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ABSTRACT

The agricultural industry has been the backbone of Sabah's economy for decades. The industry
has eradicated poverty and supported connectivity between the rural with the urban area. At
the same time, it has undergone numerous shifts of cash crops to sustain the economy with the
oil palm as the latest crop. The palm oil industry has both novelty and challenges to thrive with
the demand for sustainability. For the mandatory certification of Malaysia Sustainable Palm
Oil, growers, mainly smallholders, faced restrictions on the certification process despite
incentives from the federal government. This has put a setback to the effort by the palm oil
industry in their commitment to being sustainable. In this study, the researchers plan to examine
the palm oil industry's certification approach on the smallholders on their way to achieving a
sustainable palm oil industry based on a case study approach. Therefore, the methodology for
the study was using content analysis on public-domain literature found through electronic
databases encompasses publications dating from 2000 to 2020. The study found that the
acceptance and trust in smallholders' certification process are in correspond with the
incomprehension and the certification process approach.

Key Words: Sustainability, Acceptance, Trust, Malaysia Sustainable Palm Oil, Smallholders,
Stakeholders.

1.0 Introduction

This paper aims to investigate and evaluate growers, mainly smallholders, towards Malaysia
Sustainable Palm Oil (MSPO) certification and fill this gap in the literature. Demand for palm
oil has risen in tandem with the world population's rapid growth projected to reach 9.7 billion
by 2050 (UN, 2019). Over the past five years, global palm oil production has increased by
nearly 17 per cent to nearly 70 million tons (Bakke, 2019). Moreover, supply was due to crop
efficiency in a hectare of land compared to other vegetable oil (Umesha, Manukumar, &
Chandrasekhar, 2017). Various products of palm oil can be found in the supermarkets and as
animal feed (RSPO, 2008).

The palm oil industry (POI) is one of the vital socio-economic drivers of Sabah. The POI
expanded during a continuous fall in the price of rubber by replacing its rubber trees with oil
palm trees (Pirker, Mosnier, Kraxner, Havlik, & Obersteiner, 2016). Similarly, the POI has
played a significant role in alleviating poverty among smallholders and the rural population of
Sabah. Tengku, (2001) added that the incidence of poverty among smallholder was the lowest
among all agricultural sub-sectors. Furthermore, the communities surrounding the POI
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benefited from the expansion of connectivity between rural and urban areas (Corley, 2018)
with the upgraded infrastructure. However, smallholders are perceived to be inefficient and
unproductive (Abdullah, 2013), producing barely half of the national average (Abazue, Er,
Ferdous Alam, & Begum, 2015) yields that have barely broken even in their returns/profits.
Some smallholders, therefore, have financial constraints to participate in the certification
process for MSPO. This has posed a further challenge to the POI in the sustainability process.

Sustainability in the POI has been discussed for a long time by Western NGOs, western
consumers and food producers and the organisation that supplies them. The industry has been
criticised for clearing the rainforest and destroying the orang-utan habitat, as well as for the
conditions of the workforce and the threat to local communities from the appropriation of land
by large firms (Greenpeace, 2015). MSPO certification has been established to enhance the
sustainability of the industry further. Certification has been developed to reduce further
deforestation and to establish plantations with improved agricultural practises (Mukherjee &
Sovacool, 2014). The certification process is thorough verification and certification by an
independent third-party accredited Certification Body (CB) (Ang, 2017).

Certification's efficacy and sustainability targets depend on who is involved in the schemes.
Most of the industry's significant growers (e.g. multi-national plantation firms) involved in
certification are large plantation firms with the financial capacity to meet sustainability and
certification goals (Lee, Rist, Obidzinski, Ghazoul, & Koh, 2011). For smallholders, given
government incentives, many still struggle to meet requirements, particularly in Sabah, as their
primary concern is the cost of certification and market condition. Despite the mandatory MSPO
certification by the end of 2019, as of 30 June 2019, there are less than 50 per cent of planted
area are certified (Kok, 2019).

As far as sustainability is concerned, smallholders are positioned in the broader community
and have the ability to manage the certification process for MSPO. Smallholders have the
power to do so by taking advantage of their shared interests and values (Alexander, Andrachuk,
& Armitage, 2016) in their approach to the issue or activity. In order to retain their legitimacy,
smallholders recognised the importance of maintaining their social obligations beyond their
regulatory requirements. MSPO certification is not a prerequisite to a lawful operation but
helps to gain legal approval in cases of legal or political ambiguity (Haward, Jabour, &
McDonald, 2013). Getting socio-legal recognition via MSPO certification gives the industry
credibility for its activities (Ansell & Gash, 2008).

Legitimacy referred to as the "minimum" requirement to obtain a social licence. Community
acceptance and confidence provide higher rates of social licence (Parsons & Moffat, 2014) and,
most importantly, MSPO qualification (Ansell & Gash, 2008). The collective power of
smallholders “come to the table” can contribute to the success or failure of MSPO certification
(Emerson, Nabatchi, & Balogh, 2012). However, due to limited benefits, lack of common
ground (Edelenbos & van Meerkerk, 2018) and lack of trust, many smallholders cannot "go to
the table” (Ansell & Gash, 2008). Trust is an essential feature of partnership performance,
enhances collaborative chances and promotes mutual ground growth (Edelenbos & van
Meerkerk, 2018). Nevertheless, a lack of trust can lead to MSPO certification failure first.

The fundamental argument for this paper is the smallholders' MSPO certification process. This
paper examined how the implementation of the MSPO certification strategy and how
smallholders embrace MSPO to obtain MSPO accredited for the POI. The focus of the study
will be for smallholders in Sabah who face the challenges and are part of the smallholders in
Malaysia who appeal to delay the MSPO certification deadline (Ling, 2019) until the market
conditions improve (TheStar, 2019).
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Literature Review
Certification for Sustainability

For this paper, the researcher restricts the concept of sustainability to ‘‘Meeting the needs of
the present without compromising the ability of future generations to meet their own
needs’’(UNWCED, 1987: 43). Schepel, (2005) state that certification for sustainability (CS)
means verging whether the business, product, service or management system is complied with
by a pre-defined norm which may be enforced under the public law norm, a single standard or
a combination of them. However, Rott, (2019) argued that CS as standardisation benefits
primarily applicable stakeholders in the industries. Additionally, Schepel, (2005) added that
CS could be biased to other purposes, such as customer protection or certain third parties. Jopke
and Shconeveld, (2018) added that while some stakeholders are pressured to be sustainable,
pressure has been ignored, and the situation remains the same. Hence, Schouten and
Glasbergen, (2011) added that even by having CS, does not necessarily result in a sustainable
commitment. Therefore, CS may be insufficient to tackle the problem of sustainability (Barry
et al., 2012; Gallemore & Jespersen, 2019).

Stakeholder Theory

Freeman defined the stakeholders as "any group or individual that materially impacts or affects
the activities of the actor”. Stakeholders can have a positive effect on the firm by investing
means to produce or contribute value, benefits, wealth, or by providing support through their
contribution or threatening, countering, harmful, damaging or hurting a company directly or
by imposing a critical or mobilising opinion (Miles, 2017). Jones and Wicks, (1999) added that
the essence of stakeholder theory is that all valid stakeholders' interests are of inherent value,
and it is believed that there is no single dominant collection of interests. Where else, Donaldson
and Preston, (1995) added that the theory explains how stakeholders attempt to influence the
decision-making processes of the organisation to be following the needs and priorities and to
seek to comprehend the interests of the different participants and to equalise them. Philips,
(2003) added that in the stakeholder theory approach to sustainability certification, is to
maximise business value creation based on relevant stakeholder interests, and fair allocation of
business value to stakeholders. However, the certification influence on stakeholders can have
an important implication for the power, legitimacy and urgency of actors, and by extension,
industries (Aaltonen, Jaakko, & Tuomas, 2008; Barry et al., 2012; Brandi, 2017; Olsen, 2017).
Mitchell, Agle, and Wood, (1997) added that legitimacy is a social good, that it is higher and
more universal than a mere self-perception, and that it can be described and negotiated
differently at various levels of social organisation. Hence, Pfeffer and Salancik, (1978) added
that actors should have social-value goals. Stakeholders are acting with limited information
and, provided that the broader context allows freedom of choice, make decisions about whom
to work or to associate (Harrison & Wicks, 2019). Rowley, (2017) argue that the acts of
stakeholders are triggered by motivations beyond rational self-interest alone and may act to
seek social relations, trust and goodwill or simply to obey social norms or developed habits.
This created a challenge for actors to manage resources, meet demand, select stakeholders to
deliver (Vijayakumaran, Rahim, Ahmi, Rahman, & Mazlan, 2020).

Materials and Methods

This analysis is focused solely on available data, such as reports from research literature and
the palm oil industry. Analysed work on related palm oil certifications such as MSPO,
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Roundtable on Sustainable Palm Oil (RSPO) and Certified Sustainable Palm Oil (CSPO). The
source is limited to Scopus, Jstor, Springer, Proquest and Science Direct, which is up-to-date
using literature search and review from of 2000 to 2020. Since sustainability, stakeholders and
value are interdisciplinary topics, and relevant articles get published in a wide variety of
domains. An explanatory case study is used as an essential technique to seek to understand the
suspected casual connexions in real-life interventions that are too nuanced for the survey or
experimental approaches (Hancock & Algozzine, 2006). Explanations in assessment language
will connect programme execution to programme impact (Yin, 2018). In this paper, the
researchers concentrate mainly on case studies, field studies and survey (empirical papers)
excluding non-empirical papers. Keywords of MSPO, RSPO, sustainability, smallholders and
stakeholder are the researchers' focus when conducting a content analysis using MAXQDA
software as these are common to describe government agencies' approach to certification in the
palm oil industry.

Results and Discussion

Smallholders face problems such as putting food on the table for their families, especially in
times of uncertain palm oil prices that the palm oil industry is now experiencing (Albanya &
Er, 2018; Begum et al., 2018; Bek-Nielsen, 2019). Consequently, the primary concern of
smallholders for MSPO is the "unjustifiable cost™" of the certification process, since the cost is
substantial for smallholders, in which, despite the recognition issued by foreign countries to
the MSPO standard (Kok, 2019; Trade, 2019). Additionally, obtaining certification cannot
guarantee a better price for smallholder palm fruit (Gianto, 2019; MIDF, 2019; Rahgu, 2019)
but will protect their welfare to some extend (Albanya & Er, 2018). Hence, Macdonald, (2020)
argues that there has been significant concern regarding the exclusion of many smallholders
from economic opportunities.

One aspect that emerged as a strong influence on MSPO certification acceptance is trust
(Schaefer, Chen, Szalma, & Hancock, 2016). Understanding what contributes to trust in
certification and how it relates to acceptance is particularly critical, given the role that trust
plays in the use and misuse of certification processes (Parasuraman & Riley, 1997). Meijaard
and Sheil, (2019) stated that credible information is essential as Muir, (1994) argues that
certification can be excessively reliable, used in other unintended ways, or not used. Empirical
results show that despite attending MSPO briefing, the smallholders’ yield productivity has not
increased (Albanya & Er, 2018). The soaring price of fertiliser may contribute to the yield
productivity as smallholders prompted to withdraw fertiliser usage as a measure to break even
(Zulhusni, Nordin, & Ahmad, 2017).

Acceptance and trust of smallholders are common elements that stand in the way of successful
MSPO certification. Part of the reasons for this is that smallholders cultivated land granted to
them under the Sabah Land Ordinance of 1930, but due to the political complexities
surrounding land use and land management, there was an increase in tenure insecurity
(Macdonald & Balaton-Chrimes, 2016). Empirical results support this (Azima, Choy, &
Lyndon, 2018) and therefore, smallholders feared that if they continue with the MSPO
certification process, they could lose their ground. The other aspect is the current consumer
acceptance of MSPO certified palm oil, which has yet to show a sign of premium quality to
palm fruits of growers.

Secondly, due to arm's length relationships with mills, reliance on intermediaries and collection
centres, even smallholders possessing MSPO certification did not benefit from any premium
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price on their palm fruits. In this context, smallholders are committed to preserving the status
quo/wait-and-see approach as it will depend heavily on the next move of the government
(Macdonald & Balaton-Chrimes, 2016). Some of the smallholders feel that something else is
less important as long as there are buyers not concerned with MSPO certification (Bernama,
2019). Smallholders are therefore likely to resist the efforts of government agencies to convince
them of the MSPO certification process. Certification may, however, be obtained through
mutual trust and support. However, this may take time to establish — even if the necessary steps
are taken to acquire the trust (Vince & Haward, 2017).

While a myriad of smallholder compliance initiatives can affect whether MSPO certification
does not reach its goals due to various institutional deficiencies, oil palm markets are expected
to grow ever more bifurcated, and many smallholders remain locked into unsustainable and
opaque supply chains that provide little incentive and resources for upgrading (Hidayat,
Offermans, & Glasbergen, 2018). Such obstacles undermine the government's concerted efforts
to improve reputation and international recognition of MSPO certification.

Conclusion

In Malaysia's POI, MSPO certification was implemented as credible sustainability to enhance
social, economic and environmental impact. MSPO certification has its benefits and
disadvantages based on factors in contrast. MSPO certification tackles oil palm production by
implementing best practises for current planting and replanting. The POI is also quite
competitive, and certification is seen as a currently prevailing to illustrate compliance with an
agreed certification standard's good practises and criteria (Kumaran, 2018). As such, the MSPO
certification will be subject to periodic revisions to ensure that the criteria and thresholds
specified in the standards not only meet but exceed stakeholder expectations through a
comprehensive, participatory involvement process (Kuntom & Carotino, 2014).

Sustainability experiences in many study areas, particularly in the MSPO, RSPO and CSPO
certification process, highlight the opportunities and challenges of sustainable palm oil
certification (Ang, 2017; Chin, 2019; Kumaran, 2018). In this study, acceptance and trust in
smallholders' certification process are in correspond with Pacheco, Gnych, Dermawan,
Komarudin, and Okarda, (2017) on the low uptake and implementation. This is possibly due to
incomprehension and the MSPO certification process approach. Smallholders may will
undergo the MSPO certification process in the future, or those smallholders who are already
accredited will remain accredited in the next annual surveillance audits. MSPO certification
success and sustainability depend on relationship building, trust, shared values and acceptance.
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