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1. INTRODUCTION

Deforestation is one of the most pressing global environmental challenges.

Agricultural expansion is the leading driver, accounting for 70-80 percent of

annual losses'"?, with four traded commodities—palm oil, soy, beef and pulp/

paper—responsible for over 50 percent.?> Major companies in the food and

agricultural supply chain have responded, making voluntary commitments to

end deforestation associated with agricultural commodity expansion.

To date, at least 365 companies globally have made
zero-deforestation or No Deforestation, No Peat
and No Exploitation (NDPE) palm oil supply chain
commitments.* The most notable commitments

are the New York Declaration on Forests (NYDF),
the Consumer Goods Forum (CGF) member
commitment to zero-net deforestation commodity
sourcing, and NDPE palm oil commitments.

While these commitments indicate progress, the
resulting efforts have emphasized certification
approaches to reduce deforestation in a company’s
supply chain. However, these struggle to

address the systemic issues of agriculture-driven
deforestation for several reasons.

First, the global demand for certified sustainable
goods is still limited and prevents market-led
progress. In fact, the voluntary commitments are
largely from Western companies, who in the case
of palm oil and soy only represent 13% and 21% of
global consumption respectively.®

Second, the effectiveness of the voluntary
certification approach is compromised by concerns
about the level of assurance provided, and the costs
involved to enhance this. Lack of confidence that
they are receiving the certified product purchased
creates risk and confusion for commodity buyers
and consumers. For some commodities, such as
palm oil and soy, the lack of confidence is linked

to the nature of supply chains in which products

are generally blended from several sources. This
creates challenges for traceability and transparency,

bringing a risk that products from unsustainable
practices are included in the mix. These commodity
flows are incredibly complex and are designed for
efficiency, not traceability to origin. There are also
concerns about the reliability and quality of the audit
processes, for example linked to the capacity of
auditors. Resolving these issues would be costly,
added to the costs already involved in certification
which relies on audits of every farm and every
supplier.

Finally, the certification approach does not
recognize and promote the critical role that
government must play in regulating the use of
natural resources in a country or subnational
landscape through policy, enforcement and
engagement with stakeholders. These enabling
conditions can help to facilitate and reduce costs
of certification, but the certification approach fails
to create incentives for government action in a
supporting or regulating role.

Jurisdictional approaches (JAs) arose from the
recognition of these shortcomings. They aim to
bridge market- and policy-based interventions for
greater impact on the ground. The JA encourages
governments and companies to work together
alongside key landscape actors towards landscape
sustainability, improving local livelihoods and
maintaining forests and other natural ecosystems
through coordinated strategies across sectors,
including deforestation-free commodity production.
This approach holds great potential to address the
shortcomings of certification approaches and build

Jurisdictional Approach to Sustainability Commitments in Palm Oil and Soy Supply Chains 4



more comprehensive and long-lasting solutions.
There is a breadth of literature documenting the
various benefits and challenges of jurisdictional
approaches (see Annex B). However, the approach
is still in early stages of development and is built on
assumptions, some untested, about the needs of
commodity buyers and the market information and
incentives that could encourage governments and
producers to work together to adopt policies and
practices to halt deforestation. These assumptions,
as well as questions about how best to implement
the strategy, if not validated and answered, could
undermine this important new approach to slowing
commodity-driven deforestation.

In this report, we explore some of the assumptions
of the JA, with a focus on the palm oil sector in

Indonesia and Malaysia and the soy sector in Brazil.

- In section 2, we provide an overview of the
emerging approach and navigate some of the
terminology commonly used.

- In section 3, within the palm oil and soy sectors
and geographies of focus, we share insights
from interviews with key private sector and
government actors around their perception of

JAs, interest and requirements to engage, and
thoughts around the role they could play to
support JAs.

In section 4, we examine a subset of the more
developed JA initiatives in these sectors and
geographies to explore how these initiatives
are responding to corporate sustainability
interests—and whether they are on track to help
companies meet specific commitments like the
New York Declaration on Forests.

In section 5, we analyze the commercial
viability and potential impact of JA initiatives to
influence market-driven progress in the palm oil
sector.

Section 6 provides conclusions from this study
on the potential of JAs to transform commodity
production towards greater sustainability.
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2. OVERVIEW OF JURISDICTIONAL APPROACHES

Defining the Jurisdictional Approach

In this report we define a JA as an integrated
landscape approach which aims to reconcile
competing social, economic and environmental
objectives through participation by a full range of
stakeholders across sectors, implemented within
government administrative boundaries, and with
a form of government involvement. This definition
draws from two commonly referenced definitions—
the Little Book of Sustainable Landscapes®

and Jurisdictional Sustainability: A primer for
practitioners’.

The Little Sustainable Landscapes Book:

a jurisdictional approach and a landscape
approach are often used synonymously.
However, the jurisdictional approach is a type
of landscape approach that uses government
administrative boundaries, primarily sub-
national, to define the scope of action and
involvement of stakeholders rather than social
(e.g. indigenous community) or environmental
(e.g. ecosystems, watershed) boundaries.

Jurisdictional Sustainability: A primer for
practitioners: a jurisdictional approach is a
type of integrated landscape management,
with an important distinguishing feature:
the landscape is defined by policy-relevant
boundaries and the underlying strategy

is designed to achieve a high level of
governmental involvement.

While the exact form of each JA depends heavily on
the local implementation context and the capacity
and interest of the involved stakeholders, a JA
commonly includes:

- a multi-stakeholder forum or coordination
structure(s) to secure wide input and support
from stakeholders with influence or affected by
landscape changes;

- strategies and action plans or roadmaps that
identify agreed social, environmental and
production goals for the jurisdiction and actions
needed to address them; and

- monitoring and information systems to track
implementation of the plan and resulting
progress towards the goals.

The key ingredient of government engagement in
a JA may vary quite considerably. In some cases,

it may take a form of lighter engagement such as
establishment of broad regulations or policies for
natural resource management. In other cases, it may
involve greater engagement, for example taking
the lead in committing to sustainability targets or
even deeper involvement by adopting these plans
into law and enforcing and monitoring progress
against regulations. Government involvement
refers to engagement from different national,
provincial and local levels as well as across sectors
through ministries and agencies or departments of
environment, planning, agriculture, forestry, mining
etc®

Opportunities and challenges of JAs

JAs have the potential to respond to the
shortcomings of supply chain and certification
approaches and can help to address the magnitude
and urgency of environmental and social issues
across sectors and at scale. First and foremost,
they have the potential to break out of a corporate-
specific and commodity-specific supply chain

focus that tends to have patchy impacts and to
drive change at a jurisdictional scale towards
sustainability. Developing goals from the ground-
up through a multi-stakeholder forum provides an
opportunity to improve inclusivity and democratize
land use planning and management. This can allow
for engagement of smallholders who often do not
participate in certification due to cost and capacity
constraints. JAs can promote action on some of the
challenges to smallholder adoption of sustainable
practices, like insecure land tenure for example

by facilitating land titling.® Improved land use
planning can support the links between land use
objectives, for example recognizing the benefits

of forest conservation for ecosystem services like
water regulation that support improved commodity
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production. Land use planning and jurisdictional
monitoring help to address the problem of leakage
within the jurisdiction, where reduced deforestation
due to improved practices or better enforcement in
one part of the landscape could lead to increases in
deforestation in other places. Engagement across
sectors can better align resources and investments
for greater impact and coordination, potentially
reducing costs in the long-term like certification
expenses. Finally, improved governance can
extend beyond political turnover to reduce risk and
provide assurances that enable market interest and
investment.

What is a landscape approach?

A landscape approach is a conceptual
framework whereby stakeholders in a
landscape aim to reconcile competing social,
economic and environmental objectives.

It seeks to move away from the often-
unsustainable sectoral approach to land
management. A landscape approach aims

to ensure the realization of local level needs
and action (i.e. the interests of different
stakeholders within the landscape), while also
considering goals and outcomes important
to stakeholders outside the landscape, such
as national governments or the international
community.®

How is a jurisdictional approach different
from a landscape approach?

A JA'is a type of landscape approach with the
specific addition of government engagement
and administrative boundaries for
implementation—thus a landscape approach
is not always a JA.

‘Jurisdictional sourcing’ creates incentives for
further JA efforts and improvements in sustainability.
JAs can provide benefits to companies by
facilitating commodity sourcing with transparent,
consistent and resilient supplies that meet
improved environmental and social criteria, and
minimizing risk because of increased government

accountability in management of natural resources.
Governments in jurisdictions showing higher
sustainability are incentivized by increased market
demand which serves to boost the economy in an
inclusive and sustainable manner. Communities
and smallholder farmers benefit from improved
participation, recognition and support for their role
in agricultural systems.

Despite the many potential benefits, JAs are not
without their challenges. Implementation can be
complex and costly, and it can take time to deliver
results. The multi-stakeholder approach requires
ample negotiation, compromise and tradeoffs in
establishing and working towards multiple goals
that may not be mutually reinforcing. To add to the
complexity, these goals can also be impacted or
influenced by external factors beyond the control
of the jurisdictional actors. The important ingredient
of government engagement can be challenging
due to political turnover, poor alignment across
divisions, capacity and resource constraints,
transparency and limited access to information. In
addition, the boundaries for implementation can be
physically misaligned with the ecosystem landscape
boundaries that would have greatest environmental
impact.

JAs need significant funding and support. It can be
hard to engage companies in supporting a particular
jurisdiction, particularly for those that source from
many places and do not have strong links with
specific supply regions due to the nature of the
commodities and their position in the supply chain.
In general, the benefits will largely flow to producers
making it unclear whether governments will get
sufficient resources and incentives to engage.

Also, at this stage, there are few success stories to
point to as examples for garnering more support
and assuaging concerns of potential partners and
investors.

There are also risks associated with the model.
Even when JAs are successful, there is a risk that
larger scale sustainability will not be not achieved,
for example as a result of companies shifting
sourcing away from underperforming jurisdictions
and only incentivizing higher performing
jurisdictions.
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Learning from early experiences of JAs

In the past few years, there has been growing
momentum around the concept of JAs. Much of
this is driven by an awareness that certification,

by itself, is not sufficient to stop agriculture-driven
deforestation and the recognition that governments
must also be involved. There is also a greater
sense of urgency given the looming 2020 deadline
for many corporate sustainability commitments.
However, the JA is not a new concept. There are
various examples where the concept has already
been implemented for some time. To provide just
one example, ZAE Cana (Sugarcane Agroecological
Zoning) was a collaboration between the
government and sugar cane producing companies
implemented in Brazil in 2009. This initiative
involved a technical review to identify those areas,
or zones, that were appropriate for sugarcane
production, with consideration of social and
environmental implications, as well as production
suitability. Prioritization was given to degraded

lands appropriate for sugarcane production. Once
sugarcane areas were identified, the zoning was
adopted by law and enforced through regulations.
This prohibited production in regions such as the
Amazon and Pantanal, as well as the clearing of
native vegetation. In addition, the law prohibited
the national banking system from financing any
sugarcane related projects outside of the identified
zones. Because agricultural loans are generally
more affordable through the national banking
system, this law disincentivized planting sugarcane
outside of ZAEs.

This report aims to build on these early experiences
providing insights on motivations and incentives to
support JAs among companies and governments
and providing information about some of the
emerging examples.

Zero Deforestation versus Zero Net Deforestation, and Legal versus lllegal Deforestation

Zero Deforestation: no forest areas are cleared or converted.

Zero Net Deforestation: allows for the clearance or conversion of forests in an area as long as an equal

area is replanted elsewhere.

However, there is disagreement over how to define and measure the equal area of a forest because of
the carbon, biodiversity, ecosystem and social characteristics, value and impacts.

Theoretically, the total forest area remains the same with zero net deforestation, but the quality of forest

area may vary greatly.

Legal Deforestation: Forest clearance that is permitted by law.

lllegal Deforestation: Forest clearance that is prohibited by law.

Both legal and illegal deforestation are dependent upon place, given the national and local laws of a

given geography.
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3. INSIGHTS FROM INTERVIEWS WITH PRIVATE
SECTOR AND GOVERNMENTS

Interviews were conducted from April to October
2017 with private sector companies involved

in commodity production and sourcing, with
governments involved in developing JAs and

with civil society. A synthesis of findings from the
interviews is presented here, providing a range of
perspectives on the opportunities and challenges of
JAs from key stakeholders.

Private Sector Feedback

Key private sector actors along the Indonesian palm
oil and Brazilian soy supply chain were interviewed
to capture their thoughts regarding the JAs. Of the
14 companies interviewed, 7 are closer to the supply
side involved in production, processing and trading
and 7 are further downstream consumer goods

and retail companies. Among these companies,

10 are signatories of the New York Declaration on
Forests, support the Consumer Goods Forum on
pledge deforestation, have RSPO certifications or
are committed to 100 percent sourcing of RSPO
certified palm oil and have NDPE commitments.
Almost half of the companies are highly involved in
or exploring engagement with JA initiatives on the
ground, while others have been closely monitoring
the approach.

Companies were asked about their:

« approach to sustainable commodity sourcing
- most important sustainability criteria
« knowledge about and interest in JAs

- information or assurances needed to engage in
aJA

- ways they are or might engage in JAs.

The Role of Private Sector in
Supporting JAs

The interviews revealed that there is broad
familiarity with and interest in the overall concept
of JAs from a wide lens, yet some confusion
around how they are implemented and the role of
the private sector. There is clear recognition from
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private sector respondents that poor governance,
such as inadequate regulations, corruption and
lack of enforcement, is one of the biggest gaps

in driving meaningful change to address many

of environmental, social and legal issues that are
having significant impacts on the industry. While
generally recognizing that JAs could be helpful to
address governance challenges, respondents were
clear that their involvement in JAs needs to directly
and clearly advance their sustainability objectives.
JAs would need to help in meeting their zero
deforestation commitments, including protection

of peat areas and national parks, establishment

of biological corridors, as well as addressing
critical social issues like smallholder inclusion and
land titing—which in many instances would go
significantly beyond legal compliance with any
national regulation.

Companies most commonly cited offtake
commitments as a role they could play to support
JAs. Several companies noted that they would

be unlikely to offer any premium pricing as it is

not perceived as effective in getting rewards

down to the producer and would be hard to

justify from a business perspective when similar
quality products are available at lower price.
Numerous companies interviewed have stopped
using premiums, instead using these funds for
technical assistance for smallholders. Rather, they
would prefer alternative ways to support JAs. For
example, several companies mentioned the ability
to offer support for suppliers with flexible or longer-
term contracts, perhaps showcasing suppliers in
their marketing as an extra perk. The majority of
companies recognized the need for investment in
JAs. However, they also struggled to understand if
this would be in the form of philanthropic support
or a business investment that would require a
return. Finally, support in the form of positive public
communications, new technology development (e.g.
to enhance traceability and transparency of supply
chains), technical assistance, and disincentives
(e.g. threats to drop suppliers in certain regions)
were also all options mentioned by companies
interviewed.



Many of those interviewed see direct benefits from
JAs, for example potentially reducing some of the
complexity they face in managing today’s supply
chains and meeting traceability requirements. Some
see the potential for greater flexibility in making
sourcing or procurement decisions based on a
greater geographic scale versus specific suppliers.
By establishing a supply sourcing area of known
legality, there would be multiple sourcing options
available in that supply area.

There were also differences expressed based on
where companies interviewed fit within the supply
chain. At the retail end, assurance that suppliers

are adhering to a certain level of sustainable
practices is essential. Certification and traceability
help provide this assurance and retailers expressed
concerns about whether JAs could provide this
assurance across the board. While still concerned
about assurance of sustainable production practices
to meet the demands of downstream buyers, the
producer/traders hope that good governance and
strong jurisdictional sustainability performance
would make these sustainable production
requirements easier to demonstrate as supply areas
with improved governance are established. They
recognize the importance of agreed criteria and
the consistent application of these criteria before

a blanket JA assessment could provide necessary
assurances. Across all company types, concerns
were raised around consistency between the
assurances provided by jurisdictional approaches
and alignment with existing commitments and
corporate requirements such as traceability and
certification.

In summary, feedback from our interviews supports
the understanding that companies can play a
variety of roles to support JA development and
implementation, with varying levels of effort and
bandwidth as well as investment. In the graphic
below, we plot several of the potential roles a

Participator
Supportive in multi-
public stakeholder Committed
communications forums offtaker

Technical
assistance/
extension
services

Support tool
development
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company can play, recognizing that different types
of companies may want to engage in different ways
and at different levels due to their position in the
supply chain and the nature of the commodities.
Along a spectrum from less to more support for a
JA, companies can engage in:

« Strong positive communications and messaging
around the importance of the JA to address
systemic issues in agricultural production
sectors

Inform the development of tools that assist in
the implementation of a JA — like Global Forest
Watch Pro Commodities, etc.

Participate as a company representative in a
multi-stakeholder forum to share corporate
goals and incentives that could be offered

- Provide technical assistance or extension
services towards the pilot initiative

- Commit to offtake products or a percentage of
products

Establish and implement a preferential sourcing
policy aimed at rewarding high performing
jurisdictions or supporting an underperforming
transition subject to meeting performance
milestones on an agreed upon timeline.

- Provide premiums or longer-term contracts
in jurisdictions with higher sustainability
performance

- Funding for technical activities, such as
mapping smallholder farms or monitoring

Financial investment in JA activities, providing
grants, credit or insurance to support design
and implementation of JA plans and activities.

Sourcing
incentives,
premiums,
longer- Financial
term investment
contracts, in pilot

etc. initiative

Fund
technical
activities

Preferential
sourcing



Scale

It is widely accepted by companies interviewed that
JAs have potential to address sustainability issues
at scale, striving for bigger sustainability impacts
and dealing with broader systemic issues. JAs can
also be cost effective as resources and investments
can be pooled. Companies in both palm oil and soy
sectors agreed that it is important to move away
from the current piecemeal approach to a process
that deals with a broader geography.

Concerns were expressed that given the scale,
progress on establishing effective JAs could be
hampered by the number of different stakeholders
and the different levels of decision makers,
including those at the national level, the provincial
or state level, and at the municipal, district or
more local level, and different expectations for
each group at each level. There are likely to be
challenges in coordination and in negotiating
agreement across diverse stakeholder groups,
recognizing the need for tradeoffs and differences
in power and influence.

Interviews also noted the potential downside to
the scale of JA. If a producer within a particular
jurisdiction was non-compliant, this could create a
risk for all the other producers in that jurisdiction. In
other words, reputational risk could be shifted from
specific companies to specific jurisdictions. On the
other hand, it was also pointed out that jurisdictions
could compete against each other in a “race to

the top” in order to facilitate access to markets

by establishing a reputation of good governance
and results in meeting sustainability outcomes

like reduced deforestation. Creating incentives for
improved performance at jurisdictional scale has
potential for much greater impact then incentives for
individual producers.

Despite these concerns, broad support was voiced
for moving forward with the Jurisdictional Approach
concept because it can address sustainability issues
at greater scale. The need for active government
involvement is clearly recognized as key, and the
opportunity to begin to solve some of the systemic
issues such as smallholder inclusion and legality is
welcomed. There was general consensus that the
sector has to move away from working with specific
supply chain focus and certification to a much
broader format to make meaningful change.

Consistency and Assurance

The issue of consistency between JA initiatives

is a critical one raised by companies. Given that
each jurisdiction will have different actors and
stakeholders with different objectives, and that
each landscape may be very different, how can
jurisdictional sustainability be compared? Alignment
around goals and measures of success is important
to provide consistency and will be critical for longer
term credibility and viability of JAs as the basis for
jurisdictional sourcing.

There is a lot of variability between jurisdictions,
not just in geographic terms, but also in political
terms. The expectations of local government actors
vary at a district, provincial or national level. These
expectations may or may not be aligned with market
expectations. While some JAs are setting their
goals around compliance with local and national
laws, others are going beyond legal compliance
and framing their efforts around meeting the
requirements of sustainability standards such as
the RSPO. More ambitious goals may add further
complexities, as some issues may go beyond the
boundaries of a specific jurisdiction and require a
national focus.

The variability among current pilot JAs was
highlighted. One pilot is working on smallholder
issues, broader forest and landscape issues, and
land use planning; and another is focusing on the
legal framework for land ownership, and legal titling
under agrarian reform laws, and not broader land
use planning and deforestation.

The issue of assurance was clearly voiced from the
retail sector, where currently certification provides
assurance and transparency through a formal
verification process against a defined minimum
standard. There is uncertainty as to how a JA could
provide similar assurance given the breadth of
producers involved. On the other hand, producers
and traders hope that requirements on traceability
to production facilities would become obsolete and
would be replaced by traceability to jurisdictions.
The retail sector relies on more traditional supply
chain and farm-level certification to report against
sustainable sourcing commitments and would prefer
that JAs provide the type of assurance they get
from certification.

The issue of consistency and assurance is clearly
an area that needs careful consideration and
alignment. It is central to providing the market
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certainty that a credible process is in place to
ensure that production practices are sustainable
and support the many public commitments that
many companies have made. While JAs are still
in their infancy, it is important that proponents of
JAs consider both consistency and assurance in
terms of comparability across jurisdictions and in
terms of comparability with farm-level certification
and related company commitments. These issues
will be key in terms of long-term credibility and
effectiveness.

Incentives

Incentives have been widely discussed for years,
especially with regards to certification. Is the
market willing to provide incentives for producers/
jurisdictions to transition to a more sustainable
path? In general, the interviews reflected that the
market incentives for JAs would need to be derived
from preferential market access, such as long-term
contracts, for those regions that are participating
rather than premium prices. It was also widely
recognized that other JA incentives could include
investment in upstream operations that were
strategic for that supply chain actor and that would
directly touch their supply chain.

Both the producers and traders and the consumer
goods and retailers expressed interest in investing
or co-investing in a particular jurisdiction. They
noted that a JA would create the confidence

to invest in a particular region because of the
improved governance, which would help to create
jobs, improve standard of living and improve
productivity. The costs currently incurred due to the
lack of governance also need to be considered,
such as the cost of fires, the impact on public health,
and access to markets.

Overall, companies interviewed are supportive of
JAs, and willing to show support through offtake
of production, to provide preference from a
procurement standpoint, to co-invest in strategic
projects that touch their supply chains, and to
provide technical and financial support to JA pilots.
Whether these provide sufficient incentives for
governments and producers to work together on
JAs remains an important assumption to test.

Conclusions about private sector and JAs

Overall the private sector representatives
interviewed view the JA as a concept, still in its
infancy, and while companies in commodity supply
chains are able to visualize the possibilities and
solutions that this approach may take, it is also clear
that expectations are not yet fully aligned. All agree
that the role of government is critical in helping to
solve many of the very real problems encountered
in the field as many of these problems were the
result of weak governance. The companies are
intrigued by the possibility of being able to effect
change on a broader scale, rather than working

on a piecemeal basis with discrete supply chains,
which may help transform a supply chain, but not
drive sector transformation. All the companies
interviewed are willing to support these initiatives
through some type of sourcing support or potential
co-investment in strategic downstream activities.

In fact, more companies were willing to financially
support an initiative versus pay a premium for the
commodities, although most preferred that the
initiative has a direct supply chain link.

The current concerns that need to be better
understood are the issues of consistency and
assurance.

- Will all JAs deliver the same outcomes and
have a robust assurance process?

. Ifthey do, what are the implications for the
supply chain management practices that are
currently in place and how do these outcomes
meet the public commitments that many
companies have made?

- Would the markets be satisfied if compliance
with national laws was achieved?

. What is the common framework that ties these
various initiatives together?

- Is it legal compliance and good governance,
or does it go beyond legal compliance and
include sustainability standards such as the
RSPO?

Answers to these questions will emerge with
greater clarity over time as the current JA initiatives
advance, new initiatives are started, and lessons are
learned from both the successes and failures of the
approach.
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GOVERNMENT FEEDBACK

Interviews were conducted with members of
national, provincial and district level governments
from the provinces of North Sumatra and South
Sumatra in Indonesia, Sabah in Malaysia, and

the Bahia and Tocantins states in Brazil. Officials
interviewed ranged from positions in pertinent
departments such as spatial planning, agriculture
and environment to heads of district governments.
From these interviews, various themes emerged
that show both opportunities as well as barriers for
implementation of JAs from their perspective.

Government leadership and coordination

One of the leading observations was an
appreciation that government plays a critical leading
role in JAs. However, coordination across agencies
and between levels of government from national to
state/provincial and local government is lacking and
there was recognition that JAs may help increase
alignment and collaboration between departments
and institutions. For example, one province’s
government representatives emphasized their
interest in the ability of a JA to improve governance
by better integrating the planning and coordination
among governmental departments and agencies.
This could include government engagement in
resolving conflicts due to fires and water access,

as well as social conflicts and land tenure issues.
Another province noted the opportunity that a JA
would provide to better align the objectives and
benefits that the Ministry of Forestry and the palm
oil industry can bring each other—particularly how
forest conservation can benefit palm oil production
and how the palm oil industry could support

longer term uptake of forestry conservation efforts.
Similarly, as the forestry sector must also comply
with the highest principles of forest management
and conservation, interviewees from one jurisdiction
thought that the RSPO initiative on jurisdictional
palm oil sustainability could provide a model also
relevant to FSC and the forestry sector.

There was also acknowledgement that consistent
and aligned leadership at the provincial and district
level is needed. Currently, local governments look
to the national level for guidance and solutions.

Government bodies’ lack of empowerment,
coordination and capacity were all topics that
emerged. All government representatives
voiced the need for added capacity building and
investment.

Representatives from one province shared that
while the governor has not committed formally to

a JA, they are already assessing environmental

and ecosystems services and carrying capacity to
support spatial planning efforts which could support
a JA. This province had clear recognition of the
complexities of implementing a JA, like the lack of
coordination, alignment and leadership, and spoke
to a strong dependence on central government to
provide solutions and a pathway forward.

Improved governance and sustainability
at scale

JAs, with their emphasis on multi-stakeholder
approaches, dialogue platforms and sustainability
across jurisdictions are seen as potentially helping
reinforce the importance of environmental laws

and regulations, broaden the focus from economic
development to include environmental and social
concerns and have a wider reach rather than

“site specific” approaches. Finally, the idea of
mainstreaming sustainability and achieving scale
beyond the achievements of the current certification
model was attractive to government representatives
from the province.

In Indonesia, where the ISPO is a legal requirement,
but lagging in implementation, it was recognized
that the JA could be useful in helping the
government engage with the private sector to
meet established legal requirements. In Brazil, one
state’s governmental representatives who were
interviewed cited a number of reasons they’re
interested in pursuing JAs. First and foremost, soy’s
importance to the state economy and the idea

that the government must be able to require legal
compliance if the production is to be sustainable.
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Government perspectives on market
incentives for JAs

In the case of palm oil, JAs were generally perceived
as facilitating access to markets, but this viewpoint
was not universal, nor was it the predominant
motivation. There were various reasons cited as

to why a province would want to pursue a JA. For
example, in one province, interviewees indicated
the potential of a successful JA to differentiate

their product and provide access to new markets
based on its assurance of effective governance and
sustainability.

Concerns that JAs may not benefit
smallholders and local communities

The benefits of large-scale agricultural operations
were openly questioned by government officials

in both palm oil and soy regions, and there was
concern that JAs will make these monocultures
more acceptable to markets. The viewpoint
expressed was that local communities have often
not benefited by the presence of these operations.
In the case of palm oil, there is a perception that the
local communities have little access to employment,
road infrastructure is damaged and poor waste
management practices reduce water quality. In

the case of soy, while soy production is a large
economic driver, there are concerns that it provides
few local jobs and not many benefits flow to local
communities.

In the case of palm oil, social issues and smallholder
issues were highlighted as a priority by government
officials in all regions. Smallholders are a

significant part of the industry, and they cannot be
marginalized. But it is unclear how JAs might impact
smallholder production. The need for community
engagement and education regarding deforestation
was noted, as well as the need to resolve land
tenure issues, and conflicts regarding fires and
access to water.

Challenges due to lack of political will and
complexity

In Indonesia, the provincial commitment to JAs was
mixed. Lack of leadership was cited as an issue,

as well as the inability to coordinate between
government institutions and the reliance on central
government for solutions. There was also concern
expressed about the private sector and its impact
on communities and the complexity of land tenure
issues and social conflicts. Furthermore, there was
apprehension around the political cost associated
with championing environmental efforts because
the conservation benefits for agricultural production
are not always widely understood or clearly
communicated to broader audiences.

In the case of Brazil, while there were differences
in awareness and understanding of JAs between
Bahia and Tocantins, both were aware and
monitoring JA initiatives in other regions of

Brazil. While they are aware of the role of state
government for legal compliance within the soy
sector and its importance for sustainable production
which could be addressed through a JA as part

of the state’s development plan, they thought
there would be substantial challenges to reconcile
the differences between the environmental and
production communities. Capacity building would
be needed to bring these groups to agreement.
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4. LEARNING FROM JURISDICTIONAL APPROACH

INITIATIVES

There are a number of JA initiatives being
implemented globally with varying levels of
advancement in implementation. We selected a
subset of the more developed initiatives within our
areas of focus in the Indonesian and Malaysian
palm oil and Brazilian soy sectors. For palm oil we
highlighted the RSPO pilots in South Sumatra and
Central Kalimantan, Indonesia and Sabah, Malaysia,
as well as the Sustainable Landscapes Partnership
in North Sumatra, Indonesia. Within soy we focused
on the initiatives in Mato Grosso and Para, Brazil.
These initiatives were selected because they have
established government engagement and support,
articulated targets and have started the beginning
steps of multi-stakeholder collaboration and
implementation.

Between April and October 2017 we conducted
interviews with various implementing partners
developing these initiatives to understand more
about their experience, successes and challenges
in executing. Nearly every initiative indicated
challenges in securing significant engagement
from the private sector—primarily in articulating a
compelling business case or incentive structure
to entice their participation or support and
subsequently establish a market demand link for
the production component. This finding applied
to initiatives with strong and explicit government
support, as well as those with less articulated
engagement.

Summaries and insights from the implementers for each initiative are found in the table below.

Palm Oil Initiatives

The Central Kalimantan Jurisdictional initiative originated from the Roadmap for Low-Deforestation Rural
Development—a conservation plan for the province focused on preserving forests and regulating palm oil

production.”® The initiative is designed to build on existing government instruments and authority to ensure they

are effective, sustainable and enforceable. Developed by the provincial and district governments alongside Earth
Innovation Institute (Ell), Institut Penelitian Inovasi Bumi (INOBU), with input from palm oil companies and civil society,
the plan established 2020 targets of reducing deforestation by 80 percent from 2006-2009 base levels, zero
deforestation from sustainable palm oil, and increasing palm oil produced by smallholders to represent 20 percent
of total palm oil production." "

To achieve the goals of the roadmap, in 2015 the Provincial Government of Central Kalimantan, in partnership with
INOBU, launched a JA pilot for RSPO certified sustainable palm oil in three districts. Most work is being conducted
at the district level, as the authority for non-forest areas is with district governments in Indonesia. Activities are

led by district level working groups for jurisdictional certification of palm oil created through a Head of District
regulation, with members from the district government, companies and civil society organizations. Significant areas
of work include reducing deforestation, protecting peatland and high conservation value areas as well as supporting
restoration through revising the spatial plan to protect and restore forests and other critical areas through the
following instruments: carrying capacity assessments, plans to protect and manage the environment and strategic
environmental assessments, district spatial plan. Key accomplishments to date include mapping smallholders in
pilot districts, identifying and reaching consensus on “go and no-go areas” for palm oil development, and the
establishment of a monitoring system known as SIPKEBUN for measuring progress towards jurisdictional targets."
The Ministry of Agriculture, in collaboration with INOBU, is employing SIPKEBUN across the initiative’s pilot districts
to monitor both plantation and smallholder data. This allows the government to identify environmental risks and
the need for enforcement, as well as identify opportunities to support smallholders and increase productivity. For
social targets the initiative is creating an agricultural facility to support smallholders to organize, access training
and information, register, as well as access agricultural inputs such as fertilizer and seedlings. The facility has been
established in Seruyan district and is currently providing training. It will later expand to providing other goods and
services. Additionally, there is piloting of protocol and mechanisms for preventing and mediating social conflict from
plantations. INOBU, with support from companies such as Unilever, has mapped nearly 5,000 smallholders™ in the
province, increasing transparency as well as identifying ways to support smallholders in securing land rights and
obtaining RSPO certification.'
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Palm Oil Initiatives

Insights from Implementers

JAs are designed to source solutions from the bottom up, developing long-term goals that can improve malfunctioning
production and governance systems. While developing solutions and a strategy in this way is more likely to create
lasting and effective change, itis a time intensive and laborious process. It must begin with investing the time to
establish trust among constituents that do not typically interact in meaningful ways, let alone collaborate. Each initiative
operates within and must respect the local context, requiring a new interpretation of the model. The RSPO pilot in
Central Kalimantan noted these challenges and the time required for the early, yet integral stages of establishing trust
within a new collaborative effort across stakeholders. This must be an iterative process where they can be allowed
time to transition.

The South Sumatra Jurisdictional initiative originated from a 2015 commitment from the Governor of South Sumatra
to establish a green growth plan— where economic growth and improved livelihoods are coupled with thriving
ecosystem services and sustainable production activities, including a focus on improving the productivity of key
commodities such as palm oil. ' The plan, designed through a multi-stakeholder effort led by the Sustainable
Trade Initiative (IDH) and supported by the World Agroforestry Centre (ICRAF), was finalized in 2017. 292422 |DH

leads convening and implementation, with a number of pilots such as Provincial Risk assessment of Mills and RSPO
independent smallholder certification with Indo Agri, followed by additional technical assistances from KELOLA
SENDANG project that is led by Zoological Society of London (ZSL) and other private sector partners supporting
with technical assistance to farmers.?>2* South Sumatra’s commitment to become RSPO certified at provincial level
by 2025 through a produce and protect strategy aligns with their green growth plan and has begun at the district
level 2526 |n the district of Musi Banyuasin, mapping of independent smallholders, high conservation value (HCV) and
restoration areas has been achieved with the development of Centre of Excellence (COE). Accelerating land legality
for the smallholders, sustainable finance for replanting, additional mechanisms for monitoring and management of
deforestation and social conflict are currently under development.?’

Insights from Implementers

Articulating the incentives for private sector can prove challenging for jurisdictional initiatives. IDH, the Sustainable
Trade Initiative, an NGO implementing various jurisdictional initiatives including the RSPO JA pilot in South Sumatra,
noted their challenges in identifying the incentives for private sector when operating under a peat moratorium.
Compliance with the moratorium would put many companies out of business which creates political challenges for
enforcement. Similarly, convening companies to collaborate at the trader level to address certification questions

can prove difficult because of antitrust concerns. Developing solutions to operational questions requires a level of
collective coordination across companies which can be challenging when companies are concerned about protecting
their proprietary business interests.

The Sabah Jurisdictional initiative originated from a 2015 goal to achieve 100 percent RSPO certified palm oil
production by 2025 from the state of Sabah, Malaysia, which is responsible for one tenth of the world’s palm oil.?8 2930
31 A key achievement to date has been the Sabah Forestry Department and Natural Resources Office establishment
of a Jurisdiction Certification Steering Committee (JCSC), which serves as a multi-stakeholder forum for determining

a sustainable production roadmap for palm oil that is free of deforestation and social conflict, supports smallholder
livelihoods, and can be managed institutionally.®> Established in 2016, the committee is composed of 15 stakeholder
groups, including NGOs, such as WWF-Malaysia and UNICEF, and private sector partners, such as Wilmar International,
HSBC Bank and Sime Darby, among others, with Forever Sabah and RSPO serving as technical advisors.®34 (A
complete list of JCSC members can be found at cited source). In addition to reducing deforestation with the production
of a long-range forest management plan, Sabah intends to restore as much as 500,000 hectares of forest. In the first
phase of the initiative, Sabah is working towards producing a map of HCV/HCS areas, translating FPIC into regulations,
and organizing and supporting smallholders.>

Shared Insights from Implementers

Implementing a multi-stakeholder initiative to transform an entire agricultural production system at scale brings
significant challenges. Cynthia Ong, Board Chair and Chief Executive Facilitator of Forever Sabah —technical advisor
to the JCSC—shared that their initiative is “challenged by uneven readiness, constrained capacities, inconsistent
institutional commitments, and systematic fragmentation, and by skepticism and hopelessness.” Her comments speak
to the multifaceted struggles of bringing the stakeholders from across sectors of landscape together to move complex
solutions forward. Each stakeholder has capacity, resource and organizational limits that can impact the ability to

arrive at shared solutions. Her candid reflections show the immense task and struggles of being at the center of the
coordination across stakeholders.
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Palm Oil Initiatives

Sustainable Landscape Partnership (SLP) for Indonesia

Initiated in 2011 by Conservation International with support from USAID and the Walton Family Foundation, the SLP
is a collaboration with the Ministry of Forestry, local governments, private sector palm oil companies, producers
and communities to protect the natural capital of North Sumatra by promoting sustainable production practices,
good governance and facilitating sustainable finance to ensure long-term benefits to people. 3383940 S| P
collaborates with provincial and district governments to align field activities and interventions with existing policy
and regulatory frameworks for lasting impact. SLP focuses on four regions in North Sumatra to implement replicable
business models that foster green development, particularly through economic alternatives to deforestation. Key
accomplishments of the initiative have included developing strategic environmental assessments (SEA) to inform
North Sumatra’s 2017 green spatial plan for implementing low emission development that supports management of
forests and peatland; supporting community livelihoods through training 5,500 local farmers with a 30% increase

in yields and improved access to markets; creating Sustainable Investment Action Plans (SIAP) for three districts

as well as the province to support investment in sustainable commodities; and working with partners to implement
sustainable forest management plans.#-42 4344 The initiative is now working towards leveraging the framework of
the Sustainable Palm Oil National Action Plan (NAP), supported by the cross-sector Indonesia Palm Oil Platform
(FOKSBI), to support local and national laws for sustainable development, reducing deforestation, implementing
ISPO, protecting peatland, and maximizing sustainable production outcomes of North Sumatra palm oil producers,
plantations, refineries and mills.

Shared Insights from Implementers

SLP differs from other JAs in that it is not tied to a provincial government driven goal for ending deforestation,
rather it is working to enforce already established regulations which support forest and peatland protection,

as well as sustainable production, and work alongside government to strengthen land use plans and forest
governance. For example, developing the SEA with the government of North Sumatra resulted in identification of
over 1.2 million hectares of forested areas which should be conserved to reduce risks of floods and landslides.
Conservation International is leveraging North Sumatra’s existing spatial plan for low carbon development, the
NAP which is endorsed by national government, and additional long-standing national and provincial regulations
aimed at conservation gains that have not been implemented in a way that optimizes sustainable production and
conservation outcomes. Cl has played a central role in translating national and provincial level decrees into local
action and understanding within the local North Sumatra context. Building on the lessons and successes of the SLP,
the project team is now exploring a more collective, multi-stakeholder approach to enhance impact and scalability.

Soy Initiatives

The Mato Grosso Jurisdictional Initiative was created in 2015 when the government of Mato Grosso, Brazil, adopted
a JA for agricultural intensification and forest restoration to remove deforestation from cattle, soy and other commodity
supply chains through its Produce, Conserve, Include (PCl) strategy.*® The PCl strategy is a set of 21 defined targets
working towards a sustainable low carbon economy with environmental conservation and smallholder inclusion,
contributing to climate change mitigation and adaptation. Locally, the government of Mato Grosso formed a PCl
steering committee made up of 43 producer associations, government ministries and private sector representatives

to guide the governance and implementation of the strategy. Through the PCl strategy, the Mato Grosso initiative

is working to double livestock and grain productivity while also significantly increasing forest area and sustainable
management; reduce Amazon deforestation by 90 percent and Cerrado degradation by 95 percent; and increase
smallholder market access to 70 percent by 2030.#-%¢ A number of programs and activities led by NGO partners

are contributing to the goals of the PCI, including ones supported by Earth Innovation Institute (Ell), Environmental
Defense Fund (EDF) Instituto de Pesquisa Ambiental da Amazonia (IPAM), Instituto Centro de Vida (ICV), The Nature
Conservancy (TNC), IDH and the private sector, such as Cargill, Marfrig, Carrefour and Amaggi.*® %552 Programs
contributing to PCI goals include Programa Mato-Grossense de Municipios Sustentaveis (PMS), the Green Growth
Initiative, the Territorial Performance System (TPS), Responsible Soy Program, and the Novo Campo Program, Carrefour
Sustainable Farming Platform.®® Mato Grosso has made strides in reducing deforestation, achieving greater than 70
percent reduction in deforestation in 2016, compared to baseline levels the decade prior.>* Ell has also developed a
customized monitoring platform for the PCl accessible at www.pcimonitor.oShared
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Soy Initiatives

Shared Insights from Implementers

As a significant commodity exporting state of Brazil, Mato Grosso increasingly saw a rise in customer sustainability
commitments and requirements, like monitoring for deforestation and other sustainability criteria. The government
viewed this as an opportunity to lead as an early mover in meeting these requirements by transitioning to more
sustainable production methods, attract a new international market of sustainable commodity buyers and to
provide risk mitigation assurance. The government’s championing of the approach and initiative have attracted
attention and support from a global audience and is helping with engaging larger private sector support. However,
strong government engagement also brings risks that progress could slow when there is political turnover if new
leadership is not as supportive.

The Para Jurisdictional initiative was developed by the state government of Pard in Brazil in 2011 building on

the voluntary state legislation and plans towards a goal of reaching zero net deforestation and strengthening
sustainable production.®® ¢ The initiative is a joint effort by state and local government agencies, civil society,

and the private sector to control deforestation, implement environmental management, conduct comprehensive
land title organization, and increase sustainable agriculture—particularly beef and soy.®” NGO partners—including
Imazon, which provided deforestation monitoring and technical assistance, and The Nature Conservancy (TNC),
which assisted farmers with land registration and conducting territorial planning—have been very influential in
implementing the initiative previously in districts such as Paragominas.®®%° The work in Paragominas, which began in
2004, effectively saw a 90 percent reduction in deforestation by 2010.6%6'

Shared Insights from Implementers

The success of this early pilot in Paragominas inspired the development of the statewide Green Municipalities
Programme (PMV). Sourcing commitments to eliminate illegal deforestation and meet environmental criteria by key
private sector actors, such as Carrefour and Marfrig, have catalyzed efforts on the ground.®>% By 2012, because
of these implementation successes, as well as support by government agencies, the Para state PMV was able to
achieve its goal of increasing farmer and rancher participation in the Rural Environmental Registry (CAR) by 50
percent.®* By 2017, over 80 percent of the state municipalities had joined the program. The state also launched a
broader economic plan in 2016, the Para 2030, which couples economic development with sustainable production,
in sectors such as cattle, soy, palm and cacao.%%¢” If successful, the Para initiative promises to significantly increase
cattle and soy production while simultaneously protecting forests, reducing the state’s greenhouse gas emissions,
and creating nearly 20,000 new agricultural jobs. 8 °
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Corporate commitments that can support JAs

Widely adopted corporate commitments on halting agriculture-driven deforestation are helping to drive this
movement towards improved agricultural production. Studies suggest over 60 percent of global palm oil

trade is covered by no deforestation commitments. The table below shows a sample of the most prominent
initiatives driving voluntary corporate commitments in the industries of focus — the New York Declaration on
Forests (NYDF), the Tropical Forest Alliance (TFA) 2020/Consumer Goods Forum and the No Deforestation,
No Peat, No Exploitation (NDPE).

Commitment | Overview | Deforestation |Social Timeline Signatories/
Objectives Objectives Partners
New York Series of 10 «Goal 1: At least « Goal 4: Support 2014- 2020/ Over 190
Declaration on goals to protect | halve the rate of alternatives to 2030 endorsers:
Forests (NYDF) forests and loss of natural deforestation driven -including
end forest loss, forests globally by by basic needs over 50
endorsed by 2020 and strive to (such as subsistence governments,
countries, local end natural forest farming and reliance -over 50
governments, loss by 2030 on fuel wood for multi-national
companies, «Goal 2: Support energy) in ways that companies,
indigenous and help meet alleviate poverty and -over 50 civil
groups and the private-sector promote sustainable society and
NGOs. goal of eliminating and equitable indigenous
deforestation from development organizations
the production « Goal 10: Strengthen
of agricultural forest governance,
commodities such transparency, and
as palm oil, soy, the rule of law, while
paper and beef also empowering
products by no communities and
later than 2020, recognizing the
recognizing that rights of indigenous
many companies peoples, especially
have even more those pertaining
ambitious targets to their lands and
resources
Tropical Forest Founded to « No Deforestation: « Address land 2012 -2020 +400 CGF
Alliance (TFA) mobilize public Zero net conflicts, tenure members
2020/ Consumer | and private deforestation by security and land <122 TFA 2020
Goods Forum support for CGF | 2020 for palm ail, rights partners,
(CGF) commitments soy, beef, paper - Sustainably including 56
to zero net and pulp supply increasing private sector,
deforestation chains smallholder yields 15 governments,
by 2020 for 49 civil society
palm oil, soy, and 2 multilateral

beef and paper

and pulp supply
chains.

agencies’? 7374
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Commitment

No
Deforestation,
Peat, Exploitation
(NDPE)

Overview

Palm oil
sourcing
policies

that require
suppliers to
refrain from
clearing forests
and peatlands
for oil palm
plantations

as well as
exploitation of
workers and
communities.

Deforestation

Objectives

«No Deforestation:
including HCS,
HCV, burning,
progressively
reduce GHG
emissions on
existing plantations

«No development
on peat: regardless
of depth, best
management
practices for
existing plantations
on peat, where
feasible, explore
options for peat
restoration

Social
Objectives

No Exploitation of
People and Local
Communities:
Universal Declaration
on Human Rights,
respect and
recognize the

rights of all workers
including contract,
temporary and
migrant workers,
inclusion of
smallholders, respect
land tenure rights,
respect the rights

of indigenous and
local communities

to give or withhold
their Free, Prior, and
Informed Consent to
operations on lands
to which they hold
legal, communal or
customary rights,
resolve all complaints
and conflicts through
an open, transparent
and consultative
process

Timeline

20137

Signatories/
Partners

Research found
that NDPE Policies
cover 74 percent
of Southeast
Asia’s Refining
Capacity’®
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Comparing corporate commitments to JA targets

We overlaid the main objectives of these corporate targets with the objectives of the subset of JAs we
examined, shown in the table below.

Initiative | No HCS/HCV Peat Social Restoration | Certification
Deforestation | Target Target Target Target Target
on Target
Central 2020 target RSPO Criteria RSPO criteria | Reach 20% Restoration Goal of 100 Member
Kalimantan | to reduce + Mapping + conserving | of total palm | is included in percent RSPO of the
deforestation to “go and no-go peatlands oil production | spatial planto | certification; Governors’
20 percent of zones” based in areas from protect and support ISPO Climate and
2006-2009 base | on HCS/HCV designated smallholders, | restore forests | certification Forests Task
levels & zero assessments as non-forest | with and other Force (GCF)
deforestation increased critical areas & signed the
from palm oil productivity Rio Branco
and reduced Declaration
poverty
RSPO Criteria
South 2030 green RSPO Ciriteria RSPO Ciriteria | Social Looking into Goal of 100 Member of
Sumatra growth strategy + forest + peat resilience forest and percent RSPO the Global
for avoiding management moratorium peatland certification Bonn
conversion of plan for and peatland | Livelihood restoration as Challenge
natural forest from | protecting HCV/ | management | improvement | mechanism to restore
almost 150,000 HCS areas for HCV 150 million
hectares RSPO criteria | compensation hectares of
deforested
and
degraded
land by
2020 and
350 million
hectares by
2030
SLP By 2020, rate of By 2020 Protection Improved By 2020, Support ISPO
Indonesia loss of all natural management and smallholder ecosystem implementation
habitats and of 200,000 management | production resilience and RSPO
forests, is at least | hectares of of peatland and and the certification
halved and where | conservation required livelihoods contribution of
feasible brought area, ecosystem | under biodiversity to
close to zero, and | resilience and national carbon stocks
degradation and | the contribution | decree no. has been
fragmentation of biodiversity | 57- 2016 and enhanced
is significantly to carbon onservation through
reduced. Goal stocks has International conservation
of emission been enhanced | target of and restoration,
reductions through avoided including
resulting conservation deforestation restoration of at
from 60,000

from avoided
deforestation of
60,000 hectares
of peat forest in
four years’ time

and restoration

hectares of
peat forest

least 15 percent
of degraded
ecosystems
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Initiative [ No HCS/HCV Peat Social Restoration | Certification
Deforestation | Target Target Target Target Target
on Target
Sabah Goal of zero RSPO Criteria + | RSPO criteria | Support Plan to restore | 100 percent Goal of 30
deforestation Mapping HCS/ smallholder 500,000 RSPO and percent land
supply chains HCV alternative hectares of support MSPO as protected
livelihoods degraded land | initiative still area by
determining 2025
RSPO criteria how to go
about RSPO vs
MSPO
Mata Remove No No By 2030, By 2030, No commitment | Founding
Grosso deforestation commitment commitment | increase land | double member of
from soy and regularization | livestock Governors’
cattle supply and market and grain Climate and
chains. 2030 access of productivity Forests Task
Goal includes smallholders | while Force (GCF)
reducing Amazon to 70%, increasing
deforestation increase forest area and
by 90 percent share of management.
and Cerrado smallholder Restore 1
degradation by products by million ha of
95 percent 30%, and degraded APP
provide
technical
assistance
and rural
extension
to 100% of
families
Para Goal of zero net No No Support Plant 100 No commitment | Founding
deforestation commitment commitment | alternative million new member
livelihoods trees of the
and social Governors’
development Climate
and Forests
Task Force
(GCF) and
signatory
to the Rio
Branco
Declaration

From this analysis, it is clear there are gaps and misalignments in the JA initiative objectives and existing
corporate commitments. Timelines for leading jurisdictional initiatives extend beyond 2020 and in

some instances their no deforestation commitments are not as explicitly defined compared to corporate
commitments. By contrast, corporate commitments are currently aimed at 2020 and many are explicitly
focused on NDPE using HCV and HCS methodologies. Furthermore, corporate commitments related to
social issues give emphasis to human rights including indigenous peoples’ rights, land rights, Free Prior
and Informed Consent (FPIC) whereas jurisdictional initiative social objectives focus heavily on smallholder
productivity, livelihoods and inclusion.
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5. COMMERCIAL VIABILITY ANALYSIS OF THE
GLOBAL PALM OIL MARKET IN RELATION TO
JURISDICTIONAL APPROACHES

A critical factor in assessing and understanding the
timing and potential impact of JAs is commercial
viability. We examined the commodity production
potential of leading jurisdictional initiatives based on
volume and area of crop production. Jurisdiction-
specific data was then compared with global
commodity sector data to help understand the
overall percentage of commodity supply from a
particular jurisdiction and the degree to which
current and emerging JA initiatives can potentially
contribute to the sustainability transformation

of an entire commodity sector such as palm oil.
This analysis focused primarily on palm oil due

to the relatively higher number of distinct JAs in
development in palm oil producing jurisdictions.

Palm oil plays a critical role in supplying global
demand for vegetable oils. In terms of production,

it is produced in 28 countries in Asia, Latin America
and Africa. During the last 20 years, it has expanded
rapidly and is now dominant in the edible oils sector.
Two countries dominate the palm oil industry;
Indonesia produces 55 percent of global palm oil
production and Malaysia produces 29 percent.
Malaysia was the major global producer of palm

oil until 2006, when it was surpassed due to rapid
expansion in Indonesia. It should be noted that
Thailand and various countries in Latin America and
Africa have also been expanding their production
during the last decade.

Global Palm Oil Production 2018

® Indonesia

= Malaysia

® Thailand

m Colombia

m Nigeria

m Guatemala
® Ecuador

® Honduras

= Papua New Guinea
® Ghana

m Cote d'lvoire
® Brazil

® Cameroon

Figure 1. Global Palm Oil Production in 2018, with Production, Supply and Distribution data from the USDA Foreign Agricultural

Service
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Palm oil represents 35 percent of all vegetable oils produced globally, recently surpassing soybean oil in

market share, and represents 62 percent of all vegetable oil exports. It has become a major force in traded
oils and is raising significant environmental and social concerns, especially in European and U.S. markets.

Figures 2 and 3. Global Vegetable Oil Production (2) and Exports (3), with Production, Supply and Distribution data from the USDA
Foreign Agricultural Service

Palm oil is versatile and is used in a variety of markets. Figure 4 below gives a listing of all markets that

import at least 500,000 metric tons of palm oil per year.

Global Vegetable Oil Production Global Vegetable Oil Exports
Vegetable Oils 2018 % Vegetable Oils 2018 %
Palm Qil 69.77 35% Palm Qil 50.12 62%
Soybean Oil 56.16 28% Soybean Qil 10.89 13%
Rapeseed Oil 28.76 15% Sunflower Oil 9.23 11%
Sunflower Oil 17.79 9% Rapeseed Oil 4.61 6%
Palk Kernel Oil 8.12 4% Palk Kernel Oil 3.18 4%
Peanut Oil 5.97 3% Coconut Oil 1.70 2%
Cottonseed Oil 5.06 3% Olive Qil 0.96 1%
Coconut Oil 3.44 2% Peanut Oil 0.26 0%
Olive Oil 271 1% Cottonseed Oil 0.09 0%
Total 197.78 Total 81.04

Countries that Import 500,000 M tons or More

Country 2010 2011 2012 2013 2014 2015 2016 2017
India 5,584 7,201 8,364 7,820 9,139 8,860 9,341 10,600
European Union 4,944 5,707 6,812 6,969 6,935 6,636 7,251 6,500
China 5,711 5,841 6,589 5,573 5,696 4,689 4,881 4,800
Pakistan 2,062 2,217 2,245 2,725 2,826 2,720 3,075 3,100
Bangladesh 996 984 1,030 1,232 1,280 1511 1314 1,600
United States 980 1,032 1,293 1,220 1,143 1,307 1,367 1,445
Egypt 1,277 1,204 969 1,075 1,489 1,038 1,323 1,300
Philippines 547 324 234 681 792 941 1,150 1,100
Russia 655 545 806 646 854 933 848 850
Burma 390 470 583 581 789 788 780 800
Vietnam 565 570 574 697 715 727 800 790
Kenya 498 532 590 575 633 695 767 750
Malaysia 1,593 1,852 957 358 991 816 598 750
Japan 570 580 595 598 618 622 700 720
Turkey 424 445 576 565 608 634 612 650
Benin 305 309 506 660 541 514 630 630
Tanzania 314 318 333 471 488 507 580 560
Korea, South 284 308 347 403 445 480 527 530
Mexico 373 440 462 446 480 475 495 510
Saudi Arabia 72 263 290 353 415 416 500 500

Figure 4. Global import volumes of palm oil with Production, Supply and Distribution data from the USDA Foreign Agricultural Service
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The end use of palm oil varies depending on

the market. In the U.S., it is used primarily as an
ingredient in processed foods or for personal care
products. In the EU, the uses are similar, but also
about 40 percent of palm oil is used for biodiesel.
In Latin America and Asia, it is primarily used as
cooking oil, in addition to being used in processed
foods and personal care products. These usage
patterns have significant impact on market demand.

In 2010, China was the world’s largest importer of
palm oil. This situation has changed for a number of
reasons:

- China is the world’s largest importer of soybeans
to produce feed for its livestock sector,
which is undergoing an expansion as well as
intensification. As a result, it produces a lot of
soybean oil, which is displacing palm oil.”78

- India has seen an increase in per capita
consumption of edible oils and, given its
growing population, imports have dramatically
increased.”®

Another factor impacting trade flows has been
change in export taxes. Malaysia and Indonesia
routinely change their export duties for several
reasons — low palm oil prices, increasing stocks,
or in response to each other’s tax moves. Another
reason is the desire by Malaysia and Indonesia

to increase the value of exports by exporting

palm oil that has been refined, bleached and
deodorized (RBD) rather than crude palm oil (CPO).
Countries such as India and Europe have refining
capacity and prefer to import CPO, however, the
U.S., China, and developing countries prefer to
purchase RBD refined oil or fractions. To stimulate
export of RBD over CPO and spur development

of domestic refining capacity, both Indonesia and
Malaysia imposed export taxes on CPO and, in 2011,
Indonesia slashed export taxes on RBD. At the time
of writing this report, the export tax on CPO from
Malaysia has been suspended, and Indonesia has
a duty of $50/Mt CPO. Figure 5 shows some of the
impacts of Indonesia’s export taxes resulting in a
dramatic loss in market share in India, the world’s
biggest palm oil market.

INDIA: CRUDE PALM OIL IMPORTS (thousands M tons)
%

Year| Indonesia Malaysia Total | Indonesia
2006 1,941 359 2,299 84%
2007 2,690 256 2,946 91%
2008 3,797 462 4,259 89%
2009 4,179 663 4,842 86%
2010 4,131 614 4,744 87%
2011 1,019 3,949 4,967 21%
2012 3,786 2,077 5,864 65%
2013 3,593 1,688 5,281 68%
2014 3,379 2,594 5,973 57%
2015 3,924 3,331 7,255 54%
2016 2,966 2,317 5,284 56%

Figures 5. India’s palm oil imports, based on data from Resource
Trade.Earth

In a surprise move, in March 2018, the government
of India dramatically raised their import duties on
both CPO and RBD. CPO duties increased from 30
percent to 44 percent, and RBD duties increased
from 40 percent to 54 percent. This tax increase
was made protect the local production of oilseeds
(rapeseed and soybean), as well as the domestic
crushing industry. Given that India is the largest
importer of palm oil globally, we can expect this to
create further volatility and shifts in trade flows.

Another interesting trend in trade flows has been
the emergence of other exporters, namely Latin
America, into the European market. Given that
Indonesia and Malaysia produce 85 percent of
global palm oil, they will always be a major player,
but it is interesting to note the inroads that Latin
America producers are having in Europe. Figure 6
below shows the steady increase in market share
for Latin American palm oil in the Netherlands
market for CPO, reaching 28 percent of the
Netherlands imports in 2016. There are many
factors at play here, including lower freight costs as
well as reduced reputational risks vis-a-vis sourcing
from Southeast Asia. In this case, exports from
Thailand, Malaysia and Indonesia were displaced
from palm oil produced in Honduras, Guatemala
and Colombia.
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Netherlands: % CPO Imports by Source
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Figure 6. Netherlands’ percent palm oil imports by country, based on data from Resource Trade.Earth

The German crude palm oil market has followed

a similar pattern to the Netherlands, where Latin
American palm oil increased market share over five
or six years to 31 percent in 2016. Germany also
has a stronger reliance on palm oil produced in
Papua New Guinea, which is produced from a well-
regarded operation known for its social and

environmental performance. Like other European
markets, Germany also imports palm oil from the
Netherlands, which has long been a major trading
country in agricultural commodities. It is also
interesting to note that Malaysia has a relatively
small share of this market, and for the last few years,
Thailand has not participated.®?

Germany: % CPO Imports by Source
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Figure 7. Germany’s percent palm oil imports by country, based on data from Resource Trade.Earth

A comparison of production potential in existing JA
initiatives shows that success by Sabah alone (with
a capacity to produce 9.343M metric tons/ 2017)[i]
could meet all of U.S. and EU demand for certified
sustainable palm oil (V8.591M metric tons/2017)
[ii]— the only markets currently requesting ‘no
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deforestation’ palm oil. The total volume of palm

oil produced in the leading jurisdictions (North and
South Sumatra, Central Kalimantan and Sabah) is
more than twice the total demand from the U.S. and
Europe. There is a critical need to expand market
demand for sustainable palm oil.
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6. CONCLUSIONS AND RECOMMENDATIONS

Our findings from interviews and research combined with our experience with commodity supply chains in
both Indonesia and Brazil have led to the following conclusions and recommendations:

I Conclusion: Sustainability is emerging as a competitive differentiator for a small
number of commodity-producing jurisdictions.

Trade data indicates that dominant palm oil
producers Indonesia and Malaysia face increasing
competition to sell into the “preferred” markets of
the US and EU. Large American and European palm
oil users, who are often willing to enter into longer-
term contracts that are preferable to spot markets
or more transactional business dealings, represent
the primary markets asking for sustainable palm

oil and soy products. It is clear from our interviews
that a small number of sub-national governments
are positioning to differentiate products from their
jurisdictions based on sustainability performance.
This is an extremely encouraging development for
both the soy and palm oil sectors.

Recommendations:

- Engage and invest. Companies, donors and
NGOs should support governments in those
jurisdictions that have demonstrated commitment
through an inclusive process and clear actions to
reduce deforestation and improve sustainability
of commodity production. As noted elsewhere,
sustainability at the jurisdictional level is a
difficult and long-term process. Implementing
jurisdictional sustainability plans or “road maps”
will be expensive, and government leaders
willing to take on the challenge will need to
see that their courage and commitments are
being recognized and rewarded during the
journey and not only at the end point. This is
especially important if we hope and expect other
jurisdictions to follow the leaders.

Explore and apply innovative and
complementary investments to support
jurisdictional transitions. In addition to the
investments required to reduce deforestation
and implement sustainable production systems,
sustainable management of forests and

natural capital is fundamental to sustainability
of a jurisdiction. Companies that have already

made commitments to forest conservation,
community development or similar sustainability
goals through either corporate or philanthropic
channels should consider directing these
investments or philanthropic programs to support
priority JAs.

Participate. Multi-stakeholder platforms are

a key part of the JA, and these initiatives

need strong and consistent participation in

and support for these dialogue platforms. For
example, downstream companies could clarify
market requests for sustainability if they meet
directly or through multi-stakeholder platforms
with their suppliers’ suppliers. Participation
must go beyond simply attending discussions
in capital cities; it means committing to the
transformative potential of a JA by rewarding
progress with purchases (below); better
understanding and taking responsibility for
company supply chains and their local effects;
using influence and advocacy to bring together
various parts of government with stakeholders
to address issues at jurisdictional scale, and
getting involved with the upstream production of
products fundamental to a company’s portfolio.

Reward progress with strong commitments
and purchases. The salient goal of a JAis to
bring market drivers to reward and promote
good governance. Where governments

have made strong commitments to reducing
deforestation and driving sustainability with clear,
timebound plans and are adhering to those
plans, directing purchases and other business
to these jurisdictions will create important and
positive incentives. On the flip side, companies
that are losing business because governments
in their production areas are not seriously
addressing sustainability may be more inclined
to lobby for sustainability improvement (above).
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Conclusion: The current balance of risk vs. reward for governments in a wider
range of commodity- producing jurisdictions does not tip in favor of “halting

deforestation.”

As noted below in results from the government
interviews, the challenges to governments in
reducing deforestation are significant, immediate
and can be politically costly. By contrast,

market benefits to governments that commit to
sustainability can be uncertain and long-term. To
encourage faster progress in leading jurisdictions
and additional participation by those governments
that are not yet significantly engaged, we must

do more to rebalance the perceived cost-benefit
calculation for government officials. This can be
done by increasing incentives with both carrots and
sticks for addressing deforestation and by lowering
the perceived “costs” and barriers to addressing
key challenges to sustainable development.

Recommendations:

« Clarify the “local value proposition” from
reducing deforestation. NGOs, companies
and other practitioners should place greater
emphasis on investing in and demonstrating
the significant benefits to local economies
and populations that can be derived from
conservation and sustainable commodity
production. For example, floods and landslides
are common in many parts of Indonesia and
can be greatly exacerbated by deforestation.
Similarly, drought and shifts in rainfall patterns
that can be affected by large-scale clearing of
natural vegetation are major concerns of soy
farmers.

- Bring additional demand signals for reduced
deforestation and sustainable commodity
production to government by recruiting
additional companies and additional
sectors into JA initiatives. Sustainability at
the broader jurisdiction scale is relevant to
all economic sectors (e.g. broader agriculture
such as cocoa, coffee or staple crops; timber;
mining, energy, tourism and hospitality) and
companies operating in or sourcing from those
jurisdictions. NGOs and companies should
recruit stakeholders from relevant sectors
beyond palm and soy to show to governments

the widest possible constituency for reducing
deforestation and to increase potential
supporters and investors willing to back
government sustainability commitments.

Capture gains available through improved
implementation and enforcement of existing
laws, regulations and government programs.
In both Indonesia and Brazil, there are existing
legal requirements that, if fully implemented
and enforced, would translate into important
benefits for reducing deforestation and
conserving forests in production landscapes.
Building on current policies, programs and
regulations helps avoid the perception that
sustainability is somehow additional or beyond
what governments should already be doing and
helps build common ground with government
stakeholders. For example, the government of
North Sumatra province conducted the legally
mandated Strategic Environmental Assessment
with support from Cl and concluded that an
additional 1.28 million hectares of remaining
forest — 17% of the entire province — should be
designated as protected forest to reduce the
risk to development from floods and landslides.
Full legal compliance will not address all
concerns associated with market demands for
NDPE, but it is an important and meaningful
step that cannot be overlooked.

Build local government understanding of
laws and regulations and build capacity for
improved enforcement. Provincial and local
governments are essential to enforcement and
implementation of any sustainability agenda.
Investors, donors and governments need

to invest in capacity building, strengthening
institutions and technical training. Producing
countries that are investing in international
sustainability communications efforts should
also invest in “domestic roadshows” or
similar initiatives to drive greater capacity and
alignment among government officials.
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Conclusion: To harness the potential of the JA to reduce deforestation at scale,
we need to make sustainability more relevant and meaningful to all producing
jurisdictions, not just the sustainability pioneers.

Leading jurisdictions are pursuing a competitive
edge in preferred markets based on sustainability
performance. If the number of markets demanding
more sustainable production does not grow, the
potential for the JA to scale as it is currently framed
is unclear. In theory, the Malaysian state of Sabah
could satisfy the entire demand of the U.S. and

EU markets, yet sustainable palm oil production in
Sabah alone will not solve the broader challenge

of transforming the palm oil sector to sustainability.
Downstream U.S. and European companies looking
for quick fixes to deforestation in their supply chains
need to remember that they too need solutions to
scale. “Cleaning up” individual supply chains by
shifting to “safe” or low-risk production areas will not
solve the widespread challenges of deforestation,
which are central to the global challenge of climate
change, nor will it solve the broader reputational
challenges facing the soy and palm oil sectors.

Recommendations:

- Expand the markets asking for sustainable
commodities. Efforts are underway to build
demand in key markets outside of the U.S. and
EU in the Asian markets that are significant
consumers of palm oil and soy. In the long term,
these efforts are essential, and practitioners
should explore creative options in markets
where high-level NDPE commitments might not

be soon forthcoming, but where, for example,
demands for evidence of legality may be more
immediately feasible. Indonesia, for example,
is both the largest producer and the largest
consumer of palm oil globally, and legal
compliance should be a minimum requirement.

« Recruit peers, partners and industry
associations in markets outside of the
U.S. and EU. Downstream companies can
play a critical role in building the demand
for sustainable soy and palm oil outside the
U.S. and EU. By sharing the lessons gained
through experience, European and American
companies, industry associations and related
initiatives can help companies in other markets
to better understand the issues, as well as
the actions they can take toward sustainable
production and sourcing of palm oil or soy.

« Leverage existing supply chain commitments.
Downstream companies using palm oil and
soy products can expand the impact of their
sustainability commitments by requiring
suppliers to apply sustainability commitments
across their entire supply base and not simply
what is shipped to them. This requirement
is only clearly specified in a handful of
downstream supply specifications and should
be widespread.

Conclusion: The JA represents an important and promising systemic approach to
address the complex challenges behind agriculture-driven deforestation and social

conflict. It is not a quick fix.

The challenges behind deforestation are complex
and multifaceted. Absent significant investment in
jurisdictions to build their capacity and significantly
accelerate and scale efforts from local projects to
jurisdiction-wide initiatives, even the leading JAs are
unlikely to have eliminated deforestation by 2020.
That does not mean these efforts are not valuable
and worthy of support and investment.

Recommendations:

« Continue to send clear demand signals for
sustainability. Companies in the value chain
should continue to work on supply chain
improvements in transparency, visibility and
certification/verification of supplier performance.
In the short term, JAs are unlikely to replace
the need for ongoing supply chain assurance
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efforts. These efforts help build the visibility and
relationships needed to address fundamental
challenges, they can generate important
lessons, and they represent an important
market signal for sustainability. Directing these
supply chain efforts to jurisdictions pursuing
the JA may also help contribute to those larger
initiatives.

« Innovate. Business as usual will not solve the
complex and systemic challenges associated
with deforestation, conflict and exploitation in
supply chains. Companies should move beyond
a compliance mindset and invest in supporting
JAs and driving innovation aimed at solving the
fundamental challenges behind these issues.
Investments are required across the supply
chain. Upstream producers and traders should
participate in, encourage development of, and

invest cash and in-kind resources in JAs in

their priority production or sourcing regions.
Downstream companies may view investments
in JAs as added cost or may view them as
beyond their direct responsibility based on
where they sit in the value chain. Yet, the supply
chain is currently absorbing costs in the form

of chain traceability, verification, certification
and related programs. These investments are
moving toward assurance of commitments
made, but alone are insufficient to achieve the
goals of NDPE commodity production. We can
debate on where the line is between public and
private sector interest and where costs should
be borne up and down the supply chain, but
this debate will not solve fundamental problems
without leading companies driving innovations
needed to unlock solutions.

I Conclusion: A “stepwise path” with incentives provided proactively and along the
way will be essential if we are to transform entire jurisdictions.

Some form of progressive or continuous
improvement approach will be required given

the breadth and scope of the challenge and the
enormous variability in capacity and capability
across producers in a jurisdiction. For example, it is
unrealistic to think that all producers could achieve
one fixed standard at one time, so jurisdictional
implementation plans will need to account for this
variability and provide appropriate flexibility and
incentives, both carrots and sticks, to drive continued
improvement and adherence to jurisdictional
sustainability plans.

Recommendations:

« Build flexibility and accountability into
government-owned and -driven jurisdictional
sustainability road maps. Development
and implementation of these road maps
is a critical part of the JA process. In many
cases, the beginning of the process may
uncover additional and unknown problems
or conflicts. Governments and JA participants
should be supported and encouraged to build
the appropriate institutions, processes and
mechanisms for adaptive management to deal
with these issues and challenges as they arise.

« Recognize that legality is important, and in

some jurisdictions, it can represent significant
advances toward longer-term goals of
eliminating deforestation, development on
peat, or exploitation. As noted elsewhere, legal
compliance can be a critically important first
step in a JA even though it is not the last. Where
needed, we should capture the advances to

be gained through legal compliance and move
forward.

NGOs must not let the perfect be the

enemy of the good. By emphasizing the role

of government, the JA has the potential to
address a significant gap in previous supply
chain dominated efforts to reduce deforestation
and social conflict associated with commodity
production. The JA is not a panacea, and these
efforts will still represent a long journey. Where
governments are making legitimate efforts and
progress, it should be acknowledged even if

the final goals are not yet achieved. Let’s not
destroy the laboratory before the experiment is
completed. We need innovation, experimentation,
good monitoring, adaptive management and
documentation of lessons learned along the way.
There will be failures— let’s learn from them.
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- Companies, especially downstream, must
not claim premature victory or overinflate
successes. As noted, the JA represents a
journey, not an immediate fix or one-stop-shop
solution. Companies should participate in

and support JAs, but such participation does
not replace the need for companies to work
actively and constructively with their suppliers
to drive their own corporate sustainability action
plans. Supply chain initiatives and JAs should
not be seen as replacements for one another,
but complementary approaches necessary to
achieve the end goal of a commodity supply
chain of which any company, government or
stakeholder can be proud. Claiming premature
victory will only serve to spark criticism that
does not serve to advance real solutions.

« Leverage projects and “stepwise” or

continuous improvement approaches to drive
scale. Companies, NGOs, governments and
donors should build pathways to better align
and scale landscape or supply chain projects
into broader JAs. For example, clearly framing
landscape level projects around key legal
requirements or government programs as an
interim milestone in leading JAs may provide
powerful models and pathways for other nearby
jurisdictions to follow, while allowing those
leading JAs continue to pursue sustainability
roadmaps that address key issues beyond
legality.
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