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Background 

Vegetable oil production around the world totals over 164 

million tonnes per year, of which over 59 million tonnes is 

palm oil. Oil palm is the most productive vegetable oil crop, 

requiring ten times less land than other oil producing crops. 

Palm oil is used in about half of all supermarket products and 

demand is expected to increase as a result of a growing world 

population. The crop has expanded mostly in Southeast Asia, 

but is expected to spread rapidly in tropical Africa and Latin 

America.  

Smallholder farmers produce around 40% of the worldôs palm 

oil. As the crop is highly productive and profitable, the sector 

has the potential to lift producers out of poverty and make 

significant contributions to rural development. However, the 

expansion of oil palm plantations is also a major driver of 

deforestation, leading to biodiversity losses and greenhouse 

gas emissions. In addition, oil palm production has been linked 

to land conflicts ð especially with indigenous people, and 

issues around labour conditions for plantation workers. 

Palm oil production in Indonesia 

Indonesia is the worldôs biggest producer of palm oil, 

producing 31.5 million tons of crude palm oil and 3 million tons 

of palm kernel oil on 11.6 million hectares of land in 2016. Its 

total yearly value amounts to ú 23 billion. It provides on-farm 

employment to 1.2 households and generates an income for 

1.6 million smallholder farmers, who manage around 40% of 

the oil palm cultivation area.  

 

Many of Indonesiaôs oil palm smallholders are transmigration 

farmers ï impoverished smallholders from overpopulated Java 

and barren areas of Bali who were resettled on the outer 

islands of Indonesia like Kalimantan and Sumatra during the 

1980s and 1990s. There they were assigned 2 hectare plots to 

establish a plantation. These smallholders can be under a long-

term contract with a company, so-called óscheme smallholders, 

or operate independently.  

Oil palm smallholders in Indonesia have an average annual 

yield of 12 to 14 ton per hectare, while corporate plantations 

attain a yield of 24 ton per hectare per year. Palm oil yields 

highly depend on the suitability of the location (soil, rainfall, 

drainage, etc.) and the use of fertilizer and management 

practices like weeding and pruning. Palm oil yields build up 

until the trees reach 15 years of age, level off until 25 years 

and then decline sharply. Many smallholders in Sumatera and 

Kalimantan are now faced with these declining yields as the oil 

palms in their plantations are now 20 years or older, causing 

declining incomes and many families to live in increasing 

poverty. Replanting is needed, which would cost around ú3600 

per hectare. Banks have little experience however in providing 

long-term replanting finance to smallholders due to the 

perceived high risks and costs involved. 

In recent years, illegal oil palm expansion has been linked to 

widespread fires for land clearing. These fires cause smoke 

and air pollution hazards, threatening the health of thousands 

of people. Indonesian peat fires cause higher greenhouse gas 

emissions then the whole of Germany and have been classified 

as a violation of human rights by the World Health 

Organisation. In 2015, Kuala Lumpur and Singapore had to 

suspend flights due to the haze and the economic damage was 

estimated at ú30 billion to the Indonesian economy.  


