
ince its formation in 1963, which 
brought together the newly 
independent states of Malaya, 
Singapore, as well as Sabah 

and Sarawak on the island of Borneo, 
Malaysia has worked hard at restructuring 
its economy from an agro-based to an 
industrialized economy.

Under British rule, large-scale tin and 
rubber production had been developed 
but by the 1960s, unemployment was high 
and the Malaysian government set about 
developing labor-intensive industries, 
since manufacturing then accounted for 
only 8% of GDP.  The structural change 
the countryôs economy has undergone is 
reþected in the fact that the manufacturing 
sector today constitutes around 31% 
of GDP and unemployment is at 3.9%.  
Whereas Malaysia relied heavily on 
commodities for export in the past, 
today approximately 80% of exports are 
manufactured products.

After a dip in 2005, when GDP growth 
slowed and inþation rates reached their 
second highest level in almost seven years, 
forecasts for 2006 are optimistic and 
Malaysia remains an excellent place to do 
business for a number of reasons.  There 
are abundant natural resources, including 
oil and natural gas -the feedstocks for a 
well developed petrochemical industry. In 
addition, Malaysiaôs landscape is dotted 
with oil palm plantations, making it the 
worldôs largest producer and exporter of 
palm oil.  Production of crude palm oil 
(CPO) was at around the 15 million tonne 
mark for 2005, accounting for 48% of 
production worldwide. The abundance 
of palm oil in Malaysia has attracted the 
major players in the oleochemicals market, 
who are present among Malaysiaôs 48 
oleochemical reýneries, most of which 
are concentrated in the southern state of 
Johor. 

The country has a global share in excess 
of 20% of the oleochemicals market, as 
well as being the leading exporter of basic 
oleochemicals, such as fatty acids, glycerin 
and soap noodles, in the world.



Yet resources alone are not enough to attract 
such a high level of foreign investment. A 
stable political climate, fronted by Prime 
Minister Abdullah Ahmad Badawi, is 
complemented by a legal system familiar 
at least to other Commonwealth states.  
MIDA (Malaysian Industrial Development 
Authority) enforces no caps on the level of 
foreign equity injected into manufacturing 
based projects.  The workforce is, on the 
whole, well-educated and easily trainable 
and labor costs are yet to rocket as they did 
in Singapore, which became an independent 
republic back in 1965.

Malaysiaôs ethnic diversity (indigenous 
Malays make up 58% of the population, 
24% is Chinese and 8% Indian) presents 
a somewhat unique advantage.  Not only 
does such a society encourage a tolerant 
attitude towards foreigners, it also makes 
communication in English more or less a 
necessity.  The language is used as a lingua 
franca between the various ethic groups 
when the ofýcial national language Bahasa 
Malaysia is not spoken.  In addition, having 

sizeable Chinese and Indian communities 
will open doors for doing business in the 
economic powerhouses of the future, 
China and India, while a common religion 
links Malays to the Muslim world. 

Foreign investors have been able 
to take advantage of Malaysiaôs good 
infrastructure and strategic location in 
Asia with several important sea ports.  The 
Straits of Malacca, linking the Indian and 
Paciýc Oceans, ranks among the busiest 
shipping lanes in the world, as well as 
providing the shortest route between 
China, India and Indonesia ï three of the 
worldôs most populous countries.  The size 
of the Malaysian market is not one of the 
countryôs key draws and investors have to 

turn their attention towards export.
This is apparent with the Boston-based 

Cabot Corporationôs plant in Port Dickson, 
the only carbon black plant in Malaysia 
with an operating capacity of some 80,000 
tpy.  ñThis last year, we have expanded our 
plant here with the intention of becoming 
an export plant,ò says James Rice, 
Managing Director of Cabot Malaysia. 
ñTraditionally, 85% of our business has 
been here in Malaysia ï and if we make it 
here we can sell it. But we want to cut that 
share down to 50-60%. Obviously, weôll 
use global and regional group logistics 
to avoid competing with other Cabot 
businesses around the world.ò

In the short-term, he says, the main 
focus of companyôs expansion strategy 
is to support the establishment of Cabot 
businesses outside of Malaysia. ñCabot 
Malaysiaôs big initial export thrust will 
be into China. Cabot is currently building 
a second plant there. We are shipping 
material to this plant so that when it comes 
on-stream, it will start with a market 
already established. After that, weôll have 
markets in Thailand, Vietnam and Japan to 
serve.ò

It was in the early 1970s that foreign 
investment began to drive Malaysian 
industries, with the government keen 
to stamp out unemployment with the 
promotion of labor-intensive industries.  
Electronics and textiles were the two initial 
targets but by the 1980s the strategy had 
shifted towards developing the countryôs 
rubber, oil, gas and palm oil resources.  This 
represented a great opportunity for foreign 
investors but the beneýts have certainly 
been mutual.  The multinational presence 
has brought in managerial expertise, 
modern manufacturing technology and 
strong marketing networks.  In addition, 
it ultimately led to the initiative of which 
todayôs Malaysian chemical industry 
is most proud: the Responsible Care 
program.

Started by the Chemical Industries 
Council of Malaysia (CICM) in 1994 
with considerable impetus from chemical 
professionals with a multinational 
background, Responsible Care is taken 
very seriously in Malaysia today, especially 
with regard to the sustainability of crops.  
The initiative is designed to encourage 
companies to improve their health and safety 
standards and environmental policies, and 
is marked by an annual awards scheme.  
The list of signatories to the program is 
still dominated by multinationals, though 
it is hoped that many of the SMEs will 
come on board later in 2006.  Though not 
keen to fork out and make the necessary 
investments to comply with Responsible 
Care standards, smaller companies will 
have to make changes if they wish to do 
business with the larger players.  One means 
of encouraging further SME-participation 
has been the introduction of a mentor-
disciple program, where a large company 
will sponsor a smaller counterpart in an 
effort to improve industry standards.    

Whilst Malaysia undertook to promote 
labor-intensive industries after 
independence, the challenge it faces today 
is to compensate for the level of investment 
it is losing out on to China and India.  Other 
Asian countries with emerging economies 
are certainly also a threat. None of this 
detracts, however, from Malaysiaôs natural 
resources, of which other countries are 
feeling the squeeze.  If Malaysia is to enjoy 
previous rates of climb back up to its 7% 
GDP growth rate, it must export globally 
and add value to its resources in order to 
achieve higher margins.

One much-hyped method of adding value 
to palm oil is the production of biodiesel, 
a renewable fuel for use in diesel engines.  
Though very much still in the early stages 
of development, biodiesel has so much 
potential for export (in particular to the 
European Union) and proýt-margins that 
the Malaysian government has adopted a 
national biofuel policy aiming to secure a 
10% global market share for Malaysia in 
years to come. 

Another key driver is the gradual 
lowering of import duties on the Chinese 
market.  A WTO-member since 2001 China 
is already a big importer of Malaysian palm 
oil and this is set to rise with the advent 
of biodiesel. Meanwhile, Malaysiaôs 
petrochemicals exports to China went 
from $43 million in 1995 to $1.6 billion 
in 2004.  And today, of course, the coming 
into effect of the ASEAN Free Trade Area 
(AFTA) ýve years ahead of schedule in 
2003 effectively presents companies with 
a single market of 530 million people.  

Aside from biodiesel, the emphasis for 
the development of the chemical industry 
in Malaysia will be on adding value to its 
existing petrochemical and oleochemical 
products.



t is difýcult to avoid palm oil around 
the world.  An edible oil, it has been 
an essential source of nutrition for 
thousands of years.  In modern life, 

it is used in cooking oils and margarines, 
as an important raw material for various 
manufacturing industries, including 
pharmaceuticals, cosmetics and detergents.  
Now palm oil is well on the way to making 
another global impact, this time as a 
feedstock for the much-hyped biodiesel.

Over 10% of Malaysiaôs total land area 
consists of oil palm plantations.  The state 
of Sabah alone accounts for around 15% 
of global palm oil production.   Nationally, 
production of crude palm oil (CPO) reached 
15 million tonnes in 2005, up from 14 
million tonnes in 2004 and giving Malaysia 
a leading 48% share of global production.  
Its nearest competitor is Indonesia, where 
several Malaysian companies are currently 
seeking to expand their operations.

One group with such a strategy is Felda 
Holdings, the commercial arm of the state-
owned Federal Land and Development 
Authority (Felda).  The company manages 
over 400,000 hectares of palm plantation, 
and in 2005 postponed a proposed stock 
market listing because ñthe timing wasnôt 
right,ò according to Raja Datuk Sharifuddin 
Abidin, a Felda Holdings board member. 
ñWe wanted to modernize and improve our 
performance ýrst.ò 

The company openly admits that its 
smaller private sector competitors have 

gained ground over the past decade; 
ñglobal production standards are rising 
but also there is a realization that we have 
been standing still for some time. We used 
to grow by 20,000-30,000 hectares by 
getting new land from the government etc, 
but a time came in the 1990s when there 
was no more land for the government to 
give us. So now we are in the next phase. 
The key is to increase productivity and 
yield as other private operators have done. 
The standard yield is around 20-25 tonnes 
per hectare per year, but we think that 35-
38 tonnes is possible with better moisture 
management.ò

Malaysiaôs large cultivated area, for a 
crop that is statistically by some distance 
the most efýcient oil crop in the world 
and is unique in yielding two different oils 
from the same fruit (palm oil and palm 
kernel oil), naturally caught the interest of 
the key players in the global oleochemicals 
business seeking a good raw materials 
base, including Cognis, Akzo Nobel, 
Uniqema and Procter & Gamble.  With 
production reaching the 2 million tonnes 
mark in 2005, Malaysiaôs oleochemicals 
manufacturers account for roughly 25% of 
the worldôs natural fatty alcohol and fatty 
acids.

The multinational presence in Malaysiaôs 
oleochemicals business gained momentum 
in the 1980s.  Akzo Nobel came to Malaysia 
in 1987 and acquired 50% of the equity 
of an oleochemicals business then owned 
by Malaysian company Lam Soon, a 
plantations owner and producer of cooking 
oil.  In a recent move, Lam Soon again 
took complete control of its oleochemicals 
joint venture with Akzo Nobel and is said 
to be interested in acquiring Akzo Nobelôs 
other oleochemical facility in Emmerich, 
Germany.

Though it may seem a surprise for a 
European company to be divesting its 
interests in such an important sector, 
the move is certainly indicative of the 

emergence of plantation companies as a 
dominant force in oleochemicals.  Kuala 
Lumpur Kepong (KLK) and Golden Hope 
Plantations are prime examples of this.

Golden Hope entered into a joint 
venture with Henkel in 1984 to build 
an oleochemicals plant near Klang and 
recently bought a 50% stake in the 
global oleochemicals business of Cognis.  
Though many of Cognis Oleochemicalsô 
customers are traditionally multinational 
companies located in Europe and the US, 
the move reþects the growing demand on 
the oleochemicals market in Asia, which 
is, after all, where more than half the 
global capacity is to be found in light of the 
proximity to raw material sources, namely 
palm and coconut oils.

With many plantation companies 
jumping on the oleochemicals bandwagon, 
CEO Raymond Yap believes Cognis is 
fortunate to have a partner (Golden Hope) 
who can offer good synergies: ñThe 
integration makes a lot of sense for both 
parties but what is more critical for us is 
that we get a plantation company partner 
which has a long-term perspective of 
the business. They are willing to support 
strategic investments and prepared to take 
a longer-term view of the business versus 
a very short-term approach, which is not 
really healthy for this type of industry.ò

Here Yap refers to what he calls a 
ñcommodity-based approachò where 
plantation companies, in particular, 
initially concentrate on building capacities 
and then worry about the market later.  
ñThe chemical industry is very different,ò 
claims Yap.  ñThe cycles and the supply 
and demand balance are so important, the 
timing of investment is so crucial, knowing 
your market, knowing what drives growth 
in the industry, rather than just building 
capacity and putting it into some kind of 
a pool and hoping somehow the market 
will ýnd its pricing and the demand and 
supply will sort themselves out.  However, 
plantation companies are fast learning the 
idiosyncrasy of the chemical industry.ò

Indeed there have been concerns at over-
capacities in the palm oil and oleochemical 
industries. Palm oil stock reached an 
unprecedented level of 1.5 million tonnes 
last year, so while production increased, 
the average price of CPO fell in 2005 to 
RM 1,400 ($378) per tonne compared to 
RM 1,610 ($435) the previous year.  The 
export value of processed palm oil and 
oleochemical products both fell in 2005.  

There have been a couple of different 
reactions to the drop in prices and the 
need to become more cost-effective.  G. 
C. Tan, Managing Director of Akzo Nobel 
Oleochemicals, points to a ñlogical move 
downstreamò into oleochemical derivatives 
but is also keen to take advantage of 
growing export markets, planning a 30% 
capacity increase over the next ýve years.  
ñThe industry is facing some restructuring,ò 
claims Tan, ñwith more players coming in, 
particularly in China, where there is a big 
market for basic oleochemicals.ò 

With most Malaysia-based companies 
increasing their capacities in some form 
or another, could there be a danger of 
supply exceeding demand?  The strategy 
of investing in China has both advocates 
and skeptics.  The marketôs potential is 
undoubted but with China becoming more 
self-sufýcient in oleochemical production 
and import duties set to gradually come 
down this year, there are those who 
question whether investments in China, 
such as that of KLK-subsidiary Palm-Oleo, 

are actually worthwhile.  
Tan Sri Datuk Dr. Yusof Basiron of the 

Malaysian Palm Oil Promotion Council 
(MPOPC) is not surprised at Palm-Oleoôs 
strategy: ñChina is now an international 
player, backed by a very strong home 
market but with the capacity to trade back 
with the rest of the world.  

It is now becoming a super processing 
center that can go big on capacities without 
the risk of being too small.  If a Malaysian 
supplier uses this vehicle to take advantage 
of Chinaôs size and then hopefully gets 
some of the products to the utilizing 
channels, some can be re-exported to the 
rest of the world.  That is a very convenient 

business model.ò
While restrictions on Chinaôs palm oil 

imports are being relaxed this year, India 
continues to be a difýcult export market 
because of the import duties it imposes.  
The price-depression effect this has on 
Malaysian palm oil is worsened by the fact 
that India uses the import duty revenue to 
subsidize its own local oil production.

Besides the good prospects China is 
offering, there are two further driving 
factors today which can cancel out what 
Tan Sri calls the Indian ñnegative leverage 
modelò and are managing to sustain 
pricing, when in the past all might have 
seemed gloomy.  The ýrst is the Trans 
Fatty Acid (TFA) labeling issue in the 
United States.  Research has linked TFA 
with high cholesterol levels and heart 
disease, and as of January 1 2006 its 
content must be displayed on foods and 
dietary supplements sold in the US.  This 
has led to manufacturers reforming their 
applications to have more palm content.  
The other driving factor is the advent of 
biodiesel, a renewable fuel made from 
organically derived oils for use in diesel 
engines.  



In August 2005 Plantation Industries and 
Commodities Minister Peter Chin outlined 
a National Biofuel Policy to promote the use 
of palm-oil based biofuel as a new energy 
source for the domestic transportation and 
industrial sectors, as well as for export.  
The biofuel technology developed by the 
Malaysian Palm Oil Board (MPOB) would 
also be commercialized.  The Policy gives 
a mandate for the blending of processed 
palm oil with petroleum diesel, where 
5% of the content is biodiesel and 95% 
petroleum diesel, to be known as B5 and 
used in Malaysia from 2007.  The palm 
oil component in the blend is expected to 
increase in the future.

For Datuk Karunakaran, Director-
General of the Malaysian Industrial 
Development Authority (MIDA), biodiesel 
is ña new opportunity that was not there ýve 
years ago and we want to capitalize on it.ò  
Aiming to secure a 10% share of the global 
biodiesel market for Malaysia, MIDA has 
already approved Malaysian and foreign 
companies to build biodiesel plants and 
is seeing a lot more interest.  Companies 
are keen to convert palm oil into biodiesel 
because it can be sold for twice the price 
of the current value of palm oil, earning 
a 100% proýt margin.  The adoption of 
the Policy is expected to require 500,000 
tonnes of palm oil per year, which would 
lead to a welcome reduction in palm oil 
stock.

MPOB started campaigning for the 
development of the biodiesel industry 
halfway through last year and entered 
into three separate joint-venture biodiesel 
projects (with Golden Hope, FIMA Group 
and Carotino), which will see the building 
of three plants, each with a 60,000-tonne 
annual capacity.  Tan Sri Datuk Dr. Yusuf 
Basiron, who spent fourteen years as 
Director-General of MPOB, believes 
that government involvement was key 
to waking peopleôs interest:  ñWhen the 
world saw MPOB providing the ýnancial 
support to construct biodiesel plants, as a 
government commitment, like a venture 
capitalist supporting A, B and C to come 
up with their plants with 50% of the 
ýnancing coming from us, it started to take 
notice, especially the banking world.  They 
thought, ñIf MPOB has already signed off 
RM 60-70 million ($16-19 million) worth 
of plant construction, there must be positive 
outcomes about biodiesel potential.ò 

One early biodiesel success story is that of 
biotechnology ýrm Carotech, a subsidiary 
of pharmaceutical company Hovid, which 
retains a 55% stake.  As the ýrst company 
to plant in the world to commercially 
extract tocotrienols and carotene from palm 
oil, using a patented process, Carotech 
achieved another ýrst recently when its 
CaroDiesel fuel became the ýrst biodiesel 
stock on the Bursa Malaysia.  At the time 
of writing its shares were trading at RM 
0.615 ($0.17).

Historically a phytonutrients business, 
biodiesel has thrust Carotech into the 
limelight but Managing Director David Ho 
insists the companyôs business model has 
not changed: ñWe are still very much very 
focusing on the extraction of carotenoids 
and tocotrienol but at the same time in 
our extraction process we actually change 
the oil into methyl esters. In the past we 
sold the methyl esters to the oleochemical 
industry but now because of the demand for 
biodiesel, we have gone into the biodiesel 
market in a much bigger way.ò

Even ten years ago, Ho knew biodiesel 
was a potential application for methyl 
esters.  The problem was a lack of interest, 
since palm oil prices were high and gas 
prices nowhere near todayôs level.  Now 
that the timing and prices are right, Ho 
plans to capitalize with a RM 9.7 million 
($2.6 million) purchase of land at its base 
in Perak to enhance its biodiesel production 
facility with a new RM 100 million ($27 
million) plant.  This will mean an increase 
in daily capacity to 345 tonnes from the 
present 45 tonnes on completion in the 
next eighteen months.

Of course, with many plants only at 
design or construction phase, it will be 

a couple of years before the projected 
1.4 million tonne national capacity 
comes online and the real key players on 
Malaysiaôs biodiesel market emerge.  In 
Europe, however, there is a strict legislative 
deadline (2010) by which time 5.75% of all 
automotive fuel must be from renewable 
sources.  Such a commitment and doubts 
that Europe can meet the requirements 
on its own, has prompted Malaysian 
companies providing the raw material 
source to seize this opportunity and race to 
supplement insufýcient production in the 
EU.  Carotech, however, is also looking to 
identify potential Asian markets, especially 
the Japanese market, in case European ones 
come under protection.

As well as competing with oleochemicals 
for raw materials, which will no doubt 
drive prices higher, biodiesel harms the 
oleochemicals industry in another way, as 
Raymond Yap of Cognis Oleochemicals 
points out: ñBiodiesel impacts on us very 
signiýcantly because one of the by-products 
to come out of biodiesel is glycerin and this 
is a very important oleochemical product.  
Because of the huge capacity and the 
generation of a huge amount of biodiesel, 
this has really depressed glycerin prices.  
So from a valuable product, a product that 
is highly proýtable for the oleochemical 
industry, glycerin has become a low-value 
by-product.ò

The time has certainly come for B5 
biodiesel and environmentalists will 
welcome the reduction in greenhouse gas 
emissions it will bring about.  Further 
down the line it remains to be seen how 
much palm oil can be taken away from 
the food industry and whether fuelling 
stations, most of which are operated by 
the petroleum oil industry, are willing to 
accept fuels with higher biofuel content.




