in view
of the huge Chinese, Indian and Indonesian marké&tnpal that impose no standards on
sustainable palm oil. Therefore, the sustainabdriteria cannot prove to be more than just the

result of a short-sighted, “self-centered” ethic.

To complete the analysis of externdireats the issue of WTO-compliance needs to be
highlighted as well. The current debate on thisessiay lead to the result that the Indonesian

and Malaysian allegations, that the sustainabilitteria violate WTO-law, are given justice.
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4.5 SWOT-Matrix

In order to present the results of the analysia gtance, the single points of the categories
strengths weaknesse®pportunities andthreatscan be arranged in the typical SWOT-matrix
below. Besides, the matrix facilitates the conatgdstep of the SWOT-analysis of developing
normative policy recommendations by consideringdhmbinations of the categories S-O, S-T,
W-O, and W-T).

Helpful to achieving the desired Harmful to achieving the desired

status status
Internal Analysis  Strengths: Weaknesses
(Attributes of the (1) Operationalizing (1) Limited & Insensitive
RED and the Sustainability with regard to Local
sustainability Conditions
criteria) (2) Broad, Open
Stakeholder- & (2) Inconsequent & Blind
Evaluation Process to the Broader Social
Impact
(3) Solid & providing
Incentives (3) Scheme with
Loopholes
(4) Detailed, Conservative
& Practicable (4) Incoherent & Short-
sighted
(5) Overambitious &
Counterproductive
External Analysis Opportunities: Threats:
(Attributes of the (1) Good “Indonesian” (1) Bad “Indonesian”
Indonesian Palm Governance Governance
Oil Context)
(2) A Strong RSPO (2) AWeak RSPO
(3) Bottom-Up Process (3) ILUC & Complexity
(4) A Demanding Public (4) “Business As Usual”
(5) Scientific Progress (5) Incredibility

(6) World Market
Demand for Palm Oil

(7) WTO Non-
Compliance
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5. Recommendations towards future EU bioenergycpeataking

Combining the internal with the external analysie.(S-O, S-T, W-O, and W-T) revealed
several strategic recommendations for future EUicpehaking in order to achieve the
overarching objective of climate change alleviati@enerally these recommendations can be
grouped according to three main target groupsEtivepean citizens or consumers, civil society
organizations and the palm oil industry sectorudgig the RSPO, and the governments of

palm oil producing and importing countries, buttatarly the Indonesian government.

It is almost impossible to prioritize these recomaegions and the respective strategies since
each target group plays a crucial role for the R&id the criteria to have a strong effect.
Moreover, an eventual prioritization depends aslvesi how the different threats and
opportunities will evolve in future; if they wilutn out to have a strong or weak effect and if
they occur in combination or not. Still, what caefiditely be concluded is that the Indonesian
government is the most crucial “actor” to be adskeesby the EU (or relevant EU Member
States) since it has the power to change the pdlrseotor and environmental situation in
Indonesia for the better. This regulative functiand top-down process cannot fully and
effectively be replaced by the RSPO or other pevaitiatives in the long term, although they

have an important function in catalyzing this psxe

51 First Set of Recommendations:

Desired Status: “Effective Climate Chnge Alleviation”

Sub-target(s): Extending & Improving the Criteria, Clarifying Poji Priorities,
Improving Policy Coherence, Realizing Sustainable
Consumption Patterns

Target Group: European citizens

Approach: Information, Raising Awareness

In order to achieve true sustainability, the REBrwironmental must-criteria for bioenergy are
not enough. This current approach is inconsequedtshort-sighted since it does not treat
sustainability in its full scope and ignores thedater socio-economic impact of the “policy
intervention”. Besides, this approach remains imglsle and narrow as long as the
sustainability criteria focus on biomass for biagyeonly, ignoring the huge utilization of
biomass in the food, feed and chemistry sector s€quently, to extent the criteria in terms of
their application and scope would be an importagit rstep that the EU needs to prepare.
However, the Commission should also endeavor tordu® the scope and quality of the
environmental sustainability criteria already img#. As the Germalmstitute for Energy and
Environmental Researc(Fritsche et al., 2009) and the FAO (2008) outlim@re specific
qualitative and quantitative standards and critezgarding the sustainable use of water, soil,

and air as well as sustainable agricultural praciic general need to be implemented. They
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argue further that environmental concerns overugiofeedstock production are the same as for
the impacts of increased agricultural productionganeral. Therefore, measures to ensure
sustainability should be consistently applied tb aabps, which means that environmental
sustainability criteria for bioenergy representratfstep only, on which a universal application
must follow in order to achieve a positive climatgact. In view of this prospect, the biggest
threatis posed by WTO-law. However, an importaqgportunity that could evolve is public
awareness: European citizens could articulate tteimand for truly sustainable biomass -
especially biomass from palm oil — that does nop stt sectoral boundaries. The citizens could
show their strong support for the EU’s actions rdijy climate change alleviation and that
they are also willing to bear the (financial) camsences of such an ambitious policy. Building
on this public impulse, the Commission would haygolicy-window for action: It could build
on previous experiences and the sustainabilityesyshat is already in place for bioenergy and
could extend the scope and application of the r@iteBesides, this public support would
encourage the EU to take action regarding the ptiommf renewable energies and to make

climate change policy a true priority.

Furthermore, in accordance with efforts regardimg ¢larification of policy priorities the EU
should also work on the issue of policy cohererités apparent that the development of
biofuels is shaped by a wide range of policy domauoch as agriculture, energy, transport,
environment and trade. Thus, this development dfieks clear coordination and coherence
among each of the policy resorts, which is also gjomweaknessof the RED strategy.
Therefore, in order to improve policy coherence aodrdination, the Commission should
increasingly consider the role of biofuels in relatto each of these policies, ensuring that each

of them make appropriate contributions in reachimgvarious policy objectives (FAO, 2008).

In order to raise public awareness, a centralegyabf the EU would be to inform European
citizens about the positive and negative impadhefRED and its criteria. In this respect, the
public needs to understand how the sustainabiljtgtesn works and what the different
certificates and labels stand for, as well as whleeebiomass products have their origin and
how they are being produced. Such an informationpaagn could additionally contribute to
make European costumers more aware about sustinabsumption and to promote more

sustainable patterns of consumption in Europe.
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5.2 Second Set of Recommendations

Desired Status: “Effective Climate Chnge Alleviation”

Sub-target(s): Enhancing the Influence and Improving the Effecie®s of the
Sustainability Scheme, Reviewing the Impact andoS e
Incentives

Target Group: RSPO, Economic Actors, NGOs

Approach: Participation, Motivation, Strict Enforcement

The European Commission is already a supporteneRSPO, acknowledging its importance
for the (Indonesian) palm oil sector. In this rehat is a significanstrengthof the RED that it
creates room and flexibility to incorporate, foraexple, the RSPO within the RED strategy
(comp. Article 18(4)). Bearing this in mind, the RS's future development and its eventual
(in-)capacity for improvement represent both anangntopportunityandthreat, depending on
how capable the RSPO might turn out of solvingntsrnal problems and to address concretely
a ‘positive climate balance” within its GHG-emiss@iterion. In the case that the RSPO
should develop into a strong promoter of sustamahblm oil, the EU could use the RSPO as an
“extended arm” of the RED strategy in Indonesia aadld thereby compensate several short-
comings or weaknessef the RED regarding the adequate inclusion ofdthcountry
implications. In order to accelerate this processl @ increase the probability of this
opportunity arising (“A Strong RSPO*), the Commasishould launch close cooperation with
the RSPO to realize important improvements in otdenake the organization compatible with
the RED.

In addition to this, the EU should closely coopenaith economic operators from the palm oil
industry and relevant NGOs to get solid informateomd data from the ground on how to
improve the RED’s scheme and criteria. Besides, B should stimulate continuous
improvements regarding the sustainability systenpadsing and enforcing strict standards. This
also involves a continuous inspection of the sysamih the audits that award the certificates in
order to strengthen their credibility. Furthermdreprder to meet the ambitious objectives and
standards of the directive, the Commission coulplément - in cooperation with EU Member
States and the RSPO - a “Best Practice Award” fmtasnable palm oil companies. As a
positive side-effect, this would also motivate imation and optimization of palm oil

production.

As the SWOT-analysis revealed, the ambitious RERO2@rgets and related incentives, such
as subsidies, may represent bottsteength and aweaknessAccordingly, the European
Commission also needs to review their impact amgecCurrently, the ambitious targets and
the motivation given to achieve them are causitijaal rapid growth, exacerbating some of
the biofuel production’s negative effects. In tregard, the EU has to rethink, to what extent it
would be better to promote a more gradual developrokéthe sector and to thereby ease the

upward pressure on prices and to reduce the siressatural resources. Perhaps, subsidies that




are at present linked to the production and consompf biofuels could be invested better in
technologies that enable, for instance, yield iases instead of area expansion (FAO, 2008).

53 Third Set of Recommendations

Desired Status: “Effective Climate Chage Alleviation”
Sub-target(s): Increasing Knowledge and Know-How regarding Crltisaues,
Gaining Broad Support for Sustainable Palm Qil, Eddbing the
RED into a Holistic Climate Alleviation Strategy
Target Group: Indonesian national and district government(s) eiRaht
Producer and Importer Countries and other Stakeh®lof the
International Arena
Approach: Research, Partnerships, Exchange of Informatiochi@ogical
and Financial Transfers, Political Agreements, Kilagp Measures
on the International and Global Level
An important strength of the RED is that it sets ambitious goals that emenbined with
incentives for economic actors and other stakehslt® research on critical issues such as
ILUC or the RED’s impact on food security. Likewjskrticle 17(2) about the increase in the
minimum GHG emission saving threshold, stimulat@®ganies’ efforts to realize optimization
potentials along the whole value chain of biofuelewever, to increase efforts of other actors
to achieve scientific progress is not enough. Altito some initiatives and evaluative projects
by the EU already exist, the Commission has tangthen its own efforts to realize scientific
progress regarding the issue of ILUC and food sgcim third countries, the optimizations of
yield increases, especially on EU domestic aread,the potential of degraded land-use for
cultivation. With regard to the latter, the Comnssneeds to clarify and identify exactly,
which areas are suitable for biomass cultivatiotheit causing additional GHG emissions in
Indonesia, and to establish solid plans for suatdénland-use, including their implementation
and monitoring. In this regard, the German Instittdr Energy and Environmental Research
(Fritsche et al., 2009) points out that the greage®ntific challenge is to identify and to locate
such areas using minimum effort and the most usallr applicable methodology possible,
while avoiding negative biodiversity and social mwefs. In order to approach the issue of ILUC,
the German Advisory Council on Global Change (WB@U0O0Q8) recommends to conduct an
analysis on land-use competition and to develometas for a global land-use management
system, as well as to clarify the relationship lestvfood security and bioenergy. Similarly, the
federal associatioDeutsche Biokraftstoffwirtschaf2010) emphasizes the need to conduct a
viable analysis of causes of GHG emission inten&iM€, particularly in strongly affected
regions, that does not only consider biofuels Blutises of agricultural biomass. Taking into
account the high uncertainties involved with ILUBe association further suggests to intensify
efforts regarding monitoring, field research, andfdcus especially on the evaluation of the

RED’s implementation in third countries. This is@what can be deduced from theaknesses




andthreatspresented abov&he use of land for biomass production for bioepergeds to be

evaluated through sensitive analyses that havetansified regional scientific perspective.

Being aware of the high risk involved with the impaf ILUC the European Commission
(2010) stresses that action concerning ILUC shopithcipally be addressed under a
precautionary approach. Currently, the Commissidimalizing an impact assessment focusing
on different policy options that deal with ILU€, whose final version is going to be presented
in July 2011 together with a legislative proposahtaining amendments of the RED and the
FQD. Furthermore, in order to ease the land-usesspre, dedicated research on vyield
optimization needs to be accompanied by investmientechnology and the strengthening of
institutions and infrastructure in third countri&esides, in order to increase the pressure on
economic actors to realize ecological optimizatatentials, biomass products should be only
certified if they can prove that modern optimizatiechnologies have been applied. However,
the realization of optimization potentials is aeathat is still in need for actith Should the
Commission and other relevant actors fail to rea$izientific progress within these areas, the
positive impact of biofuels remains limited if n@ten illusory. In this case the whole idea of
Article 17(2), i.e. a minimum threshold for emigsisavings, will increasingly be put into
question and the theoretical assumption made itidBe2.2, that the EU is just displacing its
environmental load onto third countries, thus agdhg sustainability and environmental
improvements at the expense of sustainability andkr@mental quality in the “South”, gains
real ground. Likewise, the RED’s maistrength and innovative core, being able to

operationalize environmental sustainability, cardbebted.

Due to the fact that Bad “Indonesian” Governangeasented the strongdsireat within the
SWOT-Analysis, it is crucial for the EU and relevdfember States to approach the Indonesian
government. In order to achieve the RED’s gregtessible effect, the Commission needs to
enter into close cooperation with Indonesia. Tondadonesian support for sustainable palm oil
and related standards, the EU needs to createtivegrior the Indonesian government. Such
could involve technological and financial suppaut blso the provision of know-how regarding
the use and introduction of bioenergy in Indonesia,by sharing experiences in green
accounting. In this respect, the RED strategy showit forget to consider the realization of
sustainability with a broader perspective. Thuss ialso in the interest of the EU to stimulate
the development of a sustainable energy systemstmdtural changes also with regard to

Indonesia: Instead of focusing solely on the degmmient of the unstable and controversial

B The policy options are (a) either to take spedfition regarding ILUC, or to continue monitoring) {b introduce
additional sustainability requirements on certategories of biofuels, (c) to increase the minintbhreshold, and (d)
to attribute a quantity of GHG emissions to biofueflecting the estimated ILUC impact.

29 For instance, specific areas of optimization encomplassextensive energetic use of by-products, thensite

collection and energetic use of biogas that is dejenerated during waste water treatment, or tfieitien and

consequent enforcement of environmental standardsdordance with the current state of technol&gtwoski et
al., 2007).
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biofuel business, which is determined by other toes), the Indonesian government should be
motivated to invest also in the development of othenewable energy sources that are
abundantly available throughout the country. Ineortb enter cooperation with Indonesia the
Advisory Council on Global Change (2008) recommeadgsa first step the establishment of
“bioenergy-partnerships” such as interstate teagyehgreements, which could also include
aspects of a sustainable land-use policy or trad@merships. Such a closer cooperation should
enable the EU and EU Member States to learn abeuspecific conditions and circumstance
on-site. For instance, the EU could launch singtgegts in order to gather more information
and insight into relevant local issues and stalddrsl In doing so, relevant actors to be
addressed are district governments, local NGOsn all producers and suppliers, as well as
small farmers. In this regard, a major issue toufoon represents the implementation of
appropriate sustainable agricultural practices ridohesid’. Moreover, the inclusion of
Indonesian small farmers needs special attentiehraquires active government policies and
support in order to increase the acceptance ardibdity of environmental standards. Here,
areas of investment are: infrastructure, rural rfoc® market information and market

institutions, and legal systems.

Thestrengthof the RED’s Article 18(4) to enable bilateralraultilateral agreements bears the
possibility to reach an “EU-Indonesian” agreemdiat specifies the implementation and impact
of the RED in Indonesia. In this respect, a magpe&t that should also be object to such an
agreement should be to reach a common commitmeindnunderstanding of sustainability
and sustainable palm oil production. This shoukbahclude a common definition regarding
degraded, unused land and the general classificafidorest area. In this respect, it is also
crucial to enforce such definitions together witfeetive applications of land-tenure policies in
order to protect vulnerable communities (FAO, 2008gnerally, the effort to reach an
agreement should be accompanied by direct Eurogpggport for Indonesia and other palm oil
producing countries in discussing and preparing te&n rules on sustainable bioenergy and
the inclusion of these rules into the Europeanifa@tion system (Fritsche et al., 2009). Also,
the Indonesian government needs to be better ifrai international consequences that go
along with the development of biofuels. Here, in&dional dialogue through existing
mechanisms can help to formulate realistic andeaeltile biofuel mandates and targets (FAO,
2008). In order make a first step to reduce thie afsILUC in Indonesia, the EU should try to
incorporate existing European or national LUC ratjohs into the agreement (e.g. Cross

Compliance). For this, a regional investigatioroiateas affected by LUC needs to take place,

%0 Such sustainable agricultural practideslude to consider low bioenergy impacts, the afelomestic
species and local varieties, avoiding mono cultugesng preference to perennial crops, using mgsho
that cause low erosion and machinery use, the kenofi fertilizers and pesticides, avoiding irrigati as
well as establishing “buffer zones” and “steppitang biotopes” (Fritsche et al., 2009).
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which would lead to the additional advantage ofngey solid regional data (Deutsche
Biokraftstoffwirtschaft, 2010).

Being aware of the fact that the European demandustainable palm oil is only one part of
the huge world market demand for palm oil (by amgndard), the EU should also use
international arenas to convince leading palm piporters, such as India and China, to
implement sustainability standards. This strateggyof course, of a very soft nature and has a
long-term perspective. To achieve sustainable malrproduction on a global level, different
international initiatives have to harmonize thestiaties and to improve their coordination. A
possible step, that could be promoted by the EU itmdllember States, is to establish an
international forum in which sustainability critercan be debated and agreed (or amended) to
ensure that they achieve their intended environatestijective without creating unnecessary
barriers to suppliers in developing countries. &mtijpular with regard to the latter aspect, the

EU is obliged to provide assistance in capacityeng to developing countries.

With regard to thehreat of the RED’s non-compliance with WTO-law, it cae liecommended
that the EU should push forward the formation afoasensus among WTO members on the
role that the WTO should play regarding the devalept of biomass certification. This attempt
should aim at a general improvement of the acceptaf environmental and social standards

within the WTO-contract regime (Patowski et al.02)

In view of the general aim to make the internati@ystem supportive of sustainable biofuels
development, an overall review of current biofugtdicies needs to take place that carefully
assesses their costs and consequences. Such & shoald also consider the potentials of
taking advantage of opportunities for urban andlragricultural development and protecting

the poor and food insecure.

Finally, the aim that accompanies the task of prtimgosustainable palm oil on a global level is
to embed the RED into a true and holistic strateggileviate climate change. In this regard, the
EU also needs to develop solid plans to promotelévelopment of second and third generation
biofuels and of other renewable energy sourcesdBgsit needs to be more explicit regarding
which fossil fuels are going to be replaced by beygy in terms of proportions and priority.
This effort has to be based on an extensive amsabfsihe role of bioenergy within the future
energy system that also addresses the topics ohgassing energy conversion and the role of
transport policies. Due to the reason that landamapetition will increase in future, it is
obvious that bioenergy alone represents no sustaimaergy source, but has to be seen rather
as a bridging technology that is applied in comtdmawith other alternative energies, such as
wind and solar power (WBGU, 2008). Accordingly,drder to steer the use of bioenergy, a
global regulatory framework needs to be establisBedh a framework could, for example, be

based on a developed UN-Climate-Change regime tamdotindation of a global commission




for sustainable land-use. These measures couldpgysed further by efforts that strengthen
and improve international environment and develagmeegimes (e.g. the Biodiversity
Convention; the Desertification Convention) (WBGWQQ08). Furthermore, in order to
strengthen international climate policy the EU dbopush forward efforts regarding the
development of an international forest regime tharantees the protection of tropical forests
and the world climate. This efforts need to be sufgal by diplomacy and financial incentives
(Patowski et al. 2007).

54 Concluding Statement

Taking finally the SWOT-analysis of the RED and thstainability criteria as well as the
deduced recommendations into account, it can beleded that the overall objective (that the
RED and the criteria represent effective meansllgviate climate change, especially with
regard to the case of Indonesian palm oil) is Ewbf the current developments and issues
unlikely to be achieved in the short- or mid-term.

At present, internalveaknesseandthreatsseem to outweigh thstrengthsandopportunities
which may be mainly due to the reason that the Bterttook ambitious measures and steps
that were led to a significant extent by strongtetgic interests without taking into account the
entire impact of the promotion of the use of biddudVhile the RED and the sustainability
criteria are significant and promising in theireatpt to operationalize sustainability, an
evaluation of current negative consequences anddbsts versus the efficiency of using palm
oil for biofuels leads to critical results. Althdudhe analysis ostrengthsand opportunities
showed that there are huge potentials to buildtaeyealed at the same time that there are vast
areas that are still in need of action.

With regard to the future development of the EWhengy supply, it has to be outlined that a
one-sided and aggressive promotion of bioenergys du contribute to the aim of climate
allegation. Rather, the focus should be laid ugendevelopment of other renewable energies
and structural change. However, regarding the Bpeaase of Indonesian palm oil, the goal to
achieve a positive climate balance will remainhia far distance, as long as both the EU and the

Indonesian government pursue their own strategicshort-sighted interest in the first place.
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