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RESUME 

The EUDR policy has the potential to hinder the national palm oil industry from entering the global 
palm oil market. It is estimated that the majority of the national oil palm plantation players, especially 
small-to-medium scale oil palm plantations, will find it difficult to meet the demands of the EUDR. 
The risk of implementing this policy needs to be mitigated and a strategic solution should be sought, 
considering the extensive linkages between the palm oil industry and various economic sectors in 
Indonesia. The first strategy is to reorganize and reorient the national palm oil supply chains to match 
the ability of oil palm plantation players in meeting the sustainability attribute demands of the target 
market countries/regions. Simultaneously with implementing the first strategy, the Indonesian 
government together with the world's palm oil producing countries must continue to express a 
strong protest against the EUDR policy, which is perceived as containing numerous uncertainties, 
being discriminatory, and representing forms of crop apartheid, new-style protectionism, and 
modern neo-colonialism. 
 

 

INTRODUCTION 

The European Union Parliament has agreed to adopt a new law, namely the European Union 

Deforestation-Free Product Regulation (EUDR) on April 19, 2023 (PASPI Monitor, 2022a,b,c). The 

EUDR policy has a deforestation cut-off date of December 31, 2020, where the policy prohibits the 

entry of all commodities and derivative products associated with deforestation (forest risk 

commodities) into the European Union market. The initial stage of forest risk commodities in 

question covers palm oil, soybeans, cattle, cocoa, coffee, wood products and pulp, rubber, and their 

derivative products. 

Commodities/products classified as forest risk commodities planted before December 31, 2020 

are required to undergo due diligence and traceability procedures with a methodology set by the EU. 

In addition to ensuring that it is free from deforestation and forest degradation, due diligence is also 

aimed at determining risk levels (low risk, standard risk, high risk). The sustainability certificates 

that have been obtained so far, especially for palm oil such as the RSPO, ISPO, and ISCC, seem to have 

not convinced the EU as guarantees that the products are free from deforestation and forest 

degradation. 

Regardless of the pros and cons and polemics (PASPI Monitor, 2022a), the EUDR policy has a 

broad impact on the national palm oil industry, considering that Indonesia is the world's largest palm 

oil producer and the largest supplier of palm oil products to the EU so far. On the one hand, Indonesia 
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does have to protest against the EUDR policy with a variety of valid arguments, but on the other hand 

the national palm oil industry also needs to put up a "stance" to respond and get around the demands 

of the EUDR policy. 

This article will discuss the impacts of the EUDR policy on the Indonesian palm oil industry. It 
will be followed by a discussion on the strategic options for the national palm oil industry in dealing 
with the EUDR policy. 

 

DEFORESTATION AND EUDR POLICY 

Global deforestation, which serves as an argument for the EUDR, is not only happening today, 

but has also been taking place since the early days of human civilization on planet Earth. In fact, 

deforestation is a normal phenomenon in the stages of development since the beginning of 

development (Walker, 1993; Egli, 2001; Bhattarai et al., 2001; Kaplan et al., 2017; Keenan et al., 2015; 

PASPI Monitor, 2021). 

The linkage between global development stages and deforestation has been confirmed with the 

global deforestation footprint (PASPI, 2023). The development process first took place in sub-

tropical regions (such as mainland Europe and North America). Deforestation (in temperate forests) 

in these sub-tropical regions occurred earlier, before the 1900s (Figure 1). The peak of deforestation 

in temperate forests occurred in the pre-1700s period. The deforestation that depleted the virgin 

forests in the United States occurred in the 1600-1900 period (Tchir et al., 2020). 

 
Figure 1. Deforestation Based on Forest Types in the Pre-1700 to 2000 Period (Source: FAO, 

2012) 

The countries in the tropical regions have only recently begun to develop their economies so 

tropical forest deforestation has started to occur intensively since the 1900s. The peak of tropical 

forest deforestation occurred in the 1950-1979 period (FAO, 2012; Roser, 2012). 

The deforestation footprint of tropical and non-tropical forests was further reinforced by 

Matthew's study (1983). In the pre-agriculture period until 1980, global deforestation had reached 

701 million hectares, consisting of deforestation in non-tropical forests (653 million hectares) and 

deforestation in tropical forests (48 million hectares). 
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Table 1. Changes in World Forests (Deforestation) in the Pre-Agricultural Period to 1980 
 

Pre-Agriculture 
Vegetation 

1980 
Vegetation 

Deforestation 
 

Million hectares 
Million 

hectares 
Million 

hectares 
% 

Total world forests 4,628 3,927 701 15.15 

    Tropical rain forests 1,277 1,229 48 3.75 

    Non-tropical rain forests 3,351 2,698 653 19.50 

Woodland 1,523 1,310 213 13.80 

Shrubland 1,299 1,212 87 6.70 

Grassland 3,309 2,743 647 19.10 

Tundra 734 734 - - 

Desert 1,582 1,557 25 1.60 

Cultivation 93 1,756 -1663 - 

Source: Matthew (1983) 

Most of the deforestation in sub-tropical forests occurred in mainland Europe and North 

America. This is evident from the decrease in forest cover in European countries before 1800 (Kaplan 

et al., 2017) and in North America (USDA, 2014). This is also confirmed by the loss of virgin forests 

in mainland Europe. Studies by Sabatini et al. (2018) and Barredo et al. (2021) revealed that the 

current remaining area of primary forests in Europe is only 1.4 million hectares, spreading across 

Finland, Ukraine, Bulgaria and Romania. 

 

Figure 2. History of Forest Cover Decline in Mainland Europe (Source: Kaplan et al., 2009; 

PASPI, 2023)  

 

Figure 3. History of Deforestation in Continental United States 1620-1920 (Source: USDA, 

2014; PASPI, 2023) 

Houghton's study (1996) also confirmed this global deforestation pattern. In the 1850-1990 

period, the total global land area that was cleared increased from 289 million hectares to 2.52 billion 
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hectares, consisting of 1.6 billion hectares of temperate grassland, 508 million hectares of tropical 

forests, 91 million hectares of temperate forests, and 4 million hectares of boreal forests. 

Between 1850 and 1990, the logging volume in boreal and temperate forests increased from 1 

million hectares per year to 3.5 million hectares per year. There was also an increase in logging 

volume in temperate forests, from 3 million hectares per year to 6 million hectares per year. 

Meanwhile, the logging volume in tropical forests was initially very small, at less than 0.5 million 

hectares per year in 1850, but then increased to 2 million hectares per year in 1950 and to 8 million 

hectares per year in 1980. Thus, during this period, over more than 1 million hectares of the world's 

forests were logged, which is about 77 percent higher than the conversion of forests into agricultural 

land. 

Even now the EU is also indirectly involved in global deforestation through its high consumption 

that exceeds its domestic agricultural production capability, leading to imports of commodities from 

various countries (European Commission, 2013). Approximately 19 percent of deforestation in 

tropical forests occurring in the 2008-2017 period is attributed to the EU consumption (Pendrill et 

al., 2020). 

With the global deforestation footprint, it can be said that almost all the lands worldwide 

currently used for agricultural, industrial, and residential/urban areas are linked to past 

deforestation. The current mainland region of EU is also derived from past deforestation. The EU 

does not need to deny its past by pretending that it has never been related to deforestation and 

throws accusations and burdens on tropical countries with the EUDR policy. 

The EU region is an area that imports a lot of agricultural commodities/products including palm 

oil from various countries. Based on studies by Kissinger et al. (2012), European Commission (2013), 

and Pendrill et al. (2020), agricultural commodities/products imported by the EU are often related 

to deforestation and forest degradation in various exporting countries, which means the EU is 

actually also involved in carrying out/encouraging (a driver of) deforestation and forest degradation 

(embodied deforestation). 

According to the EU's belief, the impacts of deforestation and forest degradation (negative 

externalities), which incidentally has also been carried out by the EU in the past, have led to 

biodiversity loss and carbon emissions that have contributed to global climate change. This condition 

occurs due to market failure, where the prices of forest-related commodities/products do not reflect 

these externalities. Additionally, there has been a global regulatory failure in preventing 

deforestation and degradation of the world's forests. Therefore, correcting these market and 

regulatory failures through the EUDR is necessary. 

The aim of the EUDR (European Commission, 2018; European Commission, 2021; Council of 

European Union, 2023; European Union, 2023) is to correct market and global regulatory failures so 

as to minimize the EU consumption of products originating from supply chains associated with 

deforestation and forest degradation and increase the EU consumption of products that are legal and 

come from supply chains that are free from deforestation and forest degradation.  

Essentially, the EUDR is due diligence procedures related to traceability to ensure that the 

supply chains of commodities/products are free from deforestation, legality issues, and forest 

degradation in palm oil producing countries. Broadly speaking, there are three stages of the EUDR: 

First, data collection and disclosure of the upstream-downstream supply chain of a 

product/commodity including geolocation (location coordinates) and legality. Second, risk 

assessment to measure the risk level of the supply chain of the commodity/product related to 

legality, deforestation and forest degradation, which is then classified into high risk, standard risk 

and low risk. And Third, risk mitigation of these potential risks and mitigation steps that must be 

carried out, monitoring and auditing in a professional and scientific-based manner (using experts, 

DNA testing and digitalization). 



Strategic Options for the National Palm Oil Industry 771 

 

@PASPI2023 

 

The three stages of the EUDR will require significant costs and resources and unimaginable 

complexity, making it challenging for the Indonesian palm oil industry to comply. These procedures 

also cover the entire upstream-downstream supply chains, including the downstream industries 

(oleofood complex, oleochemical complex, bioenergy complex). The refinery industry has to disclose 

and map the specific CPO mills from which they obtain their CPO, and each CPO mill must also be able 

to disclose (data, coordinates, legality, etc.) the plantations that supply its FFB, and so on.  

Perhaps some large groups have sufficient resources to carry out these procedures. However, 

the majority of palm oil industry players do not have the ability to carry out these procedures, either 

due to legality issues or resource constraints. To minimize the risk of inability to comply with these 

procedures, oil palm plantation groups are expected to isolate their supply chains and focus on their 

own groups. Smallholder oil palm plantations and oil palm SMEs, most of which still do not have 

legality, will be threatened and even eliminated from the EUDR supply chain and will experience 

difficulties in marketing their FFB. The complex and time-consuming due diligence process will 

require considerable time and resources. The EUDR policy could potentially phase out smallholder 

farmers from the global palm oil supply chain. 

If this happens, it is certain that it will impact broad and complicated socio-economic and 

security aspects. It will not only affect the palm oil industry, but can extend to all economic sectors, 

bearing in mind that the economic linkages between the palm oil industry and national economic 

sectors have been very intensive and extensive (PASPI, 2023). 

 

STRATEGIC OPTIONS 

In the face of the risky, uncertain, and complex EUDR policy, the Indonesian government, along 

with the Indonesian palm oil industry players, needs to develop a strategy to respond to the EUDR 

policy. Indonesia does not need to exhaust all its energy to meet the demands of the EUDR, which can 

actually be interpreted as a way for the EU to shift the burden of its past guilt to developing countries 

as palm oil producers. The government must also protect smallholder oil palm plantations, where 

millions of people are struggling to escape poverty, from being excluded from the global palm oil 

supply chain solely to comply with the EUDR which reeks of imperialism. 

The reality of the global palm oil market varies in relation to environmental demands, including 

deforestation and forest degradation. Some countries, such as the EU and the United States, strongly 

demand action on deforestation and forest degradation. There are also many countries that react 

moderately, like India, China, and Eurasia region. However, there are a large number of countries that 

have not given much attention to this issue because they are still struggling to get out of poverty, such 

as countries in the African region, Bangladesh and Pakistan. 

The typology of national oil palm plantations also varies. Some oil palm plantations in Indonesia, 

especially the big six plantation groups, already have the ability to meet the strict sustainability 

demands as required by the EUDR. However, most, particularly smallholder oil palm plantations and 

oil palm SMEs, do not yet have the ability to comply with the demands of the EUDR due to various 

limitations. And some middle-scale oil palm plantations have a moderate capacity in meeting the 

environmental demands, like those in the EUDR policy. 

Based on the reality of the palm oil market and palm oil plantations, there is a need for 

reorganization and reorientation of the palm oil supply chains. The management of the national palm 

oil industry, either at the policy, association, or company level, needs to shift from 

compartmentalized management to vertically integrated management (upstream-downstream 

supply chain) to easily meet the demands of the market, which requires traceability and 

sustainability.  
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First, the supply chain of oil palm plantation companies (the big six) already has the ability to 

meet the relatively strict sustainability demands; therefore, the products from this supply chain can 

be designated to meet the primary target markets such as the EU and the United States. So far, the 

big six's supply chain has downstream industries in these countries, so it will be easier to access the 

market with all the attributes demanded by the market.  

Second, the supply chain of medium-scale oil palm plantations with moderate capability and 

upstream-downstream vertical integral consolidation can be designated to meet the moderate target 

markets such as India, China and the Eurasian region.  

Third, the supply chain of smallholder oil palm plantations and small-to-medium scale oil palm 

plantations with upstream-downstream vertical integral consolidation with the PTPN group can be 

targeted on the primary markets to fulfill the needs of domestic market and several regions such as 

Africa, Bangladesh and Pakistan. In this regard, the program to develop smallholder oil palm 

cooperatives to move downstream, which is currently being carried out by PTPN group, is one of the 

steps for that. By focusing the supply chain of smallholder and small-to-medium scale oil palm 

plantations on the domestic market, it also at the same time ensures the fulfillment of domestic needs 

for palm oil products in order to achieve national food and energy security. 

With such reorganization and reorientation of the supply chains, it is hoped that the national 

palm oil industry can take advantage of the diverse global palm oil markets without disrupting the 

availability of palm oil products for domestic needs.  

Simultaneously with the reorganization and reorientation of the palm oil supply chains, the 

Indonesian government together with the world's palm oil producing countries (both members and 

non-members of CPOPC) must continue to express their strong protest against the EUDR policy as a 

policy that contains numerous uncertainties, discriminatory measures and forms of crop apartheid, 

new-style protectionism, and even modern neo-colonialism, which has the potential to trigger a 

global trade war. Indonesia (along with CPOPC) also needs to carry out a policy threat of trade 

retaliation against EU export products to Indonesia. Protesting the EUDR policy is essential not only 

as a pressure on the EUDR itself but also to prevent the spread of the EUDR policy to other regions 

and the domestic population. 

 

CONCLUSION 

The EUDR policy has the potential to hinder the national palm oil industry from entering the 

global palm oil market. It is estimated that the majority of the national palm oil companies will find 

it difficult to comply with the EUDR demands. 

The reality of the global palm oil market varies with regard to demands for environmental 

sustainability attributes including deforestation and forest degradation from high, moderate and low 

categories. Likewise, the ability of oil palm plantations to meet the demands of these attributes also 

varies from high, moderate, and low. This requires reorganization and reorientation of the national 

palm oil supply chains. 

First, the supply chain of palm oil companies (the big six) that already has the ability to meet 

relatively strict sustainability demands can be designated to meet primary target markets such as the 

EU and the United States. Second, the supply chain for medium-scale oil palm plantations with 

moderate capability and upstream-downstream vertical integral consolidation can be targeted to 

meet moderate target markets such as India, China and the Eurasian region. And Third, the supply 

chain of small-to-medium scale oil palm plantations with the upstream-downstream vertical integral 

consolidation with the PTPN group can meet the needs of the primary markets of domestic market 

and several regions such as Africa, Bangladesh and Pakistan.  
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