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Responsible Research is an independent provider of sectoral and thematic Asian environment, 
social and governance (ESG) research, targeted at global institutional investors. Many of 
these fund managers and asset owners now find that traditional investment banking reports, 
financial models and public information sources can no longer be relied on to cover all risks 
to earnings and deliver superior returns. Companies who do not monitor and report on this 
‘non-financial’ performance not only risk financial penalties for non-compliance with stricter 
regulatory environments but are also denied access to substantial pools of global capital which 
are managed according to sustainable principles. 

Our approach is based on analysis of material ESG factors, which change according to sector 
and market. We provide our clients with local market knowledge of important regulatory 
landscapes in Asia, along with a fresh perspective on local operational and sectoral issues. 
We offer an annual subscription model for our monthly sectoral or thematic reports and give 
our clients access to the underlying data. Reports can also be commissioned (by investors or 
foundations) and kept for internal use or be offered for general distribution, as part of a general 
effort to promote ESG integration into the Asian investment process. Our analysts conduct 
seminars and webinars to discuss findings, often with contributions from experts, companies 
and policy-makers.

Responsible Research was founded in 2008 by our Board members who have been instrumental 
in promoting Corporate Social Responsibility (CSR) and SRI practices in Asia for over 10 years 
and have significant experience in the regions emerging investment markets. This team of 
five works in collaboration with our full time Asian-based responsible investment analysts 
and the Responsible Research Alliance, a group of consultants with subject matter expertise. 
Together they provide a valuable balance of market and ESG knowledge, academic rigour, 
process management, data management, customer relationship management and senior level 
contacts.
 
Many of our clients are signatories to the UN backed Principles of Responsible Investment 
(PRI), an investor initiative. As signatories they commit to incorporate ESG issues into their 
investment analysis and to support the development of ESG tools, metrics and methodologies. 
As a signatory to the PRI we voluntarily contribute time and resources to the Emerging Markets 
Disclosure Project and other collaborative initiatives. Responsible Research is also a strong 
supporter of independence in research, without which conflict and bias can deliver investment 
risk. The company is one of the founding members of the Asian Association of Independent 
Research Providers and also of the Asian Water Project.

For more information, please contact Responsible Research: 

Email: info@responsibleresearch.com
Tel: +65 9386 6664 

www.responsibleresearch.com

Responsible Research is the exclusive partner in Asia for RepRisk®, a web-based tool which 
provides insights on environmental and social issues that present financial and reputational 
risks to companies and investment portfolios. The tool enables commercial and investment 
bankers, asset managers, and supply chain managers to manage the corresponding risks and 
to implement effective screening procedures.

About the RepRisk® tool

RepRisk® is a web-based tool that allows you to 
identify and assess the environmental and social 
issues which may present financial, reputational 
and ethical risks. It is used by investment 
professionals, financial institutions, supply 
chain managers, multinational corporations and 
compliance managers, and includes a variety of 
features enabling clients to monitor risk trends 
over time, create customized watch lists, tailor 
alert services and more. The tool plays an integral 
role in increasing transparency and ensuring 
compliance with internal and international 
standards, thereby helping reduce risk exposure.

The comprehensive and relevant RepRisk® database enables you to meet the risk management 
and compliance challenges in an increasingly complex world. On a daily basis, RepRisk tracks 
a company’s or project’s environmental and social risk exposure by monitoring independent 
third-party sources such as all major print media, over 700 NGOs, newsletters, news sites, 
governmental agencies and blogs. Controversial issues covered include environmental 
footprint and climate change, human rights and community relations, labour conditions and 
employee relations as well as corruption and money-laundering. In particular, all principles 
of the UN Global Compact  are addressed. RepRisk covers all major business languages 
(Chinese, English, French, German, Japanese, Korean, Portuguese, Russian, and Spanish) 
and its database currently includes over 15,400 companies and 3200 projects, and is updated 
and growing daily.

Please contact info@responsibleresearch.com for more information.

mailto:info@responsibleresearch.com
www.responsibleresearch.com
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Climate change adds pressure to strained raw material 
supply

The inputs required to feed upwardly mobile Asia will come under 
increasing pressure over the next few decades. The interlinked 
problems of water, energy and fertiliser supply, as well as 
productive land availability and the host of challenges presented 
by climate change, will persist and grow worse. The case study on 
corporate activity in the fertiliser market highlights the seriousness 
with which multinationals and governments view these issues: 
neither BHP Billiton nor Sinochem were given the green light by 
the Canadian government in their respective attempts to bid for 
PotashCorp.

Case Study: Scramble to secure inputs

BHP Billiton’s $38.5 billion hostile takeover bid for Canadian 
PotashCorp, a Canadian fertiliser company, in August 2010, 
highlights the value corporations and countries place on strategic 
investments in food production inputs. Sinochem, the state-owned 
Chinese chemicals group, deliberated a competing offer for Potash. 
However, a report by the Conference Board of Canada warned 
Potash to reject the bid, since China is a major potash importer, 
and “Sinochem has strong incentives for lower prices and will not 
be guided by the same market discipline and profit motive as 
commercial players.”1 Without a positive steer from the Canadian 
government, Sinochem did not submit a bid, whilst the BHP Billiton 
bid was subsequently blocked for failing to bring a perceived “net 
benefit” to Canada. According to Bloomberg this is only the second 
formal block by the Canadian government in 25 years.2 

Productive land is a limiting factor, with urbanisation and 
degradation both reducing the land available for food, alongside 
a growing understanding of the danger of converting ecosystems, 
particularly rainforests, to agriculture. Biofuel production is also a 
significant source of competition for land and a symptom of global 
energy challenges, in particular that of increasing oil demand: the 
International Energy Agency (IEA) has now stated that conventional 
crude supply peaked in 2006.3 Yet oil is deeply embedded within 
modern industrial methods of agriculture. With new fears over the 
viability of Asian nuclear power rollouts, energy input costs will be 
an increasingly important consideration in the food industry.

These broadly conventional economic factors are difficult enough 
to manage. Climate change makes the planning much more 

The dramatic food price rallies of 2010, echoing the surges and 
attendant social unrest of 2008, provide the context for this analysis 
of the challenges of feeding Asia over the coming decades. The 
issues are inherently complex and interrelated, but can be broadly 
categorised under the following headings: demand dynamics; supply 
pressures; impacts (environmental and social) and responses - 
price, policy and technology. This report also provides a disclosure 
based assessment of the readiness of Asian corporations operating 
in the food supply chain to meet the coming challenges.

Urban Asia switches to resource intensive foods

The first consideration is demand. While the growing number of 
mouths to feed is clearly a factor, rising incomes and changing 
diets, generally coinciding with rapid urbanisation, are found 
to be more significant. Changing food consumption patterns are 
particularly prevalent among those at lower income levels, where, 
after a move to the city, extra wages are often spent on meat and 
dairy products, packaged foods, and vegetable oils. Thus the rapid 
pace of development and urbanisation in Asia will continue to drive 
demand, much of which is for qualitatively more resource-intensive 
food products. 

This demand places a huge burden on the environment, both in 
terms of the inputs required and the impacts of providing them. It 
also presents an opportunity for the many actors, corporate and 
otherwise, involved in food supply.

Figure 1: Putting Food on the Table: Key Factors and Players in 
the Food Value Chain 

Source: Responsible Research
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complicated, as it increases uncertainty for farmers over what crop 
to sow and when to harvest. In some cases just a small change in 
temperature can have a significant affect on overall yields. Other 
difficulties include rising sea levels: around half of the Mekong river 
delta is within two metres of sea level and at increased risk of 
salination, coastal flooding and even submersion over the coming 
century.4 This threatens to undermine rice cultivation in Vietnam, 
the world’s second largest rice exporter. On a more positive note, 
increased levels of carbon dioxide can support yields, but farmers 
will need improved access to information and resources to take 
advantage of this benefit.

Prices and volatility set to stay high

The themes of robust demand and tight supply are supportive of 
a strong outlook for food prices, within a context of continuing 
volatility. In 2010 alone, three major commodity markets, wheat, 
cotton and coal, were dramatically affected by extreme weather 
in Russia, Pakistan and Australia, respectively. Climate change 
intensifies the likelihood of such events.

Figure 2: Food price rises spark riots in India, January 2011  

Source: Associated Press/Mahesh Kumar A

Figure 3: Global food prices: a twenty year review 

Source:  Responsible Research Note: Commodity Food Price 
Index5 2005=100 Includes cereal, vegetable oil, meat, seafood, 
sugar, banana and orange prices

Governments’ hands are forced

Asian governments have no option but to respond to higher 
prices, though their approaches will vary according to the resource 
considerations and market developments prevailing in each  
region and country. Last year Russia, one of the world’s largest 
wheat vendors, reacted to a crippling drought by closing its doors 
to exports; India swiftly followed. This led to significant global 
shortages, with huge ramifications for wheat prices. Governments 
are unlikely to be sympathetic to calls to open their markets given 
how swiftly unrest follows rising food prices. A march in New Delhi 
against rising food prices and unemployment attracted nearly 
40,000 protesters in February 2011.6 Food prices have also been 
cited as a motivating factor in the social unrest in North Africa 
and the Middle East this year. For importing countries as well as 
corporate buyers who rely on open markets this presents an extra 
dimension to the challenge of ensuring continuity of supply.

Prices drive returns for innovators

Higher prices will also encourage greater investment in research, 
development and productivity, likely aided by government 
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from intensive livestock production (as evidenced by the repeated 
recurrence of avian and swine flu cases throughout Asia7,8), and 
errors in processing or packaging that can result in chemical 
poisoning.

The food industry is exposed to the full range of labour risks 
involving a massive, under-regulated and largely low cost female 
workforce. Further controversy includes frequent questions over 
land rights and dispossession of land from subsistence farmers or 
indigenous populations. This has been particularly problematic in 
the Malaysian and Indonesian palm oil industry where drivers for 
economic development are pitted against preservation of traditional 
lifestyles and conservation of tropical biodiversity. 

Large Asian agribusiness companies will be exposed to additional 
environmental, social and governance (ESG) risks in the coming 
years as they increasingly acquire agricultural land in Africa. Many 
critics claim the benefits of enhanced yields are not likely to be 
shared with local communities.9 , 10

A newer feature for Asian companies is the increased reputational 
risks for those involved in animal product supply chains as concern 
for animal welfare gathers momentum. This is resulting in closer 
inspection of practices such as shark-finning and the way in which 
animals, particularly battery chickens, are treated.

Risks and opportunities abound for investors

For investors, responsible or otherwise, the pressures in the food 
chain undoubtedly present opportunities, but with an increasingly 
complex risk profile. Sustainability factors in tandem with 
government approaches to food security have the potential to 
dramatically alter corporate prospects in all areas of food supply. 
This applies where input price volatility changes the competitive 
landscape for retailers and producers and for suppliers that find 
new markets through alleviating resource problems. Proactive 
managements can add value by technological improvements as 
well as by organisational innovations, such as long term supply 
contracts with farming cooperatives.

Aside from considering their resource dependencies, managements 
will also have to mitigate supply chain impacts. This is not a new 
challenge for companies supplying multinationals, but maintaining 
a reputation for responsibility is now increasingly important for all 
those looking to profit from Asia’s fast-growing socially conscious 
middle classes.

This report develops the issues mentioned above and highlights 
companies that, through strong disclosure of policy or through 
appropriate initiatives, demonstrate proactive approaches to the 
emerging risks and opportunities inherent in ‘Feeding Asia’. We 

incentives. Such investment and innovation are essential as 
there has been a long-term decline in the growth of agricultural 
productivity improvements. Genetically modified organisms (GMOs) 
are but one factor in this debate, with significant potential simply 
in the expansion of improved agronomic practices, particularly to 
smallholders. Micro irrigation and even micro fertilisation have a part 
to play, as does the application of information and communications 
technology (ICT). A case in point is satellite mapping that can 
detect changes in soil nutrient levels, making fertiliser use more 
efficient. These examples illustrate the increased importance of 
resource productivity compared to labour productivity.

Alongside technological approaches are different organisational and 
management frameworks that speed up the adoption of improved 
agronomy through agricultural regions. Communications can also 
help here, improving the efficiency of developing world farmers 
who can now access market prices on their mobile phones, rather 
than guessing when to go to market.

The importance of packaging in reducing waste also deserves a 
mention. A huge amount of food is lost between farm and end-user 
due to pests, bruising and rotting, and appropriate packaging can 
significantly reduce such spoilage. The food industry should work 
towards low-impact transit packaging solutions, using resources 
already generally available.

Environmental impacts worsen

Aside from the food security considerations that resource constraints 
present, governments and in turn companies will be under increasing 
pressure to manage the social and environmental impacts of food 
supply. This pressure comes from improved understanding of the 
long-term implications of agricultural intensification, accelerated by 
the growing environmentally and socially conscious Asian middle 
class, newly empowered by social media. On the environmental 
side, the rapid biodiversity loss from deforestation and over-
exploitation of fisheries are key considerations as well as cases of 
toxicity involving pesticide use, fertiliser run-off and waste from 
intensive livestock production.

Obesity becomes endemic

There is also a huge range of market factors on the social side. 
These include nutrition where higher prices exacerbate hunger and 
malnutrition, slowing progress towards the Millennium Development 
Goals. On the other hand there is a growing epidemic of obesity 
triggered by changing lifestyles, diets and new ‘food formats’ 
with dramatically higher salt, sugar and fat content. These issues 
are compounded by food safety and health considerations due to 
new diseases, the spectre of antibiotic-resistant bacteria arising 
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include many examples of Asian companies that have begun to 
integrate sustainable development issues into their business 
models. One such example is Britannia, an Indian biscuit and cake 
maker, which recently introduced new lines of fortified foods that 
aim to reduce malnutrition among children. In a move aimed to 
address growing consumer concern over nutrition, Britannia also 
removed trans fats from all its biscuits. 

Whilst we acknowledge that the food supply chain covers a wider 
universe of companies including machinery manufacturers, logistics, 
distribution and end retailers, this report focuses primarily on the 
leading players in the traditional food processing supply chain: 
agricultural producers, food processors, specialist food retailers 
and restaurant chains with a strong bias towards the packaged 
consumer goods sector. 

Sustainability performance at leading food companies

The following table highlights those companies within our Asian Food 
universe, as well as a selection of global leaders, that performed 
well on sustainability disclosure and performance according to the 
Asian Sustainability Rating™ (ASR™), an environmental, social and 
governance benchmarking tool developed by Responsible Research.

Source: Responsible Research
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There are a number of factors driving demand for food within Asia. 
The problem of feeding ever-growing numbers of people frequently 
grabs the headline. In fact, population growth is now slowing in 
many regions, on an absolute basis as well as on a percentage 
basis. Food security is nevertheless a key issue, though the 
challenge relates to economic considerations much more than to 
the population of hungry.

As populations move into the city and start to reach the income 
thresholds required to secure enough food, diets tend to change 
to more resource intensive animal products and vegetable oils. 
This multiplies the demand on environmental resources, driving up 
input costs and in turn food prices and exacerbating the problems 
of those left in food poverty.

This section considers population numbers; hunger and poverty; 
income, urbanisation and diet change; as well as government 
responses to food provision issues and shifting market opportunities.

Global population for 2010 has been estimated at 6.9bn by the 
UN and is projected to reach 9.1b by 2050 for a total growth of 
33 percent. The growth rate is decelerating – from a compounding 
annual figure of 1.2 percent last decade to a projected 1 percent 
this decade and then 0.7 percent to 2050. The absolute increase 
in numbers is also slowing, though still very significant with 
around 770m expected this decade and 630m the decade after. 
Commentators are increasingly forecasting a peak in global 
numbers in the latter half of this century. The vast majority of the 
growth is in developing markets.11 These trends are clearly visible 
in Asian markets.

Figure 4: Population forecasts in major Asian (ex-Japan) markets 
(millions)

Source: World Population Prospects: The 2008 Revision12

The following chart highlights the deceleration of growth in Asian 
populations including the projections of peaking populations, where 
the growth rates turn negative.

Figure 5: Decadal population growth forecasts in major Asian   
(ex-Japan) markets

Source: World Population Prospects: The 2008 Revision13
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The Millennium Development Goals (MDGs) set a target to halve, 
between 1990 and 2015, the proportion of people who suffer 
from hunger. According to the Millennium Development Goals 
Report 2010,14 the proportion of undernourished populations 
decreased from 20 percent in 1990-1992 to 16 percent in 2005-
2007. Unfortunately despite the long term improvements, progress 
has stalled since 2000-2002 and in fact worsened during the 
global food crisis in 2008. Estimates suggest that the number of 
undernourished people exceeded one billion in 2009, a number 
significantly higher than the 805 and 830 million undernourished 
in 2000-2002 and 2005-2007, respectively. One in four children 
under the age of five in the developing world is underweight as 
a result of a combination of a lack of quality food, inadequate 
water, sanitation and health services. However, global average 
calorie intake has been increasing, indicating that the slowdown 
in improvement in hunger relates more to questions of distribution 
than to a shortfall in production.

Sufficient food, inefficient distribution

Recent data shows that global per capita consumption of fruits, 
vegetables, and meat is rising steadily, leading to improved nutrition 
for many. At current population levels, there is theoretically enough 
food being produced to provide sufficient food to everyone on the 
planet. But 925 million people continue to be undernourished due 
to inefficient distribution and supply chain wastage.1516

Figure 6: Prevalence of undernourishment in developing countries

Source: FAO Food Insecurity in the World Report17

In Asia, much of the success has been due to the benefits of 
development for the poor as the graph from The Economist shows. 
This has resulted in huge numbers coming out of poverty and being 
able to afford food. 

Figure 7: Proportion of 
populations below $1.25 at 
2005 international prices

Source: The Economist, 
“The gloves go on: Lessons 
from Brazil, China and 
India”, Nov 26th 200918
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Food security is defined by the FAO as physical, social and economic 
access to sufficient, safe and nutritious food. Setting aside the 
problems caused by the recent volatility, the longer term picture 
for food security has been positive: the average global per capita 
daily food supply increased from 2,400 kcal in 1970 to 3,500 kcal 
in 2006 and the chart below gives projections for these positive 
trends to continue. 

Figure 8: Projected Kcal/cap/day calorie projections for Asian 
markets. (China refers to Mainland China)

Source: FAO Global Perspective, Studies Unit19

This also highlights how the question of food security has in fact 
moved beyond satisfying hunger or nutritional needs and into 
questions of taste and preference. The following table highlights 
how rising incomes have led to a change in the constituents of 
the calories consumed. First there is an ‘expansion’ phase with a 
general increase in consumption of cheap foodstuffs, followed by a 
‘substitution’ phase, where diets move primarily from carbohydrates 
(cereals, roots, tubers) to animal products (meat and dairy), 
vegetable oils and sugar.

Figure 9: Calorie intake from major commodities (kcal/cap/day)

Source: Reproduced from the Royal Society, data from FAOSTAT20

The precise nature of the relationship between income and 
consumption habits changes on a country-by-country basis, 
frequently due to cultural factors. For example, meat consumption 
in India has not risen nearly so dramatically as in other countries as 
Hindus are predominantly vegetarian on religious grounds.

In tandem with the rise in incomes and particularly due to the 
rapid increase in urbanisation, there is also a significant shift to 
convenience and processed foods. Asian income patterns (shown 
below) highlight the increase in disposable incomes that many 
multinationals are seeking to address.
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Figure 10: Per capita income in Asia

Source: World Bank 21

UN projections indicate that the world’s urban population will grow 
by more than a billion people between 2010 and 2025, mostly in 
less developed countries.22 

The following graph highlights this rapid shift in living environments 
from rural to urban on a global basis. Urbanisation is both a symptom 
and a cause of the changes in the agricultural system. On the one 
hand the movement from the land represents a shift away from 
agrarian economies and a diminishing agricultural labour force, on 
the other it increases the need for agents involved in food service 
provision, allowing for the change in consumption patterns.

Figure 11: Urban & rural population of the world, projected from 
1950-2050

Source: World Urbanization prospects 2009 revision, UN 
Department of Economic & Social Affairs 200923

The following table highlights the concentration of the global urban 
population in Asia. The European and North American proportions 
show significant declines as urbanisation has already occurred 
in these areas and the decline in birth rates also means that 
population growth fails to keep pace with the rest of the world. The 
table shows the rapid pace of Asia’s urbanisation, though Africa has 
the largest projected increase out to 2050. The sheer size of Asian 
markets presents an enormous requirement for investment, both to 
expand cities and maintain the new infrastructure.
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Figure 12: Distribution of urban population 1950-2050

Source: World Urbanisation Prospects 2007 revision, UN 
Department of Economic & Social Affairs p.29 200824

Food security is defined by the FAO as physical, social and economic 
access to sufficient, safe and nutritious food. Superficially, the 
outlook for global food security looks positive: the average global 
per capita daily food supply increased from 2,400 kcal in 1970 to 
3,500 kcal in 2006.  

The FAO believes that, to achieve millennium developmental goals, 
the amount of food available in developing countries will have 
to double by 2050, equivalent to a 70 percent rise in world food 
production.25 Failure to meet this target will result in both food 
price instability and political unrest. Indeed, the food price rallies 
of 2008 were accompanied by riots across the world and the 2010 
price rises were certainly a contributing factor in the toppling of 
North African governments this year as well as the continuing social 
unrest and political instability. Consequently government must find 
ways to meet the demands for food, both to feed the hungry and to 
meet the aspirations of those who have changed their consumption 
habits. 

Governments facing impending food shortages have typically 
responded with protectionist strategies of aggressive price controls, 
export bans or both. For example, in 2008, Thailand and Vietnam, 
the world’s two largest rice exporters, temporarily banned exports, 
exacerbating rice shortages worldwide. According to FAO statistics, 
even in 2009, rice exports from Thailand dropped an estimated 8.6 
million tons, 14 percent below the previous year.

In order to increase the longer term production and availability of 
food, and decrease geographic dependency, Asian countries have 
initiated a variety of programs, including increasing rice stockpiles, 
farmland expansion and acquisition. For example, Malaysia plans 
to increase production in two major rice-growing areas, Muda and 
Kemubu, in order to raise rice production by 5 to 10 per cent by 
2015. The Philippines currently imports 7 per cent of its annual 
rice needs and plans to be self-sufficient by 2013. The country is 
planning to prepare almost 2 million ha of unused land for future 
agricultural production.26 A table of government interventions is 
listed in the responses section below.

GOVERNMENT IMPERATIVES

To achieve 
millennium 
development 
goals, the 
amount 
of food 
available in 
developing 
countries 
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double by 
2050
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The following chart shows how and where food is currently 
produced. One statistic that indicates the difficulty of generating 
improvements at scale is that the majority of the 200 million rice 
farmers across Asia cultivate less than 2 hectares each.

Figure 13: Who feeds the world?

Source: ETC Group, “Who will feed us?” November 200927 

Short-term food price hyper-volatility looks set to stay. Governments 
will struggle to plan and respond to these episodes and MNCs also 
face challenges in hedging against price fluctuations.

SHIFTING MARKET 
OPPORTUNITIES 
The change in consumption patterns has had significant ramifications 
for food supply and opened up new markets for multinational 
corporations, particular in the areas of convenience and processed 
foods.

Asia-wide, the convenience food and beverage market is worth 
US$158 billion, and is expected to grow four percent in 2011. 
Statistics from RNCOS, a market research company, indicate 
that the share of the fast food segment of the total Chinese retail 
industry is expected to grow at a compound annual rate (CAGR) of 
over 13 percent over the next four years.28 

Meanwhile, the retail market for dairy products in China was worth 
RMB 28.3bn (US$3.7bn) by 2007, a 186 percent increase over 
2001.29 Research suggests that per capita meat consumption in 
China is also increasing rapidly, from 3.6 kilograms in 1978 to 
about 54 kilograms in 2009, double the Asian average.30

These consumption trends pose the key sustainability challenges 
considered in the next sections. There is an exponential effect 
on grain (and water) demand, since it takes an average of three 
kilograms of cereals to produce a kilo of pork, and eight kilograms of 
cereals for a kilo of beef.31  An increased use of fertilisers associated 
with the need for grain feed poses additional ESG risks such as 
further degradation of soil and water and the marginalisation of 
small farmers, as intensive agriculture is usually the mainstay 
of bigger companies and organised farmers. Furthermore, the 
consumption of rich and processed foods can lead to the many 
diseases of affluence, particularly diabetes.

A further consideration presented by diet change is the shift to 
fewer types of food, which can undermine the resilience of the 
food system, as well as general nutrition. According to the USDA, 
since the widespread adoption of synthetic nitrogen fertilisers in 
the 1950s, the nutritional quality of basic produce in America has 
declined, while processing depletes foods of still more nutrients.32 
Lastly, today just four crops – corn, sugar, wheat and rice – account 
for two-thirds of the calories humans eat.33  Ironically, the seemingly 
huge range of foods on offer in the modern supermarket belies the 
fact that nutritional variety in the modern diet is shrinking. Humans 
have consumed almost 80,000 edible species during recorded 
history, of which 3,000 have been in widespread use. Reducing this 
to only four species represents a radical simplification of the food 
web.34 
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There are a number of supply constraints to serving the demand 
discussed in the previous section. These include water availability, 
climate change impacts, access to land, oil availability and biofuels, 
fertiliser depletion, fish stock decline and diseases. Many of these 
issues are interlinked, so whilst water is considered in one section, 
concerns over water are inseparable from consideration of climate 
change impacts, which alter the water cycle. Water is also implicit 
in consideration of land, with desertification being the extreme 
example. Oil depletion links to fertilisers, as many are oil-based, 
and land, due to the increasing demands on land for the cultivation 
of biofuel feedstock. 

Tightening conditions for resource inputs will directly affect revenue 
opportunities, margin and cost structures and even product 
availability for the full range of market participants.

Agriculture uses 70 percent of freshwater resources in Asia, 
making water supply of paramount importance to the supply of 
food. This section indicates the political implications of water supply 
pressures; distinguishes between the principle sources of water 
(blue and green); examines the water shortage challenges in India 
and China; considers the impact of meat consumption on water 
depletion; investigates the ways in which various crops and foods 
place differing demands on water supply; highlights implications of 
the under-pricing of water; considers various options to respond 
to the challenge of water availability and then offers examples of 
how the private sector can provide solutions through proper water 
resource management across their supply chain.

Water access: a cause of regional tension

Growing populations and economic development throughout Asia 
are straining the water supply. Unprecedented weather patterns, 
such as droughts and floods, partly attributed to global warming, 
exacerbate the problem. Asian countries draw between 70 and 90 
percent of freshwater for agriculture compared to about 41 percent 
in the US.35 Water supply is therefore of the utmost importance 
to food industry participants and governments. Concerns over 
domestic water supply are motivating Chinese companies to acquire 
arable land in countries such as Angola and Brazil. 

Rising demand for water is already causing local and cross-border 
disagreements over land ownership and riparian rights, such as 
disputes between Thailand, Cambodia, Myanmar and China over 
the sharing of Mekong waters, and between China, India and 
Bangladesh over the sharing of the Brahmaputra’s water.

India, China and Bangladesh share critical water supplies

Bangladesh relies heavily on the water from the Brahmaputra, 
Ganges and the Meghna rivers. However, the catchment areas 
of these rivers primarily fall inside Indian and Chinese territory, 
therefore inhibiting Bangladesh’s ability to tap the water resource. 
Moreover, India and China face growing water and hydro-energy 
needs. In response to Himalayan glacier melt, China and India 
intend to implement more dam projects, which will further decrease 
water supply to Bangladesh.36 

Bangladesh already faces water shortages because of severe drought 
in the north. The reduction in water flows in to the river basin will 
also exacerbate seawater ingress caused by rising sea levels. This 
could have dire consequences for Bangladesh’s population, half 
of which live on less than US$1 a day and 46 percent of whose 
children are malnourished. 

WATER
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Water availability in Asia

The availability of clean, affordable water will affect corporate 
investments in agribusiness and livestock in the region. In regions 
such as north-western India and eastern China, water shortages 
will hinder growth of agriculture and productivity.

In the context of their respective land masses, China and India 
appear to have significant freshwater resources, but per capita 
water resources are low compared to countries such as Malaysia, 
Thailand or Vietnam, which have relatively more abundant natural 
freshwater.

Figure 14: Summary of renewable natural freshwater resources by 
country (m3/p.a) and total actual renewable water resources per 
inhabitant in Asia (m3/year)

Source: FAO Aquastat 37, 38

Use of “blue water” and “green water” in agriculture

In terms of water use in agriculture, there is a critical distinction 
between different sources of water. Blue water is withdrawn from 
rivers, lakes and aquifers, while green water is the flow that primarily 
causes rain, much of which is generated by transpiration from 
plants and the evaporation of soil moisture. Sources of blue water 
are subject to depletion, with rivers potentially running too low, 

lakes drying out and aquifers draining, drawing up groundwater, 
factors that lead to soil salination. On the other hand the green 
water flows used by agriculture, essentially rainfall, cannot be over-
used, but may be too variable for use by farmers, either due to 
drought or flooding.

The following map sets out the different sources of water for use 
in agriculture. It indicates that irrigation plays a highly significant 
role in India and China, while South East and Pacific Asia primarily 
use rainfall. This corresponds to the presence of rainforests, which 
cycle huge volumes of water. It highlights that India and China face 
the problems of water depletion considered below, while changing 
rainfall patterns due to climate change and deforestation are a 
greater source of long term concern from a water perspective in 
other areas of Asia considered in separate sections.

Figure 15:  Water management in agriculture

Source: International Water Management Institute, 
“Comprehensive Assessment for Water Management in 
Agriculture”, 200739

Country Quantity

China 2840

India 1900

Indonesia 2838

Malaysia 580

Philippines 479

Thailand 439

Vietnam 884

Singapore 0.6

South Korea 70
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Water depletion in India

India is one of the countries most at risk from overuse of its water 
resources. While India has seen significant expansion in agriculture, 
including growth in output of total food grains of 38 percent in the 
20 years before 2009, to a total of 234.47 million tonnes,40 this has 
been at the expense of its water table. The World Bank estimates 
that 15 percent of India’s food is grown using non-renewable 
sources of groundwater.41 Statistics released by NASA in 2009 show 
that this is a significant problem in northwest India, where aquifers 
lost 109 cubic km of water between 2002 and 2008.42 

Figure 16: The map shows groundwater withdrawals as a 
percentage of groundwater recharge. It is based on state-level 
estimates of annual withdrawals and recharge reported by India’s 
Ministry of Water Resources43

Source: NASA images, credit: Matt Rodell44

As water tables lower, there is an increasing requirement for 
electricity to pump the water. Much of this cost is subsidised by the 
government, nevertheless, given the growing difficulties in meeting 
electricity demand, there will likely be an increase in questions 
challenging the viability of this arrangement. Instances of water 
depletion can also give rise to conflict, where different users have 
different access to energy or pumps and may not all be able to 
utilise water from deeper underground. In many areas the drops 
in water tables are not recoverable as the change leads to soil 
salination. The Coca-Cola case study shows how water can become 
material to companies, even when it barely registers on the cost 
line.

Case study: Coca-Cola in India and water use by 
multinationals 

In 2004, Pepsi Bottling and Coca-Cola were forced to close down 
four year-old plants in Kerala, South India, because local farmers 
and residents complained that the facilities were ‘stealing’ their 
water. Despite protests from Coca-Cola that shortages were being 
caused by poor rainfall, public sentiment forced Kerala to ban the 
company from producing in the state. By 2007 Coca-Cola realized 
that water conservation initiatives were its ‘license to operate’ in 
water scarce areas and the company issued a water conservation 
policy that stated: “Our global goal is to safely return to nature 
and to communities an amount of water equivalent to what we 
use in all our beverages and their production by 2020.” The goal 
was reiterated in their Water Stewardship Report released in 2011, 
which contains projections on the way to meeting that goal.45 

Water depletion in China

In China, water issues are highly regional, with renewable water 
resources in some river basin areas of the southwest of up to 
25,000m2 per inhabitant compared to 500m2 in the Huai and Hai-
Luan river basins in the north. Overall the north has one fifth of 
China’s water, yet this area, which includes the Huang, Liao, Hai 
and Huai rivers contains around two thirds of China’s cropland. The 
demand for irrigation, together with urbanisation and industrial use 
has led to significant water shortages. In 1972, for the first time, 
the Huai river failed to extend to the sea and in subsequent years 
the problem worsened considerably. However, since the adoption 
of a river basin approach to river management in 2000, the Huai 
has consistently reached the sea.46

Drops in 
water tables 
are often not 
recoverable 
because 
the change 
leads to soil 
salination
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North and northeast China, the country’s ‘bread basket’, produces 
nearly 25 percent of its total annual grain output, or 510 million 
tonnes annually, which is more than the total grain production of 
Brazil. This region is poorly irrigated (only 28 percent of northeast 
and 58 percent of northern China is irrigated) and prone to droughts. 

Analysis by the consulting firm, McKinsey and Company, shows 
that the central government needs to spend RMB 16 billion (US$ 
2.4 billion) each year through 2030 towards adequate irrigation, 
soil conservation and seed engineering to mitigate the potential 
effects of drought caused by climate change. The study suggests 
that China could avert as much as 50 percent of expected crop 
losses if it adopts these measures.47  

While the Huai example highlights how strong river management 
can significantly improve water availability, challenges to food 
production remain and drought affects around 15.3 million hectares 
per year or around 13 percent of total farming land. This is already 
leading to Chinese buyers looking for land in other jurisdictions, 
particularly in Africa, as discussed in the land rights section under 
social impacts.

Projected water shortages in India and China

With water depletion issues already a significant concern in some 
regions, projections for demand in India and China indicate that the 
story of water as a constraining factor is only just beginning. The 
following table sets out the aggregate gap between available supply 
and water demanded in India and China.

Figure 17: Projected water shortages in Indian and Chinese 
agriculture

Source: 2030 Water Resources Group, ‘Charting Our Water 
Future’ Executive Summary 200948

Growing taste for meat drives water usage

Much of the increase in agricultural demand for water comes from 
meat production, which is significantly more water intensive than 
other forms of food. Current meat production practices require four 
times the amount of water per kilogram of meat than an equal 
amount of grain, and Asians are eating an increasing amount of 
meat. In 1985, China consumed an average of 20 kg of meat per 
person per year; by 2010 this was up to 50kg and rising. This 
difference translates into an additional 390 km3 of water required 
per year, almost as much as total water use in Europe.49 

Figure 18: Water consumption per food product

Source: The First World Water Development Report, data from 
1997 FAO study.50

This shift in diet to meats is based on a variety of factors including 
taste and the status that meats confer and so rarely reverses 
during the period of rising wealth and urbanisation. However, there 
are significant cultural differences, with India having significantly 
lower levels of meat consumption due to religious prohibition. 
There is also an apparent growth in vegetarianism in Europe 
as the various implications of meat production for health, the 
environment, hunger and animals are better understood. This has 
gained increasing support following calls by prominent scientists 
and public campaigns for a reduction in meat consumption to assist 
with the mitigation of climate change.51

Varying water requirements for different crops

Aside from meat production, different crops also have very different 
water requirements. The Asian preference for rice over wheat 
drives significantly higher water usage. While soybean has a high 
footprint, it is also a source of protein and so should be compared 
with the footprint of meats.

Product Equivalent water
(m3 per kg)

Fresh beef 15

Fresh pork 5.4

Poultry 6

Cereals 1.5

Citrus fruits 1

Palm oil 2

Pulse, roots and tubers 1

http://www.unesco.org/water/wwap/wwdr/ex_summary/index.shtml
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Water efficiency depends on agronomic practices

Water usage for the same crop differs across countries, depending 
on farming practices and local environmental conditions. For 
example, it takes at least three times as much water to grow maize 
in India as it does in America or China. This highlights significant 
opportunities to improve water inefficiencies that result from 
outdated agricultural practices.

Management of irrigation systems is a critical part of the problem. 
Farmers with more capital can typically afford to spend on ‘bed and 
furrow’ drip irrigation or microdrip systems instead of simple but 
inefficient gravity-fed irrigation systems. 

Figure 20:  Average amount of water required to grow crops (per 
thousand m3/tonne) 

Source:  ‘Sin aqua non’, The Economist, April 200954

Water pricing is a backstop for providing solutions

Competition for access to water, and especially clean water, often 
has to do with the fact that the water price does not reflect the true 
cost of obtaining it. Although many parts of the world are enduring 
serious water stress, pricing can be a very political issue. Many 
governments subsidise water to protect lower income populations, 
including farmers, from exorbitant prices. This incentivises farmers 
to grow water-intensive crops that they would not choose to grow 
if water was correctly priced. 

Growing crops suited to the local climate, for instance planting 
sorghum instead of rice or wheat in drought prone areas will 
help conserve water. In Asia, rice, sugarcane and wheat are the 
‘thirstiest’ crops (after non-food cotton, which is even more water 
intensive than these three crops).52 

Figure 19: Average water footprint (m3/tonne) and global 
production

Source: Waterfootprint.org53 

*Raw sugar has an average water footprint of 1666 m3/tonne

0 500 1000 1500 

Rice, Paddy 

Wheat 

Maize 

Soybeans 

Sugar cane* 

Millet 

Oil palm fruit 

Potatoes 

Global production  
(million tonnes/yr) 

Global production 
(million tonnes/yr) 

0	   1000	   2000	   3000	   4000	   5000	  

Rice,	  Paddy	  

Wheat	  

Maize	  

Soybeans	  

Sugar	  cane*	  

Millet	  

Oil	  palm	  fruit	  

Potatoes	  

Average water footprint  
(m3/tonne) 

Average	  water	  footprint	  
(m3/tonne)	  



© Responsible Research 2011 | Issues for Responsible Investors | 38 This report and its contents are the work of Responsible Research Pte Ltd.
No reproduction or distribution is permitted without written consent.

According to Global Water Intelligence author Christopher Gasson, 
“The long-term growth prospects of the water sector are blighted 
by the fact that water, in general, is sold for far less than it costs 
to treat and deliver.”  

In China, urban households pay only about one percent of total 
family income for water and sewage services, low by international 
standards. The equivalent world average is two to five percent, 
which is not high, but China’s average is far below the global norm.  
(We wish to note, however, that some local governments in China 
have already enacted different rate structures for agricultural users 
to reflect the true value of water.) But as water shortages intensify 
in India and China, the price of water is likely to rise, affecting the 
food industry and consequently society, both through higher raw 
material costs as well as due to the water used during processing 
and packaging.

Case Study: Scope for a virtual agriculture water strategy 
in China55

China’s agricultural sector is under stress from two competing 
trends: (a) increasing competition from the industrial and domestic 
sectors and (b) ensuring food security in a scenario where water 
is increasingly scarce and the population is increasing its calorific 
intake. A virtual water trade strategy refers to an approach in which 
water scarce countries alleviate their water shortage problems by 
importing food, and its associated embedded water, from other 
countries.

While China has thus far not implemented a deliberate virtual water 
strategy, its net virtual water imports have unconsciously and 
dramatically grown in the past decade. The Chinese government has 
prioritised food security and has therefore encouraged a reliance 
on domestic production. Despite this, China’s total net virtual 
water import from crops in the past decade grew to unprecedented 
levels. On last account, in 2004, net virtual water import from crops 
reached 78.1 km3/year or equivalent to 11 percent of the total 
requirement for domestic crop production in 2004. Some of this is 
attributed to a degree of relaxation of state intervention in imports 
of crops such as soybean, which is a water intensive crop since 
1995. 

Figure 21: Virtual water import and export of different crops in 
China (1961-2004). Red lines indicate virtual water import; green 
lines indicate virtual water export

Source: Liu et al., Water International 200756

Should the Chinese government deliberately reduce the level of 
state intervention related to a reliance on imports, the pressure on 
scarce water resources within the country would be eased. This will, 
however, dramatically increase virtual water imports to China from 
other countries. Moreover, China may also prioritise the production 
of fruits and vegetables at the expense of grain and cash crops. This 
strategy could result in higher value of agricultural output, greater 
utility of abundant Chinese labour and reduced water intensity of 
domestic agricultural production. 

Solutions for the pending water crisis

There is a range of different solutions available for improving 
water management and ensuring water resource security. Some 
of these are organisational, such as water pricing, others require 
significant large-scale infrastructure, while others require small-
scale investment by a large number of farmers. 
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The cost curve for improving water availability in India highlights 
the dichotomy between large and small scale investments. The 
vast majority of low cost improvements in water management are 
in agriculture and require the collaboration of huge numbers of 
farmers. However, investments in supply that can be taken by a 
smaller number of decision makers tend to be much more costly. A 
brief analysis singles out irrigation systems as particularly worthy 
of attention and this is considered in the next section.

Figure 22:  Water availability cost curve for India

Source: 2030 Water Resources Group57

It is also worth noting how this chart highlights the benefits of 
simple agronomic improvements, many of which generate positive 
financial returns, and should be considered in advance of other 
higher technology solutions such as GMOs. This is as relevant 
to companies as it is to government interventions in improving 
water management and so securing access to food. Well-funded 
corporations have a useful role to play in rolling out expertise and 
best practice to their supply chains. A number of case studies are 
shown below.

Case Study: Best practices in water management for 
sugarcane cultivation in India58

The World Wildlife Fund (WWF) and India’s Water and Land 
Management Institute successfully implemented a water 
management project to improve water efficiencies in the Godavari 
Basin (Aurangabad district) of India.

A manual on ‘Better Management Practices’ (BMP) for sugarcane 
cultivation, which was developed and widely distributed among 
farmers by WWF, taught farmers more efficient practices, including 
micro irrigation and straight furrow irrigation, use of bio pesticides 
and integrated nutrient management. The project also encouraged 
practices through training, workshops and field trial plots.

The results are impressive: Sugarcane yields grew by 15-20 percent 
and water savings of 22.08 million m3/year were obtained. This 
helped the farmers achieve additional profits of INR 93.6 million 
(US$2.1 million), equivalent to around a 30 percent increase in 
gross margin. 

Case study: Best practice in tea estate water management 
in Tanzania59

All the water used for irrigating Unilever’s tea estates in Tanzania is 
collected on the estates during the rainy season (when there is little 
inconvenience to downstream users) and stored in reservoirs and 
lakes for use during the dry season. In addition, over 50 percent 
of the land area of the tea estates is conserved as rainforest and 
contributes towards maintaining local weather patterns which in 
turn preserves the water catchment.

In India, a quarter of Unilever factories harvest and two-thirds of 
sites recycle all their processing water, for reuse in manufacturing 
or for on-site irrigation after appropriate water treatment.

Improving Asian irrigation

Around 20 percent of the world’s cultivated land is irrigated and 
every tonne of grain grown on irrigated land requires on average 
1000 m3 of water.60 About half of Asia’s grain crops grow on irrigated 
land. The amount of irrigated land under cultivation in India and 
SE Asia alone has doubled since 1960.61 As growing numbers of 
farmers irrigate their land, water usage will rise.
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Many of the systems in use are inefficient and result in water 
waste. Irretrievable losses of water through irrigation represent 
one third of all water use globally, and Asia’s irrigation systems are 
particularly poor: water losses in Asia average 60 percent compared 
to a third globally (measured as the ratio of water withdrawn to 
water consumed or lost through evaporation on irrigated land).62 

Governments and companies that can harness technologies to 
improve irrigation practices could improve water efficiency in 
India by 30 percent, according to the International Commission 
on Irrigation and Drainage (ICID). If rain and flood water in India 
could be stored and diverted for use in agriculture over the dry 
months that would add tremendously to the country’s capacity to 
irrigate land.

New and, as yet, unexplored methods of better water management 
could go some way in extending the available freshwater supply. 
With improved water management, the ICID believes that 75 
percent of the additional food that is needed over the coming 
decades could be obtained by improving productivity of the world’s 
low-yield farmers by up to 80 percent of what high-yield farmers 
get from comparable land. 

Case Study: Driptech expands as China gears up to spend 
US$600 billion on water conservation

Source: Fast Company, March 2011

As China prepares to invest $600 billion in 10 years in water 
conservation, the for-profit social enterprise, Driptech, is 
aggressively expanding its Asian operations. 

Driptech was started in 2008 by Peter Frykman based on ideas 
generated in Stanford University’s popular Design for Extreme 
Affordability class. Smallholders are offered low tech, inexpensive 
simple polyethylene plastic punched with holes where water goes 
directly to the roots of crops, rather than flooding entire areas, 
reducing water wastage by around 30 percent. 

Driptech is expanding through retail and distribution partnerships 
with NGOs, government, and the private sector. The company is 
looking to scale very quickly in India and China, where they are 
starting with pilot projects with the Shanxi provincial government. 
As all the end users have different requirements, Driptech is focused 
on swift product upgrades and customized end user improvements.   

Source: Driptech.com 
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Collaborative groups to water management problems

There are a number of collaborative approaches involving 
governments, NGOs and investors. 

The investor backed CDP Water Disclosure provides data from the 
world’s largest corporations to inform the global marketplace on the 
commercial opportunities and investment risks related to water. 
The project focuses on water-intensive sectors and industries 
exposed to water-related risks, and aims to use the data to drive 
investments into sustainable water use.63  

The CEO Water Mandate is a public-private initiative designed 
to assist companies to develop, implement and disclose water 
sustainability policies and practices.  Their strategy recognises 
that increasing the materiality of water disclosure can empower 
the business sector to engage sustainable water practices in their 
direct operations, supply chain and watershed management, public 
policy, community engagement, and transparency.64

The Nature Conservancy, an NGO, is working on a water efficiency 
plan called the Blue Water Certification Program, which aims to give 
companies and businesses a seal of approval (similar to the Fairtrade 
symbol). The Alliance of Water Stewardship (AWS)65 was launched 
as a new global water stewardship programme to recognise and 
reward responsible water managers, corporations, the agriculture 
industry, cities, and water authorities for sustainable use of water 
resources. The Nature Conservancy claims this to be the first such 
program for water.66 The objective of AWS is to work with water 
authorities, industries, local communities and environmentalists to 
establish a voluntary certification programme for water managers 
and users based on the following parameters:

1. International standards developed through an equitable, 
inclusive, transparent, science-based, multi-stakeholder 
process 

2. Verification to determine whether the standards have been met

3. A global brand that allows managers, users and organisations 
to demonstrate their compliance with or support for water 
stewardship

4. Training and education to promote achievement of water 
stewardship

While leading companies are engaged on the issues, water 
management frequently requires a collaborative approach, as, for 
example, if only one user of a depleting resource is efficient, the 
resource may still deplete. Forward thinking investors can play a 
key role in the stewardship of their investments by encouraging 
them to participate in collaborative efforts such as the above.

Most investors have yet to fully assess the effects of the physical 
impacts of climate change on their portfolios. It is nevertheless 
an increasingly important factor with dramatic implications for 
agriculture and the food industry over the next few decades. 
While extreme weather, which is exacerbated by climate change, 
wrecked havoc on global wheat, cotton and coal markets last year, 
driving prices sharply higher, climate change actually has a variety 
of relevant effects on supply, many of them long term.

Climate change has particularly strong links with water supply. 
India and China face long terms challenges from climate change, 
as the water issues are frequently linked to irrigation from “blue” 
water sources. Nevertheless India, along with most of the South 
East Asian countries will also be subject to altered weather and 
particularly to disruptions to the normal functioning of the monsoon. 

Key risks specific to Asian agricultural production, as highlighted 
by the Intergovernmental Panel on Climate Change (IPCC) in their 
2007 fourth Assessment Report include67:

1. Serious risk of flooding as sea levels rise: Asian deltas are far 
more vulnerable than other parts of the world, due to densely-
populated and low-lying areas, which already face other 
challenges such as tropical storms or local coastal subsidence. 
This will directly affect fish farming and indirectly affect farming 
yield as water salinity increases and land erodes. For example, 
salt water from the Bay of Bengal has apparently penetrated 
100 km or more inland along tributary channels.

2. Glacier melt in the Himalayas is projected to increase flooding, 
and to affect water resources within the next two to three 
decades. This will be followed by decreased river flows as the 
glaciers recede.

3. Wetlands in delta regions of India and China are drying up due 
to droughts and lack of precipitation.

A detailed assessment of prospects from the International Food 
Policy Research Institute (IFPRI) highlights the extent of the 
problems, estimating declines in agricultural productivity in the 
Southeast Asian region up to 15–26 percent in Thailand, 2–15 
percent in Vietnam, 12–23 percent in the Philippines, and 6–18 
percent in Indonesia.68

CLIMATE CHANGE 
IMPACTS
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The broad ranges illustrate both the difficulty of modeling and the 
pace with which new work is being undertaken to understand the 
implications of climate change on food. One of the key factors not 
taken into account is whether or not CO2 fertilisation is taken into 
account.

Over the next forty years, climate change is expected to affect 
rice and wheat yields in Asia more than in any other region. This 
is largely because small-scale Asian farmers are more dependent 
on timely and adequate rain for successful harvests. Poorer 
Southeast Asian countries located within the tropical belt such as 
the Philippines, Vietnam and Cambodia will be most affected. The 
probable impacts include productivity loss, drought risk, varying 
monsoon pattern and shifting crop cycle. 

Climate change is expected to affect rice and wheat yields in Asia 
more than in any other region. 

Since most of the agricultural products in South East Asia are 
climate-dependent plants, the impact will be widespread. For 
example, rice is a staple food product in South East Asian countries 
and its cultivation is very dependent on climate conditions and 
water resources. Any loss of productivity in rice production will 
cause socioeconomic problems and have implications for food 
security in the longer term. 

In addition, a recent United Nations (UN) report on climate change 
forecasts a 28 to 58 cm rise in sea levels along Vietnam’s coast 
by 2100. Vietnamese scientists say that this could submerge one-
eighth of Vietnam’s land area, and cause erratic changes in weather 
patterns.69

Indonesia, which has plentiful supplies of water, is nevertheless 
susceptible to climate change. Over a two year period ending in 
2005, the Indonesian government reported 1,430 natural disasters, 
including floods, landslides, and other geological disasters.70 The 
UN 2010 Asia Pacific Disaster Report ranks Indonesia fourth among 
Asia Pacific countries that have been hit by natural disasters 
from 1980 to 2009.71 The UN also ranks Indonesia 3rd out of 153 
countries for susceptibility to earthquakes and first out of 265 for 
tsunamis.72

A study published by the journal Nature in September 2010 suggests 
that climate change could reduce rice, wheat and soy harvests in 
China by a fifth by 2050.73 The study, headed by Peking University 
environmental scientist Shilong Piao, said that China’s climate “has 
clearly warmed” over the past half century, gaining an average of 
1.2 degrees Celsius since 1960. 



© Responsible Research 2011 | Issues for Responsible Investors | 48 This report and its contents are the work of Responsible Research Pte Ltd.
No reproduction or distribution is permitted without written consent.

The following map shows graphically a number of early indicators 
of the challenges climate change will bring to Asia.

Figure 23: Early indications of the effects of global warming

Source:  UNESCAP, UNDP74
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The following table summarises many of the key effects. Food 
productivity is influenced by changes in both the means of 
temperature and precipitation, and in their variability (extreme 
events). There are also a number of indirect factors such as changes 
in pest behaviour, ozone damage and, on the positive side, CO2 
fertilisation in which higher levels of CO2 can boost plant growth 
and also help with water retention for some crops. These effects are 
summarised in the following table. 

Figure 24: Summary of climate change effects on crop production

Change 
type

Specific 
factor Implication Explanation Examples

Direct: 
mean 
change

Higher 
temperatures

Negative 
overall, positive 
higher latitudes.

Likely increases in 
available cropland in some 
parts of the world, but 
becomes too hot closer to 
the equator. Specific local 
level effects are unclear, 
though likely to force 
significant adaptation. 

Russia and Canada 
likely to have increased 
cropland. Scotland likely 
to have increased growing 
season and yields.
Estimated that 2°C local 
warming in mid-latitudes 
would increase wheat 
yields by 10% but would 
have the opposite effect 
at low latitudes.

Direct: 
mean 
change

Precipitation 
changes

Differences 
in climate 
models too 
great to form 
firm overall 
conclusion.

High latitude precipitation 
likely to increase, 
particularly in tropical 
latitude.
Seasonal precipitation 
may be more important 
than mean precipitation. 
Increased evaporation 
rate at higher 
temperatures likely 
to increase irrigation 
requirements.

In India, expected weaker 
monsoon indicates lower 
precipitation, while higher 
humidity indicates an 
increase.

Direct: 
variability

Extreme 
temperature

Negative Different crops react 
differently and depending 
on the point in the 
life-cycle of the plant. 
Threshold responses will 
spell disaster for some 
crops.

A few days above 32°C 
during flowering reduces 
yields of many crops.
Maize exhibits reduced 
pollen viability above 
36°C.
Rice grain sterility occurs 
at temps in mid 30s.
 In USA yields for corn, 
soya and cotton are 
affected by temps above 
29°C, 30°C and 32°C 
respectively.

Direct: 
variability

Drought Negative Increased likelihood of 
droughts. Individual heat 
waves cannot be linked 
to climate change, but 
the change in probability 
can be.

Crop yield in Ganges 
river basin linked to total 
precipitation during the 
short growing season, so 
sensitive to drought.

Direct: 
variability

Heavy rainfall 
and flooding

Negative Excess water can lead 
to flooding, soil water 
logging, anaerobicity and 
reduced plant growth. 
Can also delay farming 
operations.

Heavier rainfall at certain 
times can influence grain 
quality and leave plants 
susceptible to infection.

Direct: 
variability

Tropical storms Negative, some 
exceptions

Generally destructive, 
agricultural regions 
affected include USA, 
China, Vietnam, India 
Bangladesh, Myanmar 
and Madagascar. Are also 
a significant component 
of precipitation in some 
regions.

Cyclones account for 15-
20% of South Florida’s 
rainfall.
Cyclone Eline devastated 
agriculture in Madagascar 
in Feb 2000, but went 
on to southern Namibia, 
forming a large part of 
that year’s rainfall in a 
semi-desert region.

Indirect 
effect

Pests and 
diseases

Negative There are multiple 
interactions, though the 
majority of these seem 
to result in improved 
conditions for pests.

Increased temperatures 
mean less aphids die over 
winter. Further, aphids 
and weevil larvae may 
respond positively to 
elevated CO2. 

Indirect 
effect

Water 
availability

Positive shorter 
term, negative 
longer term

The way in which climate 
change affects river flows 
is highly significant as 
irrigated land comprises 
less than 20% of 
cropland, but produces 
40% to 45% of crops.
Climate change will cause 
changes in river flow due 
to altered precipitation 
patterns as well as glacier 
melt.

Glacier melt causes 
flooding near term and 
drought longer term.
Precipitation changes 
have different effects on 
different rivers. The Nile is 
likely to flow more in the 
down season, while the 
Ganges and Volga may 
both have higher peak 
flows, possibly leading to 
flooding.

Direct: 
variability

Mean sea-level 
rise

Negative Floods land and causes 
salination. This is 
concerning given that 
many river deltas provide 
important agricultural 
land.

A significant proportion of 
Vietnam’s rice production 
is within 1m of sea level
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Source: The Royal Society75

In response to these trends, companies in Asia are encouraged to 
adapt their business models and monitor supply chains to secure 
robust supplies in the future. This can be helped by taking measures 
such as having multiple suppliers and by establishing procurement 
systems to hedge against sudden price surges and shortages.

Depending on a company’s position in the supply chain, it may not 
be a climate related factor in itself that causes a problem but the 
political response to it.

Case Study: Bangladesh prioritises food security in a 
changing climate

In November 2007, powerful Cyclone Sidr claimed the lives of 
thousands of people in Bangladesh and wiped out a lot of the 
country’s rice crop. A year later, Bangladesh became the first 
country to put together a multibillion dollar strategy on climate 
change, including a plan to boost agricultural production and food 
security in anticipation of more adverse weather. “If one country 
is aware and taking action, it’s Bangladesh,” says Maria Sarraf, 
a senior environmental economist for the World Bank’s South 
Asia region. “While other countries are projecting climate change, 
Bangladesh has already suffered from it.”

Source: World Bank Food Price Watch (February 2011)76

Nearly 80 percent of potentially arable land is now under cultivation 
across Asia. Shifts in population and changing environmental 
conditions are straining land availability. In China, the amount of 
land under cultivation has declined by six percent since 1996,77 in 
part due to urbanisation. This phenomenon is repeated throughout 
the region, with land availability generally maintained by opening 
up new frontiers in Southeast Asian forests.

The following table, with overlapping numbers from a variety of 
sources provides the global context for land use. While 3 billion ha 
are suitable for crop production, the half that isn’t already converted 
lies under tropical forest, which is critical for biodiversity, water 
cycling and carbon storage.

Figure 25: Chart of land distribution and suitability for crop 
production

Source: Various

About 15 percent of vegetated land has degraded, while 20 percent 
of agricultural land is moderately degraded and 6 percent is strongly 
degraded. Drivers of degradation include natural catastrophe and 
human management. Cropland and forest are 20 percent and 42 
percent respectively of the land that is degraded, indicating the 
significance of land use in degradation rates. Some 16 percent of 
land is improving and again human activity can be a determinate 
influence.

The critical question for land is amount per person, with a particular 
emphasis on cropland. India and China are both disadvantaged here 
with such significant population sizes in relatively confined areas.

Indirect CO2 fertilisation Positive This is the largest swing 
factor, as shown in the 
table above. More CO2 
tends to increase the rate 
of photosynthesis and 
improve water efficiency. 
Effects are unequal for 
different types of plant 
and plant physiologists 
give different ranges.

Projections for Africa and 
India show yield loss of 
5% with CO2 fertilisation, 
up from 30% without.
Crop yield increase in 
response to an increase 
in atmospheric CO2 to 
550 ppm: 10-20% for 
sensitive plants and 
0-10% for less sensitive 
ones.

Indirect Ozone damage Negative Ozone can visibly 
damage crops as well as 
reduce photosynthesis 
and accelerate leaf-
senescence.

Levels are reducing in EU 
and North America, but 
increasing in Asia. There 
are few studies in Asia. 

LAND AVAILABILITY

Billion Hectares

Total land cover 14.7

Suitable for crop production 3

Cultivated land area 1.4

Forested area 4

Tropical forests 2

Pastures 4.5

Agricultural area 5.0

Vegetated land 11.5



© Responsible Research 2011 | Issues for Responsible Investors | 54 This report and its contents are the work of Responsible Research Pte Ltd.
No reproduction or distribution is permitted without written consent.

Agricultural area overall increased from 4.5b ha in 1960 to around 
5b ha in 2001. Of the close to tripling in world food production 
over this time, 22 percent is put down to expansion of harvested 
area, indicating significant land use change within agriculture, while 
78 percent is due to yield increases. The relative contribution of 
increased land use has varied significantly by region. In developed 
countries land use has remained static or declined with increased 
production due to the application and spread of technology. Likewise 
in Asia, 80 percent of output growth was yield derived, contrasting 
with Sub-Saharan Africa with 34 percent. 

The following table indicates the proportion of increased output due 
to land use, cropping intensity and yield increases.

Figure 26: Explanations of increased agricultural outputs

Source: The Royal Society78

Demand for cropland is a derivative of many other factors and 
while estimates vary there is a clustering of projections between 
10 percent and 20 percent out to 2050. Satisfying demand would 
have obvious benefits but would reduce the area available for 
unmanaged ecosystems, such as natural forests and marshy land, 
which offer economically valuable (although, to date, externalised) 
services such as carbon sequestration and air cleansing.

It is worth considering this alongside deforestation statistics. 
Globally these are around 15m ha per annum gross, with aggressive 
planting resulting in a net figure near 8m ha. The gross figure is 
relevant though, given that forested area takes a long period of 
time to recapture carbon, while biodiversity and ecosystem services 
may not recover.

Based on calculations in the following section, the predicted global 
biofuels increase to 2035 would displace a further 2.5 to 4.5 percent 
of cropland area to produce around 3 percent of projected 2035 
crude production. 

The role of livestock is also critical in the land equation. Meat 
represents around 15 percent of human diet, but approximately 
80 percent of agricultural land is used for animal grazing or the 
production of feed and fodder for animals,79 though not all of this 
land could support crops. 

Recognition of the shortage of available land has led to a spate of 
purchases of agricultural land by Asian governments and companies, 
in a phenomenon known as land-grabbing and described in the 
land-rights section. This issue receives particular focus on the 
occurrence in Africa, where incidents have dispossessed peasants 
and indigenous people from their lands.

Land ownership arrangements within Asian countries are a major 
factor in productivity. The Communist Party in China amended 
rules in 2008 that would allow farmers to lease their contracted 
farmland or transfer their land-use rights thus making possible 
economies of scale.80 Whilst China’s 800 million farmers own their 
produce, farmland in China is still collectively owned and parcelled 
out in 30-year leasing contracts.81 Allowing the transfer of land-use 
rights should allow farmers who are unable to farm to make an 
income from leasing and allow prospective farmers to collate land 
for farming and gain economies of scale. This should also allow 
new investment and help improve productivity from agriculture by 
allowing consolidation of farming.
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Energy is a major input into food production and consumption, with 
a contribution at each stage of the value chain. Energy use at the 
farm has grown particularly sharply since industrialisation, where 
mechanisation replaced human labour. Oil is a significant source 
of this energy and is also the base for other chemicals involved 
in industrial agriculture including pesticides, herbicides, fungicides 
and certain fertilisers. The availability of cheap, reliable oil and 
energy supply therefore underpins food manufacture.

In addition to its role in the supply of food, oil is a demand factor 
for certain food crops that can be converted into biofuels including 
corn, palm oil and sugar cane. 

This combination of relationships results in a close correlation 
between the price of oil and the price of food, with the correlation 
increasing at higher oil prices, because the supply and demand 
factors become more relevant. This can be seen in the chart below.

Figure 27: Relationship between food price and oil price 

Source: index mundi82

The announcement in November 2010 by the IEA that world 
conventional oil production peaked in 2006 at 70 million barrels per 
day is thus of great significance to food production.83 Alternative 
unconventional sources of oil all have downsides: the externalities 
and higher greenhouse gas emissions of the oil sands, such as those 
in Alberta, Canada; the extremely challenging environmental costs 

of offshore oil such as BP found last year in the Gulf of Mexico; and 
biofuels’ threat to food-sector agribusiness. 

Aside from the environmental factors, alternative energy sources, 
with the exception of biofuels, have extremely high capital 
requirements. So while concerns over the unrest in the Middle East 
– ironically over food prices – may only be a short term constraint, 
buoying oil at over $100 a barrel of Brent Crude, the long term 
outlook for oil prices is also that they will remain high.

Within developed markets, food energy use comprises a significant 
proportion of total energy as illustrated by the diagram showing 
the breakdown of energy use in the US market. As industrialisation 
proceeds in Asian markets, together with processing and increased 
use of manufactured packaging materials, the profile of energy use 
is also likely to converge.

As with water markets, government subsidies reduce the price 
impact for farmers and food manufacturers, masking the effect 
and reducing the incentive for efficiency. One example discussed 
previously is in the case of ground water depletion, where pumping 
water to the surface requires ever increasing amounts of electricity. 

Figure 28: Energy used within the US food system (right) relative 
to total US energy usage (left)

Source: Canning et al., 201084

OIL, ENERGY AND 
BIOFUELS
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The profligate use of energy in food production is particularly 
apparent when considering the relationship between energy put 
into the system, predominantly from oil, gas and coal, all fossil 
fuels, and the energy taken out as food. The ratio is around seven 
times.

The case is made particularly strongly by a specific example, in this 
case of a tin of sweet corn. The distribution of energy costs is also 
a partial reflection of the amount of processing that occurs in food 
manufacturing. Here, presumably the energy use for packaging 
is due to shaping the metal. The high level of fossil fuel inputs 
associated with the food industry is also a driver of climate change.

Figure 29: Energy inputs for a 455g tin of sweet corn

Source:  University of Michigan85

Bio fuels

As its economic development continues, Asia will lead the way in 
demand for energy. The region is home to about one percent of the 
world’s proven reserves of oil86 and the IEA estimates that China 
has already surpassed the US as the world’s biggest energy market. 
The energy sector in most parts of Asia is struggling to keep pace 
with the rapid growth in demand and with the IEA stating that the 
global peak in oil supply is behind us, the search is on for solutions. 
Biofuels have stepped in to fill this gap.

Analysts have yet to fully evaluate the environmental impacts of bio 
fuels. Some suggest that bio fuels may be less harmful to produce 
than traditional fossil fuels, while others are concerned that corn- 
or sugarcane-based ethanol are very input intensive and not priced 

to reflect the full cost of inputs like water. Moreover, they compete 
with food use for crops and the land they are grown on.

Bio-crazy?

According to a report produced by Earth Policy Institute, the grain 
required to produce sufficient ethanol to fill up an SUV could feed 
one person for a year.87

Biofuels receive a direct boost as oil prices rise, making them more 
cost competitive (as a rule of thumb, ethanol is profitable when 
petrol costs $3 a gallon in America).88 Biofuels are derived from 
grain, sugar and palm oil and their production has dramatically 
affected the amount and types of food crops grown in Asia. 

According to the IEA, total global production of biofuels is currently 
running at around 1mbpd (million barrels of oil per day) of oil 
equivalent compared to a global oil production of around 80mbpd 
and is projected to grow to 4.4mbpd by 2035.89

Energy used per tin: kcal

Production 450

Processing 316

Packaging 1006

Transportation 158

Distribution 340

Shopping 311

Home preparation 457

Total 3065

Calories in tin of corn 355
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The Institute for European Environmental Policy90 calculated the 
impact of the increase in biofuels use in the EU driven by the 
Renewable Energy Directive (RED), which requires 10 percent of 
fuel to be derived from biofuels by 2020. This is about 26mtoe 
(million tonnes of oil equivalent), compared to around 10mtoe 
used today. Of this, 92 percent or 24.3mtoe is predicted to be 
from conventional agricultural feedstocks.  The growth in biofuel 
of 15.1mtoe splits 72 percent biodiesel and 28 percent bioethanol. 
The impact of this through Indirect Land Use Change (ILUC) can 
then be calculated at between 4.1m ha and 6.9m ha.

These calculations can be used to give a rough indication of the global 
footprint of the IEA’s estimated total growth in biofuels use out to 
2035. In barrels, 15.1mtoe would have to scale up to 111mboe91 
or 0.3mbpd to meet the IEA’s global projection. Estimating that 80 
percent or 2.7mbpd of the rise in biofuel use forecast to 2035 is 
conventional, and assuming the same biodiesel/bioethanol split as 
in the EU, this suggests between 36m ha and 62m ha more land 
would be required for biofuels.

Demand for biofuels has primarily been driven by legislation, 
including in the US, where there are subsidies, and in the EU. 
However, the question of the carbon impacts for sourcing biofuels 
had not been addressed when the legislation was introduced and 
there is now some backtracking in the EU.

China, like the U.S., makes much of its ethanol from corn and is now 
the world’s third-largest producer by capacity, trailing the U.S. and 
Brazil. As early as 2002 China mandated the blending of 10 percent 
ethanol into diesel in nine of its 22 provinces. Due to the food 
price crisis and concerns on the long term sustainable development 
impacts of high levels of ethanol production, Beijing has banned 
new corn-based ethanol refineries, worried that the extensive use 
of corn would push grain prices even higher and eventually require 
expensive imports. China did not meet its production target of two 
million tonnes in 2010 despite revising it down from five million 
tonnes in the previous year. 

In Malaysia, where palm oil is already used as feedstock for 
biodiesel, the government introduced a five percent blending 
mandate in 2007 but has struggled to implement it, saying it 
would delay implementation until palm oil prices fell below MYR 
2,000 (US$590).92 Now, it seems, the government has decided to 
ask petroleum companies to bear the extra cost of selling diesel 
blended with palm oil from June 2012 to drive sales of the green 
fuel after a four-year delay. The biofuels mandate implementation 
aims to support palm oil prices and the smallholders, as part of the 
national sustainable development plan. 

Biofuels are currently primarily used in the auto sector. Future 
demand will likely come from the military, which sees biofuels 
as a way of improving fuel security, as well as aviation, which is 
increasingly recognising the need to address its greenhouse gas 
emissions (though as demonstrated this would have to come from 
3rd or 4th generation biofuels to meet this carbon aim). There may 
also be an increasing possibility of use in electricity generation.

Biomass, essentially timber, is used for heating and cooking in 
most parts of the world and is the exclusive source of energy for 
many people. Biomass derived from agricultural processes can 
be used for electricity co-generation, possibly alongside coal. The 
UK coal fired power station, Drax, for example, has studied the 
feasibility of this. Use in electricity generation would constitute 
a significant extra factor in demand that would compete for land 
with other uses. While this may be a complication for food and 
biodiversity, it is better from a carbon perspective to burn biomass 
than coal, which has been locked underground and away from the 
atmosphere for millions of years. This is, of course, dependent on 
the nature of the biomass as some sources, for example peat cut 
for plantation development in Indonesia, lead to the release of huge 
volumes of CO2. Biomass with Carbon Capture and Storage (CCS) 
offers genuine potential to reduce atmospheric carbon.
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Increased need for fertilisers strains Asian supply chains

Unless other ways are found to increase agricultural productivity, 
producers will increase their demand for fertilisers and chemicals 
to improve yields. Competition between BHP Billiton and Sinochem 
for a stake in PotashCorp, Canada in 2010 demonstrates how 
large users of fertiliser, such as China, are trying to secure future 
supplies. Sinochem did not make an offer in the end, presumably 
unwilling to act without assurances from the Canadian government, 
while the BHP bid was later blocked by the government for not 
being in Canada’s long-term interests.

Industrial fertilisers are generally made of three key constituents: 
nitrogen, potassium and phosphorus. Although the world has 
sufficient sources of potassium, debate has increased over 
potential shortages of phosphorus.93  Phosphorus makes up around 
12 percent of all commercial fertilisers and, although technically it 
is renewable, it takes millions of years to return to the soil.94 The 
element can be extracted from waste, but not yet economically.  
Five countries control 90 percent of global phosphorus reserves: 
Morocco, China, South Africa, USA, and Jordan.95 The risk of 
sudden tariffs or export cut backs could affect fertiliser production 
and prices. In 2008, China imposed special tariffs of 120 percent on 
exports of phosphorus products.96 

Rising global demand for seafood in conjunction with more efficient 
fishing strategies have steadily decreased the fish stocks of our 
oceans. Over 80 percent of the world’s fish stocks are fully or 
over exploited. Given that 86 percent of fishers and fish farmers 
worldwide are located in Asia, this is particularly relevant to 
companies involved in the region. Without proactive management 
of this valuable resource the future of Asian and global fisheries 
will be irrevocably damaged, along with the future of the millions 
in the region who depend upon it for employment, food and their 
way of life. 

Despite the decline in stocks, the FAO estimates that the total fish 
caught worldwide is continuing to grow as trawling technologies, 
freezers and acoustic systems fitted on ocean trawlers enable 
bigger catches. Modern methods, while allowing great catch, 
frequently cause a great deal of damage and accelerate depletion. 
Rising demand for krill, a shrimp-like crustacean high in omega-3 
fatty acids,97 demonstrates another problem with overfishing: 
although krill is not endangered, increased human consumption 
could reduce the amount of krill available for sea mammals such as 
whales and seals. Krill are essentially the fuel that runs the engine 
of the Earth’s marine ecosystems.98

Trawlers often catch fish that are not targeted catch or are 
endangered, and these excess fish die in the process. ‘Trash fish’ is 
the term used to describe the hundreds of species of fish unsuitable 
for direct human consumption that are typically caught by trawl 
nets. The use of trash fish is prevalent in Asia and particularly 
practiced in Thailand, Indonesia, Vietnam and China. Trash fish 
fisheries are mainly unregulated and indiscriminate in catching 
large volumes of heterogeneous marine life including sharks and 
other species at risk. There is evidence that these practices can be 
extremely damaging, as can be seen in the Gulf of Thailand.99 

Aquaculture has been the traditional response to declining and 
increasingly volatile wild caught fish stocks but this, too, delivers its 
own ESG risks from pollution and antibacterial resistance, putting 
further pressure on wild fish populations. Climate change is further 
endangering natural habitats, such as mangrove swamps and coral 
reefs, as well as contributing to the increasing acidification of the 
oceans. Immediate problems resulting from the convergence of 
these factors include a loss of biodiversity, reduction in a major 
food source and loss of earnings, particularly to small-scale fishers. 

Unsustainable fishing and aquaculture practices in Asia pose 
significant risks to the delivery of fish and marine products to the 
food processing and pharmaceutical industry and also threaten 
coastal livelihoods. Declining fish stocks will also bring challenges 

FERTILISERS DECLINING FISH STOCKS 
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for the production of fishmeal, the principal input for aquaculture 
and for much fertiliser used in modern agribusiness. 

Fishmeal was once used almost exclusively as a fertiliser, but its 
high nutritional value means it is now prized as animal feed also.100 
In the UK the pig and poultry industries use about 10 percent 
fishmeal input. Anything over that tends to deliver a taste impact 
on the flesh of the animal from the fish oil content. Fishmeal is 
also given to cattle, a market which is growing rapidly in Asia. 
Fishmeal is made from dried fish waste. Oils that become rancid 
are removed, preservatives are added and the material is spray 
dried. The resultant product is high in phosphorous and sulphur 
and is a great choice for leafy plants. Most of the world’s fishmeal 
is made from whole fish; the pelagic species are used most for this 
purpose, which range in size from small coastal foraging fish such 
as sardines to large predator oceanic fish such as shark. Where a 
fishery catches solely for the fishmeal industry, it is known as an 
industrial fishery.

The majority of global institutional investors are unaware of how 
their portfolio holdings, such as supermarkets, food processors, 
agribusinesses and fertiliser manufacturers may impact the region’s 
fish stocks and aquatic and coastal environments. Unlike other 
environmental issues such as water availability, climate change 
and supply chain toxicity, the issue of marine resource depletion 
has been overlooked. However, investors can help to secure long 
term sustainability of fish stocks and improve the long term returns 
for the industry through active ownership and engagement with 
their holdings and by directing capital towards seafood market 
leaders and buyers who deal only in products from sustainable, 
well-managed fisheries. 

According to the FAO, 10 of the top 15 fish producing nations are 
found in Asia, with over half of the global catch (fisheries and 
aquaculture) from Asia. By influencing the attitudes and outlook 
of businesses, governments and individuals an economically and 
environmentally sustainable approach can be developed over time.

Responsible Research plans a report for later in 2011 called The Future 
of Fish, which will identify progressive practices and sustainably 
managed entities, and highlight investment opportunities in the 
sector for investors who adopt responsible investment strategies. 
We hope that increased investor collaboration and engagement 
on this issue will also bring improved policy implementation and 
enforcement of conservation legislation in Asia, through better 
communication between fisheries, regulators, NGOs, bankers and 
investors.

In recent years, wheat rust has presented a threat to Asian wheat 
output. (Wheat accounts for 20 percent of food crop consumption.) 
Wheat rust is a fungal infection that was considered practically 
extinct until it re-emerged in Kenya in 1998. The disease has 
spread 5,000 miles in the last 12 years and is dangerously close to 
India’s main wheat growing region of Punjab. 

Figure 30: Study of wheat rust in selected wheat-producing 
countries

Source: FAO Wheat Rust Global monitoring system, from The 
Economist, “Rust in the bread basket” 1st July 2010101

Wheat rust killed about a fifth of America’s harvest in periodic 
epidemics during the first half of the 1900s.102 Until now, the rust 
has not spread as quickly as experts have feared, probably because 
the conditions are not ripe for it to thrive. Rust’s appearance in 
South Africa means the disease has pushed deep into the southern 
hemisphere for the first time. Westerly winds might blow spores as 
far as Australia, which is one of the world’s top five wheat exporters. 
David Hodson of the UN Food and Agriculture Organisation’s Wheat 
Rust Disease Global Programme thinks it is only a matter of time 

CROP DISEASES
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before the disease appears in Pakistan, with the rust having already 
spread to neighbouring Iran.

So far, no major producer (China, India, America, Russia) has been 
infected. The humid conditions that enable the spread of rust have 
recently been lacking in most regions. But where the weather was 
conducive to its growth, rust destroyed a quarter of the crop and 
affected four-fifths of all farms. Fungicides can offer some protection 
but are expensive and out of reach for many poorer farmers.103 

While scientists have engineered new strains of wheat that are 
resistant to rust, there is a risk that wheat rust will affect output 
and, consequently, prices, particularly in developing economies 
where a lack of institutional capacity makes it difficult to inform the 
thousands of small-scale farmers on methods to prevent the rust.

ISSUES FOR 
RESPONSIBLE 

INVESTORS IMPACTS
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Toxicity

One of the most emotive concerns of food supply is the potential for 
large-scale pollution from the inputs or by-products of agriculture. 
For example, while fertilisers and pesticides have been instrumental 
in increasing worldwide food production, the run-offs of these 
chemicals and toxins have polluted ground water and caused high 
concentrations of harmful chemicals in soils.

Figure 31: Summary of the environmental impacts of agriculture

Source: Responsible Research 2011

Impacts of food supply chains

While the previous section considered dependencies, in addition 
to these key resource issues, food supply has a number of further 
environment and social consequences that are frequently not 
reflected in the price of food. These include the costs of cleaning 
water polluted from food factory run-off, medical costs resulting 
from the consumption of unsafe or unhealthy foods, and lost income 
from reduced productivity due to environmental damage. 

Clearly, some of these costs are hard to trace directly to food 
production and hard to quantify for investors. However, as the 
costs grow in significance, both in human and economic terms, they 
are increasingly being brought to the attention of the emergent 
Asian middle class as well as cost-conscious regulators.

ENVIRONMENTAL 
IMPACTS

Agricultural process Impact

Tilling & ploughing land

Sediments carry phosphorus and pesticides; silting of 
river beds; loss of habitat and spawning ground.
Tilling releases methane from the soil that contributes to 
global warming.

Use of fertilisers

Runoff of nutrients, especially phosphorus and nitrogen,
causes excess algae growth which deoxygenates water 
and endangers fish.
Nitrate leaches into groundwater, which is a threat to 
human health.
Nitrogen binds with oxygen and becomes nitrous oxide, 
which is 300 times more potent a GHG than carbon 
dioxide and is a major pollutant that causes smog & 
depletes the ozone layer.

Use of pesticides

Negatively affects predators and disturbs the ecological 
balance 
Pesticide residue contaminates agricultural products and  
groundwater.
Pesticides can be carried by wind long distances and  
contaminate far away aquatic systems.
May harm beneficial insects, particularly pollinators such 
as bees

Feedlots/animal corrals Contamination of water with many pathogens (bacteria, 
viruses, etc.) leads to chronic public health problems.  

Irrigation Runoff of salts leads to increased salinity of waters and 
leaching of salts and nitrates into groundwater.

Aquaculture
Release of pesticides and high levels of nutrients to 
surface water and groundwater through feed and faeces 
leads to eutrophication of surrounding waters.
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Weak supervision and poor enforcement of regulations in China 
have resulted in poor environmental stewardship by businesses. 
Fines are almost the sole method of punishment, and are normally 
too small to  serve as a deterrent. 

The maximum fine for severe water pollution is RMB 1 million, or 
roughly US$140,000, whereas  the fine for air pollution is around 
half that figure. In most cases, polluters are fined below RMB 
100,000 (US$14,000), and no more than once a month.

In another example of corporate pollution, also in November 2010, 
the Meihua Group was accused of causing severe pollution in Bazhou 
City in Hebei Province. In this case there were reports of high levels 
of pollution coming from a production facility owned by Hebei 
Meihua Monosodium Glutamate Group. The reports suggested that, 
since 2009, the facility has caused serious air and water pollution, 
which contaminated drinking water and farmlands. The criticism 
may have contributed to the postponements of its plans for an IPO 
at the time. The listing finally happened only through the injection 
of Meihua Monosodium Glutamate Group assets into another listed 
vehicle, the Wuzhou Minovo Co., Ltd. which was an electrical 
equipment manufacturer. In December 2010 this company was 
acquired by Meihua Bio-technology Group and, in March 2011, 
the transaction was approved by China Securities Regulatory 
Commission. Subsequently the listed vehicle changed its name to 
Meihua Group.109

Earlier in the year, the Weinan Aowei Food company was also 
accused of polluting drinking water in Weinan. Operations were 
reportedly not using treatment facilities to process their waste. 
Weinan Aowei was accused of polluting the source for drinking 
water in Weinan city and the local environmental protection bureau 
closed down production lines and ordered the company to speed up 
the treatment of wastewater.

Chinese food companies do seem to be accused more frequently 
than others of environmental abuses but we also find cases in India, 
Indonesia and the Philippines, as this next case demonstrates.

China is one of the worst affected by the impacts of environmental 
toxicity from agriculture. Water bodies and their ecosystems have 
been greatly impacted and some will take decades to recover:

• In 2007, there was serious eutrophication of Lake Tai, which 
supplies the city of Wuxi. 70 percent of the local water supply 
became unusable, severely affecting the water use of 2 million 
people.104

• In 2008, the Ministry of Environmental Protection, China 
(MEP)105 reported that over 45 percent of the 26 lakes and 
reservoirs under national monitoring programmes on their 
nutrition state suffered from eutrophication.

• Northern China’s largest natural freshwater lake, Lake 
Baiyangdian, is drying up and grossly polluted.106

• Over one third of fish species native to the Yellow River are 
locally extinct due to damming or pollution. The blame has 
largely fallen on the 20,000 chemical factories, most of which 
are along the Yangtze River, which are dumping only marginally 
controlled pollutants into China’s rivers.107

There have been many cases recently where companies’ reputations 
have been damaged in the Chinese market and elsewhere due to 
careless treatment of the environment by local food production. 
In November 2010, for example, Nestlé was accused of air and 
noise pollution at its coffee production factory in Dongguan, 
Guangdong province. The company received complaints from local 
residents regarding noise and the odours allegedly produced by 
the plant. Previous reports from July 2009, suggested that Nestlé 
was proposing to build another coffee plant, but the proposal was 
strongly opposed by local residents.

Case study: Chinese environment agency fines MNCs for 
pollution108

The Chinese State Environmental Protection Administration, now 
the Ministry of Environmental Protection, exposed persistently 
polluting multinational companies such as Pepsi, KFC, Carlsberg, 
Nestlé, GM, DuPont, and 3M in an investigation in 2007-8. The 
results were part of a wider ongoing probe, which was initiated 
by the Institute of Public and Environmental Affairs (IPE), an 
independent watchdog, and included more than 260 water polluters 
and over 50 air polluters. 
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Case study: Universal Robina received fines for pollution in 
the Philippines110

A court of appeals in the Philippines ruled in 2009 that Universal 
Robina, one of the largest branded food companies in the country, 
was liable for discharging wastewater into the Pasig River and 
affirmed the PHP 1.274 million (about US$28,600) fine issued 
by the Laguna Lake Development Authority. The state agency’s 
pollution division indicated that the water samples taken at the 
company’s oil refinery since 2000 allegedly did not pass the safety 
standards set by the Department of Environmental and Natural 
Resources, and claimed the company dumped waste in the river for 
more than a thousand days. The company says it is only liable for 
560 days and a PHP 560,000 fine (about US$ 12,90).

Farm animal waste is another concern since it pollutes land and 
water resources. Phosphorous excretions of cattle, for example, 
are estimated to be seven to nine times greater than that of 
humans, with detrimental effects on the environment.  Improperly 
disposed of animal waste can pollute rivers and underground 
water. Intensive animal production systems produce high levels 
of nitrogen and phosphorus waste and concentrated discharges of 
toxic materials.112

Another environmentally damaging  industry in Asia is aquaculture, 
which we will focus on more fully in our upcoming report, The 
Future of Fish in Asia. 

Case study:  The real cost of shrimp farming113 

According to The Economist, shrimp farms in Thailand earn an 
average of around US$9,600 in profits per hectare per year. 

Using alternative accounting methods, however, indicates that, for 
each hectare, government subsidies amounted to around US$8,400 
of this profit. Meanwhile, the costs to the environment can reach as 
much as US$1,000 per hectare to mitigate the associated pollution 
and over US$12,000 for losses to ecosystem services, such as the 
loss of fish habitats and vegetation to buffer the land from storms. 
Using mangroves to restore lost vegetation can add value of over 
US$9,000 per hectare. 

The overall lesson is that benefits for an environmentally harmful 
business are generally retained by the private sector, but the 
external costs are spread out across society at large. 

Figure 32 : Commercial shrimp farming threatens precious natural 
coastal defences in Thailand and destroys vital mangrove swamps

Source: AMNH / CBC



© Responsible Research 2011 | Issues for Responsible Investors | 74 This report and its contents are the work of Responsible Research Pte Ltd.
No reproduction or distribution is permitted without written consent.

Deforestation

During the 1990’s, 70 percent of Asia’s land was deforested for 
use in agriculture.114 The use of much of this land for intensive 
farming of annual crops and animal grazing has caused rapid soil 
degradation. One study estimates that in China, misuse of land due 
to overgrazing and lack of planting to preserve topsoil transforms 
1,400 square miles of grasslands into desert each year. 115 

In Indonesia, the situation is dire: over a million hectares of forest, 
mostly tropical rainforest, are destroyed every month and converted 
into land for the production of palm oil. Between 1967 and 2000 the 
area under cultivation in Indonesia expanded from less than 2,000 
km2 to more than 30,000 km2. According to a report in 2007 by 
the United Nations Environment Programme (UNEP), deforestation 
and illegal logging for palm oil are so rapid that most of Indonesia’s 
forests could be destroyed by 2022. Deforestation, soil degradation 
and peat land drainage have also contributed to Indonesia’s rank 
as the world’s third largest emitter of greenhouse gases, after the 
United States and China.116 

However conversion of land to agriculture is still proceeding in 
many developing countries and is likely to continue. UNEP predicts 
that agricultural land area could increase by 25 percent in the Asia-
Pacific region by 2050, much of it at the expense of forests.

Forest conversion is especially associated with a higher incidence 
of certain infectious diseases, including malaria. The clearing of 
land in India’s Shimoga district caused an upsurge in the local 
tick population and an outbreak of Kyasanur forest disease in the 
1980s, the product of a rare virus from the forest.

There are several international certification schemes to avoid illegal 
deforestation – the trouble is that governments are frequently 
unable or unmotivated to enforce these schemes. Improvements 
are needed in land-use planning, law enforcement, and local 
government capacity. Although market driven awareness can lead 
to some successes, campaigns such as those by Greenpeace have 
shown that without government support they soon reach a ceiling. 

There is a silver lining to the increasing global demand for food, 
timber and biofuels: suppliers are under growing pressure from 
MNCs such as Nestlé, Unilever and Wal-Mart to adhere to Western 
regulatory standards, which are often far more stringent than local 
Asian ones. The higher standards coupled with the environmental 
concerns of consumers and activists generate more awareness of 
the issues and pressure on companies to conform. Large companies 
and MNCs also tend to be more responsive than local governments, 
who may be driven by considerations other than protecting forests.

Technology and government intervention could improve the outlook 
for Asia’s forests. With about a billion hectares of degraded land 
available,117 there is enough to boost production without clearing 
forests. But this requires a paradigm shift in thinking that would 
involve a deep understanding of the value of forests and how to 
use the degraded land already available. Crop rotation, minimum 
tillage, and other practices help to restore lightly degraded soils. 
Severely eroded land requires restoration efforts beyond the 
capacity of farmers in most developing nations. Restoration efforts 
can require extensive engineering works, such as deep ditches to 
drain the land and terraces to hold it in place and, for compacted 
land, mechanized deep ploughing and reseeding. Therefore it is 
even harder to engineer these practices in poor countries where 
local communities must plant their crops. In practice, land that 
requires expensive restoration is often simply abandoned.118 

In May 2010, Indonesia agreed to declare a two-year moratorium 
on clearing natural forests as part of a billion-dollar deal with the 
UN-backed effort known as Reduced Emissions from Deforestation 
and Forest Degradation, or REDD. Under the plan, rich countries 
help pay for the preservation of forests in developing countries.119 

Loss of biodiversity

More than a third of the world’s 825 ‘eco-regions’, as identified 
by the WWF, are threatened due to the effects of increasingly 
intensive global livestock production. Aside from causing pollution 
via GHG emissions, livestock production threatens indigenous plant 
varieties, wildlife species and insects. The planting of soybean for 
animal feed and other fodder plantations can also displace wildlife 
from their natural habitats.120 
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Figure 33: Monocultures: Rubber plantation and a tea garden in 
South Yunnan, China

Source: International Year of Biodiversity, Wang Yun121

Asia is an important biodiversity bank and is the location for many of 
the worlds ‘eco-regions’ identified for their high levels of individual 
species in small areas. 

These areas contain geographically distinct assemblage of natural 
communities that

(a) share a large majority of their species and ecological dynamics

(b) share similar environmental conditions

(c) interact ecologically in ways that are critical for their long-term 
persistence.

Biodiversity is affected by a range of different pressures from 
agricultural and food industry activities: habitat loss and 
degradation, pollution, overexploitation, eutrophication and others. 
The industry needs to set standards on its actions to limit these 
pressures along the food supply chain.   

Emissions

There are two major areas of the greenhouse gas emissions from 
food. Those from processing, distribution and consumption mainly 
relate to the CO2 released for energy, while those from agriculture 
include methane from rice cultivation and livestock; nitrous oxide 
(N2O) from fertiliser use; emissions from the change in land use 
(for example deforestation) as well as energy from tractors and 
other vehicles.

The IPCC estimates that agricultural emissions created up to 6.1 
billion tonnes of CO2 in 2005 or up to 12 percent of total manmade 
emissions.  Of this, the contribution from methane accounted 
for more than half and N2O the bulk of the remainder. While the 
actual CO2 from agriculture is relatively low, overall the proportions 
agriculture contributes to manmade releases of methane and N2O 
are highly significant at 50 percent and 60 percent respectively, 
both of these gases being far more warming than CO2.

Agriculture provides a variety of low cost methods of mitigating CO2 
emissions, mainly relating to improved crop and land management 
and restoring organic soils and degraded land. Conservation of land 
areas high in stored carbon, such as forests, grasslands, peat and 
wetlands can also help.
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Considering energy, estimates indicate a fifth of the fossil energy 
we use goes into the global food system. Cornell University has 
calculated that the United States devotes about 17 percent of 
its fossil fuel consumption to the production and consumption of 
food. This is broken down into 6 percent for crop and livestock 
production, 6 percent for processing and packaging, and 5 percent 
for distribution and cooking. Other figures from the USDA  state 
that, in the US example, production agriculture’s contribution to 
total emissions was around 1 percent. 

Finally waste and packaging both present a huge source of 
emissions across the supply chain, as discussed in the next section. 
Spoilage occurs before the retail phase, due to pests and rotting 
and packaging has a role to play here, notwithstanding criticisms of 
excess at the consumer end. Other areas of waste include retailers 
having to throw away food that has passed its ‘best before’ date 
and consumers disposing of excess food uneaten.

To date, few companies involved in food production have begun to 
address the mitigation of climate change. This is particularly true in 
Asia where, although global recommended standards on reporting 
emissions exist, (GRI environmental management frameworks 
and ISO 14064), few Asian companies voluntarily report under 
these standards. The average score for our Asian food universe 
of 41 large and medium cap listed companies on environmental 
reporting, according to the Asian Sustainability Rating™ tool, is just 
12 percent, one of the lowest sectoral scores on record. 

Yet with high fuel prices, controversy over land grabs, and potential 
carbon pricing in the near future, companies have reputational, 
financial and operational reasons for identifying potential emissions 
reductions. Those that do so can offer a compelling and, at the 
current time, differentiated offer to shareholders.

Solutions for agribusiness and food processors to reduce 
emissions in the food supply chain are numerous and varied: 
 
•	 Micro irrigation and fertilisation

•	 Solar panels for green houses

•	 The use of satellite imagery to ensure reduced fertiliser use

•	 Leaving carbon intense peat land intact in tropical areas

•	 Banning burning on agricultural plantations

•	 Feeding fish oil to cattle to reduce methane production

•	 Use of energy-efficient food processing and packaging 
equipments

•	 Alternatives to traditional grains and fishmeal based animal 
feed ingredients (which has high fossil energetic inputs) with 
by-product ingredients from other industries

•	 Biomass gasification projects at food processing plants

•	 Practice low tillage agriculture

•	 Use electric farm vehicles

•	 More agricultural production closer to cities to reduce 
transportation costs

•	 Increase the proportion of seasonal foods sold

•	 Utilise organic methods

•	 Low impact packaging

•	 Recycle food

•	 More processing closer to the farms

•	 Agribusiness and food processors report through CDP on their 
emissions or at least use a carbon calculator to help them 
understand where they can cut emissions and set targets.

Source: Responsible Research 2011

Investors are surprisingly sanguine on the risks. Amongst the 
leaders in terms of considering the interrelatedness of food 
sustainability and climate change are the HSBC Climate Partnership 
and Generation Investment Management, who have selected 
agriculture and climate change as two of their key investable 
themes. 
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Figure 34: Framework for companies to assess climate change 
impacts

Source: Generation Investment Management website

The banks that lend to food companies have begun to realize that 
they need to develop standards and policies to ensure that they 
are part of the solution to mitigating climate change rather than 
exacerbating it. Standard Chartered, one of the global leaders in 
this respect, is concerned about the food sustainability impacts of 
growing food for fuel and has implemented a set of biofuel loan 
principles which include that investee companies should:

•	 Design and operate projects under appropriate, transparent, 
consultative, and participatory processes that involve all 
relevant stakeholders

•	 Develop biofuels that contribute to climate stabilisation by 
reducing GHG emissions as compared to fossil fuels

•	 Ensure to the best of their ability that biofuels production:

•	 Does not violate land or water rights

•	 Contributes to the social and economic development of local, 
rural and indigenous peoples and communities

•	 Does not impair food security

•	 Avoids negative direct and indirect impacts on biodiversity and 
areas of High Conservation Value

•	 Does not directly or indirectly degrade or damage soils, 
contaminate or

•	 Deplete water resources, lead to air pollution

•	 Uses any new technology that improves efficiency and 
environmental

•	 Performance in the long term and in all stages of the biofuel 
value chain.

Asian food companies on the whole do not seem to register any 
concern over the prospect of increasing energy prices due to in-
stability in the oil producing nations or to increasing concerns over 
climate change in the region. Generally they have not committed to 
any targets for reduction energy usage within their supply chains 
and owned facilities. Generation Investment Management stresses 
that they are interested in companies who demonstrate a unique 
understanding of:
 
•	 the scale, pace, and nature of physical climate change

•	 regulatory landscape developments

•	 global attitude shifts.
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The following table outlines current carbon reduction commitments 
across Asia. Agriculture accounts for a larger proportion of emissions 
in developing world countries. 

Figure 35: Carbon reduction commitments and reporting in Asia 

Source: KPMG report The CEO Guide to Carbon Emissions 
reporting and management in Asia Pacific, 2010124

Waste

Waste in the modern food industry not only includes post consumer 
waste thrown away by households and businesses who over-
purchase perishables and the excess packaging in modern food 
products, but also the spoilage which occurs during the growing, 
harvesting, transportation, processing and packaging of food items. 

In shocking figures recently published by the WWF, it was shown 
that the water used to produce food thrown away by households in 
the UK amounts to about 6.2 bn cubic metres a year. That represents 
6 percent of the UK’s total water footprint, which includes water 
used in industry and agriculture. Recent figures suggest that in the 
UK alone almost 500 million pots of yoghurt and yoghurt drinks are 
thrown away untouched each year.125 Unfortunately there seem to 
be few comparable studies available in Asia but we can assume that 
levels of food wastage and spoilage are increasing rapidly alongside 
urbanisation. 

Figure 36: Waste and spoilage are pervasive across the food 
supply chain

Source: The Food We Waste, WRAP, 2008126

The World Packaging Organisation (WPO) and the International 
Press Packaging Organisation have highlighted the key potential 
contribution that better packaging could make to sustainability and 
the fight against hunger in the world. They co-authored a report 
that says that large quantities of food are wasted due to “poor 
logistics, storage and packaging purposes, as well as the lack of cold 
chain facilities. “Indeed, in some developing countries, the scarcity 

Country Reporting requirement
Promises / Commitments 
(pending agreements) to 
emissions reduction to the UN

China Mostly voluntary. Some 
municipal governments have 
begun to set energy intensity 
limits that require users to 
report.

Reduce emissions per unit of 
GDP by 40-45 percent by 2020 
compared to the 2005 level. 15 
percent energy from renewables 
by 2020. Increase forests by 40 
million hectares by 2020 from 
2005 levels.

India* Companies are required to 
report their energy use in their 
annual reports 

Reduce emissions intensity of its 
GDP by 20-25 percent by 2020 
compared to 2005 levels.

Indonesia Voluntary 26 percent reduction by 2020. 
Baseline is uncertain

Malaysia Voluntary No submission

Philippines Voluntary No submission

Singapore
Voluntary

16 percent reduction from 
Business As Usual (BAU) by 
2020.

South Korea Green Act requires reporting 
of carbon and energy in 
selected sectors from 2010. 
Independent verification will be 
required.

30 percent reduction from 
Business As Usual (BAU) by 
2020.

Thailand Voluntary 22.5 percent reduction in energy 
emissions by 2020.

Vietnam Voluntary No submission

http://www.guardian.co.uk/science/agriculture
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of processing and packaging technology is estimated to cause a 
loss of up to 50 percent of food production. Meanwhile food is often 
carelessly handled, and between 25 and 50 percent is discarded 
after reaching its ‘best before’ date. Moreover, a staggering 10 
percent of all fruit and vegetables shipped to the EU, worth around 
€10 billion, is destroyed. “Enormous resources go into producing 
and transporting these goods, which are lost partly due to a lack of 
adequate packaging.” 127

As can be seen, the sustainability challenges facing the Asian food 
business in this case are extreme.

Food packaging

The global food packaging industry is worth over US$100 billion a 
year and grows at 10-15 percent a year. Between 10 and 50 percent 
of the price of food can be packaging. In the UK 12 percent of a 
household’s waste comes from packaging and less than 1 percent 
of the billions of plastic bags we use each year are recycled, and the 
majority are used only once. 

Packaging in the food industry is a complex issue; changing practices 
means altering lifestyles and consumption habits. As people live in 
smaller apartments they tend to have less storage space for food 
and therefore require smaller package sizes. As more Asians enter 
cities, work in office environments and drive vehicles, this, too, 
affects the preference for fresh unpackaged food products from wet 
markets. Higher income brackets also bring a desire for more and 
more exotic foods, previously unavailable, and for unseasonal food 
to be available all year round. 

Appropriate packaging is 
necessary to protect food from 
damage, contamination and 
spoilage in transit and in the 
store. Sustainability experts 
have commented that the food 
industry may need more, not 
less, packaging in the future, to 
ensure that food products reach 
those additional mouths by 2050. 
For example, bananas packaged 
in simple Modified Atmosphere 
wrappers will last several times 
longer than in their own skins.

Figure 36: Bananas? Individual 
wrappers preserve shelf life

Food packaging today is mostly about marketing. As food processors 
compete more aggressively for shelf space, the desirability of a 
product is more intimately wrapped up in the packaging presented 
to the shopper, rather than the story of what is inside the wrapper. 
Few consumers in Asia consider the impacts from the toxins and 
pollutants released at every stage in production and transport, or 
how long the packaging will take to biodegrade, or what carcinogens 
will be released upon incineration. 

The most common types of material used for packaging are paper, 
fibre board, plastic, glass, steel and aluminum. Recycling rates for 
these products in Asia are relatively low but are steadily increasing 
as energy, resources and metals increase in price. Paper, glass and 
aluminum are most widely recycled, mostly in the informal sector. 

While some companies are attempting to use recycled or recyclable 
plastic, plastic recycling remains specialized and most of the plastic 
used for packaging ends up in landfills. According to reusablebags.
com, based on calculations extrapolated from data released by the 
United States Environmental Protection Agency on US consumption 
of plastic bags, somewhere between 500 billion and a trillion plastic 
bags are consumed worldwide each year.128

The following chart highlights the various benefits that appropriate 
packaging can bring.

Figure 37: The benefits of appropriate packaging

Source: Euromonitor

http://www.reusablebags.com
http://www.reusablebags.com


© Responsible Research 2011 | Issues for Responsible Investors | 86 This report and its contents are the work of Responsible Research Pte Ltd.
No reproduction or distribution is permitted without written consent.

Excessive packaging

In order to prolong the shelf life of and attract more consumers 
to products, retailers and food companies have resorted to over-
packaging. A survey by Datamonitor across 15 countries showed 
that a majority of consumers agreed that contemporary packaging 
has become excessive.129 In Japan, for example, retailers sell packs 
of cookies that are individually wrapped, packed in a box, and then 
wrapped in two layers of plastic. However even the Japanese are 
becoming conscious of reducing the amount of wasteful packaging. 
Supermarkets are at the forefront of promoting reusable eco-
friendly bags. Lawson, a convenience store chain with almost 8,400 
stores in Japan, launched a month long campaign urging customers 
to make do with fewer bags.130 

A recent survey by an organization representing local governments 
in England found that almost 40 per cent of supermarket food 
packaging is not easily recycled.131 Further, excessive food 
packaging used by supermarkets was undermining householders’ 
efforts to recycle more and adding to local taxes.

Case Study: Singapore companies sign on to the Singapore 
Packaging Agreement 
 
Nestlé Singapore, a signatory to the SPA, received an award at 
the Asia Sustainable Packaging Summit in 2010 for its progress 
towards the reduction of packaging materials. A Nestlé spokesman 
said: “We have saved something like 60 tonnes of packaging 
material per year, and that also translates into tremendous 
savings for us. In the area of energy, we are committed to 
reducing water consumption per metric tonne of product by five 
per cent. In terms of electricity, we’re committed to saving three 
per cent of electricity use per metric tonne of production.” 

Case study: Excessive packaging delivers reputational risk132

In September 2010, The Guardian, a British newspaper, reported 
that a UK local government has launched a landmark legal case 
against Sainsbury’s supermarket for using too much packaging on 
a fresh joint of beef.

Lincolnshire council’s trading standards claim “excessive” wrapping 
around the meat is damaging to the environment. The case 
is believed to be the first time a major supermarket has been 
prosecuted for failing to stay within acceptable levels of packaging.

Trading standards alleged that Sainsbury’s Taste the Difference 
Slow Matured Ultimate Beef Roasting Joint, retailing for £11.99/kg, 
is over-packaged. The head of trading standards at the local council 
said it is pursuing the case because over-packaging is harmful to 
the environment. The joint was vacuum-packed in plastic and then 
further packaged inside a 20cm by 15cm Apet plastic tray. Covered 
with a plastic lid, it was 10cm tall and was wrapped around with a 
printed cardboard sleeve.

Recent Chinese regulation on packaging

In January 2009, China’s Quality Supervision Board (AQSIQ) 
announced new measures governing the size, volume, material 
and cost of packaging. According to AQSIQ’s Secretary, Mr. Liu 
Zhaobin, “China generates huge volumes of solid waste each year, 
a considerable part of this is packaging waste. Each year over-
packaging accounts for losses of more than US$41 billion.”

The new regulations set mandatory standards and controls for 
packaging, including detailed specifications related to packaging 
layers and permitted freespace. For example, the measures require 
that packaging cost be no more than 15 percent of the sale value 
of the product.133 

The regulations also include restrictions on the production of plastic 
retail shopping bags and laws that prohibit colorants and plastic 
additives. To enforce these new regulations, the government 
has also approved legislation that holds directors and senior 
management of companies personally responsible for regulatory 
breaches. It is too early to measure the effect of the new rules.

Moving towards sustainable packing

While there is no definition of what constitutes sustainable 
packaging, the Sustainable Packing Coalition (SPC), an industry 
group focused on sustainable environmentally friendly packaging, 
defines it as packaging that is “sourced responsibly, designed to be 
effective and safe throughout its life cycle, meets market criteria 
for performance and cost, made entirely using renewable energy 
and once used, is recycled efficiently to provide a valuable resource 
for subsequent generations.”134

An increasing number of companies are realizing the impact that 
sustainable packaging has on energy usage, material availability 
and costs. In addition, companies using sustainable packaging 
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report cost savings often accompanied by an improved brand image 
and reputation. 

Figure 38:  Commonly used packaging materials and estimated 
recyclability

Source: A Recycling Revolution135 

Making packaging environmentally friendly requires a partial 
substitution of artificial materials with natural or biodegradable 
materials or recyclable materials, as well as a decrease in the total 
material used. According to a study by AMR Research, 76 percent 
of sustainability efforts are focused on reducing packaging waste.136

Case study: Best practice - Wal-Mart takes the lead on 
sustainable packaging137

The primary goal of Wal-Mart’s Packaging Sustainable Value 
Network is to be packaging ‘neutral’ by 2025. This goal means that 
the packaging recovered or recycled at Wal-Mart stores will equal 
the amount of packaging used by the products on its shelves:

• Remove: Eliminate unnecessary packaging, boxes or layers and 
harmful materials.

• Reduce: “Right-size” packages, optimize material strength, and 
design packages appropriately for contents and merchandising 
requirements.

• Reuse: Wal-Mart has a goal that all transport packaging will be 
reused or recycled by 2011 through improved pallets and reusable 
plastic containers.

• Renew: Use materials made of renewable resources or select 
biodegradable materials.

• Recycle: Use materials made of the highest recycled content 
without compromising quality, including post-consumer recycled 
material where appropriate. 

• Revenue: Achieve all principles at cost parity or cost savings, 
which requires a supply chain approach.

• Read: Get educated on sustainability and how suppliers play a 
part. 

Wal-Mart’s packaging network established a clear target to reduce 
the amount of packaging in their supply chain by 5 percent by 
2013. 

Initiatives in their food business include:

•  All cut fruit and 40 oz. vegetable trays and bags of spinach and 
green onions are now packaged with sustainable material (corn-
based PLA).

• An annual Sustainable Packaging Exposition is hosted where 
approximately 2,000 product suppliers meet with 130 packaging 
suppliers to learn more about sustainable packaging innovations 
and options for their products. 

To promote the development of environmental packaging materials, 
food manufacturers need to expand the innovation networks by 
working directly with suppliers, manufacturers and researchers and 
also competitors.
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Case study: Best practice – Voluntary reduction of plastic 
shopping bags in the UK138

To forestall the threat of legislation or a government-imposed bag 
charge at the checkout, seven large food retailers in the UK agreed 
to cut back on plastic bag use. The stores involved included Asda, 
the Co-operative Group, Marks & Spencer, Sainsbury’s, Tesco and 
Waitrose.

As a result the number of single-use plastic bags given to customers 
has fallen for the fourth year in a row despite sales growth at six 
percent according to the British Retail Consortium (BRC). The 
sustained reduction indicates that customers are permanently 
adopting the habit of reusing their bags. 

Over a trillion plastic bags are manufactured annually worldwide. 
Billions find their way into the marine environment, where their 
lack of rapid degradability makes them a persistent and serious 
threat to marine life. 

The Waste and Resources Action Programme (WRAP) said that the 
decrease by 4.5 billion per year in 2006 to 6.5 billion in 2009/10 
had reduced the amount of material used by 39,700 tons annually.

Figure 39: Some recent innovations & best practices in 
sustainable packaging139

Source: The Sustainable Packaging Design library

Company Packaging Innovation Comment

Kraft

Kraft changed the packaging of its Milka 
milk-chocolate tablet from a foil wrap in 
a cardboard sleeve to a flexible film flow 
pack in Europe. The redesign reduced 
the use of packaging materials by more 
than 50 percent.

Nestlé

A design innovation by Nestlé for coffee 
sold in Japan that responds to cultural 
demand in Japan for refillable containers 
vs. glass jars.

McDonald’s

McDonald’s created the Clamshell to 
replace the standard burger packaging, 
which reduced raw material usage by 
nearly 20 percent.

Unilever

Unilever’s new pouch packaging for 
Bertolli’s Pasta sauce replaced glass 
jars with stand-up pouches that use 
70 percent less material. Hence the 
benefits of transport efficiency are also 
substantial.

Bio-pouch

A Bio-Pouch, made from renewable 
wood pulp, is a flexible package 
designed with a re-sealable adhesive 
strip for easy storage of leftovers. 
The pouch can be composted and is 
biodegradable. 

EarthCycle™

This EarthCycle™ tray provides an 
eco-friendly, biodegradable alternative 
for packaging fresh produce. It is 
made from palm fibre, which would 
otherwise be a waste product and a film 
called Natureflex™, both sourced from 
renewable resources. The label is also 
certified home compostable. 

Jordan’s

A compostable, biodegradable flexible 
pack that can be used for cereal and 
other dry products. Shown here for 
Jordans’ cereal.

Many 

Modified atmosphere packaging 
(“MAP”), which involves modifying the 
composition of the internal atmosphere 
of a package in order to improve its 
shelf life.140

Xolution

Xolution has developed re-closable ends 
for beverage cans - a technology that 
could replace today’s SOT-beverage 
end worldwide (some 275 billion cans 
per year). This technology is usable on 
beverage, food and non-food cans and 
could result in less spoilage and wastage 
overall. 
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Integral to life and society, it is no surprise that the supply of food 
should be central to a huge range of social concerns. The first set of 
issues relate to consumption and the health effects of too little food 
or too much, too rich food. Next is the problem of food contents 
and their labelling. This covers ingredients that are intentionally put 
into foods – additives used to prolong shelf-life or enhance taste 
and those used to enhanced health benefits – as well as the safety 
issues from chemicals that are not intended to enter the foods, 
whether from mistakes in processing or leaching from packaging.

The food chain has a huge labour component from production 
through to processing and serving that exhibits a host of issues, 
including that of child labour. The acceleration in the occurrence 
of land grabbing and the dispossession of people from their land 
is also a consideration. Finally there is the treatment of animals, 
which has become a significant cost factor in developed markets, 
but is an issue that has not yet gained traction in Asia.

In each case the social considerations are increasingly likely to 
exert pressures on companies to change. Whether this is due to 
health authorities calling for relief on their budgets from the rising 
costs of obesity or from the fast growing Asian middle classes 
demanding healthier products, companies that lead on social issues 
have the potential to access new markets while laggards risk their 
reputations.

Access to nutrition 

Over the past few decades increasing prosperity, agricultural yields 
and food and distribution technologies, coupled with a decline 
in food prices in real terms, has led to significantly higher food 
intake worldwide141 and specifically in emerging Asia. While this 
has improved the lives of many millions of malnourished people, 
it is becoming increasingly clear that price decline has also been 
a factor in levels of excess consumption that are fuelling a rise in 
obesity, diabetes and other so-called ‘diseases of plenty’. 

According to the FAO there are still 925 million hungry people in 
the world and 62.5 percent of them live in Asia and the Pacific. 
And, because of the relatively young populations, more than 70 
percent of malnourished children live in Asia. Under-nutrition and 
malnutrition are also underlying causes for the growing number of 
annual deaths from diarrhoea, malaria, pneumonia and measles. 

Progress on poverty reduction since 2000 has been concentrated in 
Asia, especially East Asia, with the major improvement occurring in 
China; whereas in Sub-Saharan Africa, the number of people living 
in extreme poverty has increased. Climate change is increasingly 
seen as a future cause of hunger and poverty in Asia as increasing 
droughts, floods, and changing climate patterns cause crops to fail.

Figure 40: Who is going hungry?

Source: FAO Hunger, 2010142

One of the problems with feeding those who are currently hungry, 
at the bottom of the Asian pyramids, is ensuring they get the right 
food. Modern packaged foods with refined flours and sugars are less 
likely to contain the nutrition which children in particular need. In 
order to reduce the incidence of diseases of poverty, children have 
an urgent need for specific trace elements, vitamins and minerals, 
including vitamin A, iron and iodine.

Responsible investors are looking more frequently at Access to 
Nutrition as an issue for engagement with food companies in their 
portfolios. 

Case Study: Generation Investment Management looks to 
companies for leadership on ‘Bottom of the Pyramid’ issues

Generation Investment Management is an independent, private, 
owner-managed partnership with offices in London, New York and 
Sydney. The firm was co-founded in 2004 by Al Gore and David 
Blood. Generation’s investment approach is based on the idea 
that sustainability factors—economic, environmental, social and 
governance criteria—will drive a company’s returns over the long 
term. By integrating sustainability issues with traditional analysis, 
they aim to deliver superior investment returns. 

SOCIAL IMPACTS
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They have identified food, access to nutrition and sustainable 
agriculture as key investment themes. When reviewing a company 
for their Bottom of the Pyramid (BOP) impacts and strategies the 
Generation analysts look at the following indicators:

Positives:

1. The company has been thinking about the BOP market for 
several years and it has been discussed in depth by the 
senior management team. There is an internal champion.

2. The company is looking for a new leg of growth and is open 
to innovation.

3. The initiative has senior level buy-in and ownership. 
Resource allocation authority lies with a manager on the 
executive committee.

4. The company has identified which non-profit or multilateral 
organization(s) they will partner with. The company can 
describe exactly why they identified and selected these 
partners as well as outline the co-creation strategy in place.

5. The employees involved with the initiative are from a cross 
section of the company and are all allocating time to the 
project. External experts are involved.

6. Decisions are driven by a small group of decision-makers, 
including representatives from partner organizations.

7. The management participates in learning forums and 
shares best practices.

Red Flags:

1. The motivation is a PR move rather than a business decision 
(look out for “BOP-washing”).

2. Partners (such as NGOs) do not like working with the 
company and paint a picture that is inconsistent with what 
the company says.143

Changing diets 

According to research by the FAO, rapid economic growth, 
urbanisation and globalisation are leading to a dramatic shift of 
Asian diets away from staples and from the traditional dominance of 
rice. Food consumption patterns are showing signs of convergence 
towards a Western diet. Globalisation and the consequent global 
interconnectedness of the urban middle class are components in 
this convergence. The rapid spread of global supermarket chains 
and fast food restaurants is reinforcing these trends.144

For example, in August 2010, McDonald’s, reported an 11 percent 
increase in same-store sales in its Asia-Pacific outlets. The company 
attributed the Asia-Pacific gains primarily to strong sales in Japan, 
Australia and China. This was in contrast to a comparable growth 
of 5.7 percent in the US and 5.3 percent in Europe (down from 7.2 
percent in the previous period).145

Rising incomes, more women in the workplace, longer commutes 
and new food formats in Asia are fuelling demand for and supply 
of convenience foods with prolonged shelf lives. Ironically, despite 
rising awareness of the consequences of nutrition, a growing number 
of wealthy Asians are swiftly replacing their traditional healthy diets 
to include a greater proportion of fats and sweeteners. This trend 
delivers disparate ESG consequences: low income groups in Asia 
now have easier access to inexpensive food, but may be consuming 
ingredients proven to be unhealthy, such as highly processed grains 
and trans fats. 

Many processed foods manufactured in Asia contain high levels of 
inexpensive high-fructose corn syrup and trans fats, since these 
ingredients prolong the shelf life of the product. There are few low-
fat, low-sugar or reduced-salt alternatives available to most Asian 
consumers, who are generally still unaware of the dangers of a diet 
rich in refined white flour, sugar, trans fats and MSG. 

According to experts146 there has been a remarkable increase in 
consumption of high-fructose corn syrup, which is much more 
readily metabolised to fat in the liver than glucose. The process can 
lead to non-alcoholic fatty liver disease (NAFLD), which leads to 
hepatic insulin resistance and type II diabetes.147 High levels of trans 
fat found in convenience food also increase LDL (bad) cholesterol 
and, unlike saturated fat, decrease HDL (good) cholesterol. Whilst 
the FDA did not come out with any dietary guidelines or rulings 
on trans fats until 2006, Unilever decided to eliminate trans fats 
from margarines and spreads, and reduce saturated fats from 1994 
onwards. The FDA required trans fats to be labelled in January 
2006. Many Asian food producers are still using trans fats in their 
production processes.
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Food companies have moved steadily towards higher levels of 
processing, in part because processing justifies additional mark-
ups. Breakfast cereal exemplifies this trend. In some of the poorest 
cases, grain can represent only 20 percent of the cost of a box 
of processed cereal.148 The Asian food companies we cover mainly 
manufacture or retail processed food. While processing food has 
increased the choice and availability of a large variety of options to 
consumers, there is growing concern about the number of additives, 
high levels of sugar and fats, and chemicals used in creating some 
of these foods.

Case Study: The Asian love affair with instant noodles

According to a Japanese poll in 2000, instant noodles were the 
most important Japanese invention of the century.149  As of 2009, 
approximately 91.5 billion servings of instant noodles were eaten 
worldwide every year. China consumed nearly half of those at 40.8 
billion packets, followed by Indonesia at 13.9 billion and Japan at 
5.3 billion packets.150 Taiwan-listed Tingyi, and Uni-President in-
stant noodles and beverage manufacturers are market leaders in 
China, with Tingyi (known as Master Kong in China) having a 27 
percent market share followed by Uni-President with a 7 percent 
market share, according to Euromonitor.151 Rapidly growing Asian 
markets include Philippines, and Vietnam, which together are fore-
cast to witness sales of approximately 13.8 billion packs by the 
year 2012.152 South Koreans consume the greatest quantity of in-
stant noodles per capita for a total of 3.5 billion, with Nongshim’s 
ramen the leading brand.153

You are what you eat…154

A typical serving of instant noodles 
is high in carbohydrates but low in 
fibre, vitamins and minerals. Instant 
noodles are typically fried as part of 
the manufacturing process, resulting in 
high levels of trans fats.  Additionally, 
if served in an instant broth, instant 
noodles typically contain high amounts 
of sodium: the US RDA for sodium is 
2300mg, and one serving of a major 
brand of instant noodles contains 
1160mg of sodium. Most Asian brands 

still use monosodium glutamate (MSG) in the noodle soup base, 
although it is normally called something different on the label.

Figure 41: Typical nutritional value of instant noodles 

Source: USDA155 

Obesity and diabetes 

Excess consumption, particularly of ingredients such as high-
fructose corn syrup and trans fats, poses significant health risks for 
much of Asia’s population. Obesity seems “to be the result of many 
motivational factors that have evolved to encourage us to eat, not 
least our susceptibility to the attractions of food and the pleasures 
of eating energy-rich foods – factors which are, of course, all too 
effectively exploited by food manufacturers.”156 

Rising obesity as a result of changing diets and lifestyles not only 
increases the risk of diabetes and heart disease, but also means 

Single serving 
(normally 80g) % of RDA*

Energy 453 kcal 22.6%

Carbohydrates 65 g 21.2%

Dietary Fiber 2.4 g 10%

Fat 17 g 26.2%

- Saturated 7.6 g 38%

- Monounsaturated 6.5 g

Protein 9 g 18%

Thiamine (Vit B1) 0.7 mg 54%

Riboflavin (Vit B2) 0.4 mg 27%

Niacin (Vit B3) 5.4 mg 36%

Folate (Vit B9) 147 μg 37%

Iron 4.3 mg 34%

Potassium 120 mg 3%

Sodium 1160 mg 50%

*Percentages are relative to US recommendations for adults.

http://en.wikipedia.org/wiki/Reference_Daily_Intake
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rising healthcare costs for both individuals and governments. In the 
US for example it is estimated that the costs of medical care linked 
to obesity could be as high as US$150bn.157 

Child obesity is becoming an issue. Approximately 42 million children 
under the age of five are estimated to be overweight worldwide 
as more children in the developing world follow the path of the 
developed countries.158 For example, the World Health Organisation 
found that the prevalence of obesity in young children in Thailand 
has risen from 12.2 per cent to 15.6 per cent in just two years. 
Similarly in Malaysia, recent data demonstrates an increasing 
prevalence in obesity.159

Obesity brings about a host of health problems, both physical and 
psychological. A recent World Health Organisation (WHO) report has 
highlighted that cardiovascular diseases are now more numerous in 
India and China than in all the economically developed countries 
in the world put together. Likewise, diabetes is expected to rise by 
20 percent globally over the next 20 years but in India and China 
the incidences of diabetes are expected to grow much faster. India, 
China, Indonesia, Bangladesh all rank among the top 10 countries 
for global diabetes.

In India, there is a direct correlation between consumption of 
processed foods and soft drinks and the obesity trend. Traditional 
Indian diets, rich in nuts, beans, pulses, whole rice and vegetables, 
berries and fruits, along with raw milk and grass-fed meat for 
the non-vegetarians, are amongst the most healthy in the world. 
According to the Ministry of Food Processing in India, 200 million 
upper- and middle-class are now regularly consuming processed 
food and drinks and another 200 million more were expected to 
shift to processed food in 2010.160

Figure 42: The growth in consumption of processed food in India 
(US$ billions)

 

Source: Ministry of Food processing, India161

Diabetes, the silent killer

In India, as in the rest of Asia, a reduction in poverty has 
corresponded with a rise in unhealthy eating. Forty percent of 
India’s population is below the poverty line compared to 57 percent 
25 years ago, but nearly half of all children under the age of five 
are still malnourished.162 India has the greatest absolute increase in 
cases of diabetes since 2000 with an estimated 50.8 million people 
living with diabetes.163, 164 

China is rapidly catching up. About 43.2 million Chinese adults 
live with diabetes, and a recent New England Journal of Medicine 
study found that nearly 150 million more were showing early 
symptoms due to effects associated with rapid economic growth, 
such as changed diets and more sedentary lifestyles.165 This now 
constitutes a diabetes ‘epidemic’. Diabetes is a condition that can 
lead to cardiovascular disease, already China’s leading cause of 
death. The report added that most cases of diabetes in China 
remained undiagnosed.166

Despite the rapid spread of the disease, the World Diabetes 
Foundation notes that 80 percent of Type 2 diabetes cases are 
preventable with increased physical exercise and diet changes, 
underscoring the lifestyle links between obesity and diabetes.  

Figure 43: Maps show the prevalence of diabetes in Asia amongst 
those aged 20-79. 

Source: Diabetes Atlas 2010167
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These maps appear to show that the most worrisome locations are 
India, Sri Lanka and Malaysia in terms of percentage of population 
affected. However, the International Diabetes Federation projected 
in 2009 that some 435 million people globally would have diabetes 
by 2030 with a large proportion in China. There are many different 
figures in academic and NGO research papers reflecting divergent 
predictions, but all agree that the region is facing a rapid increase. 
A large percentage remains undiagnosed due to poor public 
awareness and limited opportunities for diagnosis.168 

The costs of the diabetes epidemic in Asia are enormous as 
highlighted in the following table. It is surely only a matter of time 
before the economic cost in addition to the social costs prompt 
governments to act.

Source: World Diabetes Foundation169

Food additives

The increase in processed foods has also resulted in a significant 
change to the ingredients consumed. Concerns have been raised 
over a number of the food additives used to achieve longer shelf 
life or enhanced consumer experience. In developed markets, 
the consumer groups, NGOs and doctors have frequently linked 
chemical ingredients or processes to the increasing prevalence of 
a variety of health concerns including heart conditions, cancer and 
obesity. In general it has not proved easy for campaigns to change 
the regulatory status of food additives as the food lobby is wealthy, 
organised and well resourced. Further, studies looking at specific 
chemicals in isolation may be failing to pick up cumulative effects 
or interactions between combinations of the various additives. 
Nevertheless, there have been significant moves in legislation for 
some additives that may translate into regulatory developments in 
Asian markets. Proactive companies will tend to have R&D plans in 
place in anticipation of potential regulation. Sugar, trans fats, high 
fructose corn syrup and MSG are considered below.

Sugar - empty calories and unsustainable practices

Sugar is added to 70 percent of manufactured food170 and the 
over-consumption of sugar in its various forms in modern diets 
contributes significantly to the high levels of obesity found globally. 
The USDA estimates that worldwide sugar consumption increased 
by 1.5 million tonnes in 2010. 

In early 2010 sugar prices reached an all time high due to a 
combination of increased demand, tightened supplies and extreme 
monsoon weather that damaged sugar crops in India and Mexico. 
This has also focussed attention on the use of sugar for fuel: 50 
percent of the output of Brazil, the largest sugar producer, is used 
for biofuel. 

Sugar, the second largest agro-based industry next to textiles in 
India, is extremely water intensive as the crop remains in the soil 
all year round and uses up to 45,000 litres of water per hectare. The 
industry will be a major contributor to water shortages in the Indian 
subcontinent in the coming decade.171 It is also a major energy user 
in areas with scarce grid power, so future proofing in the industry 
should involve a higher usage of renewables.
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Figure 44: Diagram shows a modern, sustainable approach to 
powering sugar production

Source: World Business Council for Sustainable Development172

Apart from excessive water usage in water scarce areas there are 
also many other ESG issues surrounding the sugar industry. For 
example, jobs in cane production are among the most hazardous in 
the agricultural industry. In some cases cane cultivation wages do 
not provide enough food to cover the calories burned on the job. 

These twelve measures should be adopted by the industry to 
improve sustainability:

• Adopting integrated pest management

• Reducing the use of fertilisers and pesticides

• Reducing wasteful irrigation methods such as flooding 

• Management of edges of riparian rivers and drains to reduce 
sediment and protect soil and water quality

• Varying crop cultivation patterns to prevent soil degradation

• Introducing inter-cropping with nitrogenous fixing plants 
(fallow legumes)

• Preventing pre and post harvest sugarcane burning

• Reducing bio-waste from the sugar processing plants into river 
systems

• Ensuring biodiversity is protected

• Installing biomass incinerators for power co-generation

• Setting policies on child and indentured labour

• Minimum wage guidelines set

Source: Various

Trans fats in food

Trans fats are used to prolong the shelf life of processed foods. 
They are created through artificial hydrogenation of vegetable oil, 
which creates a solid that can be used to provide texture and help 
preserve it for artificially long periods. A study in the US showed 
that cupcakes made with trans fats can stay ‘fresh’ for more than 
20 years.173 These fats cost around 85 percent less than natural 
fats such as butter, but offer little nutritional value for consumers. 
Long-term consumption in large quantities can be toxic.174

In 2008, a UK Government inquiry into the food industry’s role in 
Britain’s surging obesity and heart disease rates lent credence to 
the argument against the use of artificial trans fats. According to 
the US Food Standards Authority (FSA), trans fats raise the ‘bad’ 
cholesterol (Low Density Lipoprotein, a type of cholesterol (LDL) 
is one of the five major groups of lipoproteins). When too much 
LDL circulates in the blood, it can build up in the inner walls of the 
arteries that feed the heart and brain. This narrows the arteries and 
makes them less flexible, a condition known as atherosclerosis. If 
a clot forms and blocks a narrowed artery, a heart attack or stroke 
can result.175 

The campaign against trans fats in food in the UK has been driven 
by doctors, consumers, NGOs and the food industry, with retailers 
such as Sainsbury’s, Waitrose and Tesco voluntarily removing trans 
fats from their own brand foods by 2007.176 At present there is no 
UK government ban on trans fats and voluntary measures by the 
food industry have achieved significant reductions in the amount 
of trans fats in food. It is unlikely that the Asian food industry will 
self-regulate in this manner as there is no consumer push back so 
governments may be inclined to set and enforce standards in order 
to safeguard their citizens’ long term health. 
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Case Study: Trans fat regulation in India

The Centre for Science and Environment (CSE) Pollution Monitoring 
Lab recently tested the fatty acid profiles of 30 samples of branded 
vegetable oils widely available in India. The tests found that all 
brands contained five to 12 times higher levels of trans fat than the 
world’s only standard of 2 percent, set in Denmark, by the Ministry 
of Health.

According to the CSE, Indian regulators have delayed setting new 
limits on the level of trans fats in food. 

Regulations on trans fats in foods177

1. Denmark - In March 2003, Denmark set an upper limit for 
artificial trans fat levels in foods (2g per 100g of oil or fat), 
effectively banning partially hydrogenated oils.

2. New York City – In July 2007, New York City prohibited all 
food service establishments from using fats and oils that 
contain trans fat levels of more than 0.5g of trans fats per 
serving.

3. Switzerland - In April 2008, Switzerland followed Denmark’s 
lead, implementing similar legislation.

4. Austria – The regulation restricts the free fatty acids 
and smoke points of oil used for deep-frying. Oils with a 
significant medium or short chain fatty acid content and 
animal fats and oils are legally unsuitable178

Although Asian regulations are not as stringent as those in the 
West, we expect that Asian governments, starting with the more 
developed economies such as Singapore, will begin regulations 
similar to those in Western markets. A 2004 National Health Survey 
found that 17 percent of Singaporeans exceeded their recommended 
maximum amount of trans fat, while 85 percent consumed more 
saturated fat than is recommended.179

Case Study: The Oil Enigma

A study recently found that on WHO recommendations, no 
single edible oil could really claim to be healthy. The WHO/FAO 
recommendations suggest a ratio of Polyunsaturated Fatty Acids 
(PUFA) to Saturated Fatty Acids in oil to be between 0.8-1; it also 
recommends individuals consume specific ratios of omega 6 and 
omega 3 in their edible oil.180 

High fructose corn syrup

High fructose corn syrup (HFCS), a corn-based sweetener, is 
cheaper to produce than traditional sweeteners, and consequently 
an attractive input for food and soft-drink manufacturers. It now 
accounts for over 40 percent of the calorific sweeteners added to 
foods and beverages in the US, according to the April 2004 issue of 
the American Journal of Clinical Nutrition.181 

HFCS has recently been in the limelight as it is an oft-used product 
in processed food and sweeteners. Research indicates that HFCS 
encourages overeating because its consumption does not cause 
appetite suppression. Without the feeling of satiety or suppression 
of appetite individuals continue eating and building up excess 
calories that are converted to fat, which leads to obesity.182

Many Asian food companies use HFCS in processed food like 
biscuits, cakes, packaged food mixes, peanut butter, chocolates, 
wafers and chips, and cereals.  In October 2010, the Consumers 
Association of Penang, Malaysia asked the Ministry of Health to ban 
the use of high fructose corn syrup (HFCS) in food products.183 

Figure 45: The popular ‘Grape Candy’ 
from Lotte Confectionery, South Korea. 
Ingredients: Corn syrup, grape extract 
and flavour, sugar.

Source: http://www.lotteconf.co.kr 

Monosodium glutamate

Monosodium glutamate (MSG) is a naturally derived flavour 
enhancer commonly used in Asian instant noodles, snacks, canned 
vegetables, soups and processed meats. MSG is the sodium salt 
of glutamic acid and is often also described on ingredient lists as 
‘natural flavourings’, ‘hydrolyzed protein’ and ‘spices’ as there is 
rarely regulation over how the product should be labelled. Much 

http://www.lotteconf.co.kr
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research has gone into the potential ill effects of MSG as consumers 
widely report negative health impacts and sensitivities.

In 1987, the Joint Expert Committee on Food Additives of the 
FAO and the World Health Organisation (WHO) placed MSG in the 
safest category of food ingredients184 and the US FDA has classified 
MSG as a food ingredient that is “generally recognized as safe.” 
Nevertheless, the use of MSG remains controversial, despite 
any recent health studies, and consequently poses reputational 
risks to companies using the product. Unsubstantiated reports of 
tingling, numbness and chest constriction led the FDA to require 
food companies to clearly label any MSG in the product, including 
forms of MSG, such as hydrolysed proteins that are sources of free 
glutamates. However, the FDA considers labels such as ‘No MSG’ 
or ‘No Added MSG’ to be misleading if the food contains ingredients 
that are sources of free glutamate. 

In response to the negative publicity surrounding MSG, several food 
manufactures have started to label foods that are free from MSG. 
For example, several Nestlé products like Maggi Noodles or soup 
stock carry a prominent “No MSG” label. We expect increasingly 
cosmopolitan Asian consumers to pressure Asian companies to 
gradually follow suit. 

Functional and fortified foods

Purveyors of so-called ‘functional foods’, or products fortified with 
allegedly health-enhancing ingredients, are finding a growing 
market among higher income populations in much of Asia. In 
Western Europe, sales of functional foods, such as eggs with 
Omega-3, orange juice fortified with calcium, fortified breakfast 
cereals, and pasta with added iron grew by 10.2 percent a year 
between 2004 and 2007, while sales of packaged food grew by 
6.3 percent.185 Probiotics, usually found in dairy products such as 
yoghurt, are another popular functional food and global leaders, 
like Danone have seen a strong growth in this segment.

Scientific progress in food nutrition has allowed scientists to break 
down the individual components of food, enabling food companies 
to design enhanced products claiming health benefits. Functional 
foods provide a new and growing opportunity to food companies, 
but also come with reputational risks as some experts and dieticians 
doubts the efficacy of such foods. 

Many functional foods are designed to replace something that 
one would normally get in fruits and vegetables186, for example 
of a cracker enriched with lycopene, a chemical found naturally in 
tomatoes that can reduce the risk of some cancers. 

One of the risks for companies involved in functional food 
manufacturing is that the market is not yet thoroughly regulated: 
most Asian governments do not require companies to provide 
evidence on product efficacy. This makes it hard for consumers to 
judge the nutritional value of some of these products, and leaves 
food companies open to attacks by nutritionists and consumer 
lobbies.

One area where food companies are focusing is the production 
of foods that some consumers cannot eat due to allergies. For 
example, calcium-fortified products could benefit those who are 
allergic to milk. Similarly, those allergic to seafood, a rich source 
of long-chain omega-3 fatty acids, may benefit from products with 
added non-fish sourced omega-3.

Case Study: Britannia Biscuits targets the healthy food 
sector in India

Britannia, an Indian biscuit and cake 
maker, recently introduced new lines 
of fortified foods that aim to reduce 
malnutrition among children. 

For example, in partnership with the 
Indian foundation Navjyoti, Britannia 
helped increase the iron levels of children 
attending schools in the urban slums of 
North New Delhi by supplementing their 
midday meals with iron-fortified Tiger 

biscuits. (Iron-deficient anemia is a common ailment among poor 
urban and rural households.)

In a move aimed to address growing consumer concern over 
nutrition, Britannia also removed trans fats from all its biscuits. 

Japan was the first country in the world to pass legislation on 
the labelling of functional foods, and has a formal approval and 
registration process, undertaken by the Ministry of Health, Labour 
& Welfare,188 for any health-related claims for “Food for Specified 
Health Uses” (FOSHU). The total functional food market in Japan 
has been estimated at US $14 billion (of which 15 percent is made 
up of FOSHU-registered products). Over 85 percent of the FOSHU-
registered products are directed at maintaining health and balance 
of the intestinal tract, followed by foods that affect blood pressure.189

Double-digit 
growth is 
expected in 
Asia for sales 
of health and 
organic food 
products, 
of which 
functional 
foods is one 
component187
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Case study: Nestlé focuses on functional food

In 2008, the CEO of Nestlé stated, “the vision of Nestlé is to be the 
leading nutrition, health and wellness company in the world.”190  
One way Nestlé aims to achieve this vision is to focus on strategic 
investment in functional foods. A PricewaterhouseCoopers report 
predicts that the global market for functional foods will grow in 
value from $78 billion in 2007 to $128 billion in 2013.

For example, the company took over a medical nutrition business 
from Novartis. One of its subsidiaries, CM&D Pharma Ltd, produces 
products such as a chewing gum targeted to help kidney patients 
by reducing their relatively high blood levels of phosphate. 

Nestlé India also expanded its stake in now wholly-owned subsidiary 
Specialty Foods, which markets products such as Optimfast, a meal 
replacement program for treating obesity. 

“Personalised” nutrition is another similar area of growth and 
in August 2010, Nestlé announced the acquisition of Vitaflo, a 
producer of clinical nutritional supplements for people with genetic 
disorders. “This acquisition is an excellent strategic fit, reinforcing 
our position in a rapidly growing segment of specialised nutrition,” 
the company said. Nestlé hopes that the emphasis on health and 
nutrition will help it improve margins. 

Nestlé runs the risk that as public awareness about nutrition 
and supplements grows, it may prompt a backlash from activists 
concerned over the marketing claims surrounding such foods. As 
with the case of Nestlé aggressively marketing infant formula, to the 
detriment of breastfeeding in emerging markets, the reputational 
risk of promoting functional foods is similar, though the subject 
may be less emotive.

At the same time, we expect the company’s R&D expenditure to 
increase as it has to comply with new regulations, be it the FDA or 
the EC, with respect to any healthful claims made by its products.

Responsible marketing

Fast food companies and food processing companies spend over 
US$3bn a year on advertising to children. As children spend more 
time in front of televisions, television advertising can impact their 
food preferences and can result in pressure being put on families 
to accept unhealthy dietary choices, even when disposable income 

is low and every calorie counts.191 In India, for example, nearly 
half of advertisements during children’s programming are for 
food.192 For companies the temptations are significant as early food 
consumption establishes habit patterns that can persist for much 
of later life.

Case study: Marketing ‘healthy’ cereals to children in 
Malaysia

Breakfast cereals are one of Malaysia’s biggest food product imports. 
About 79 percent of Malaysian children identified cereals as part of 
a healthy diet. Only 17 per cent of Malaysian parents, accustomed 
to their traditional breakfasts of rice and noodles, shared the same 
belief.193

Although children might think of breakfast cereals as healthy, most 
cereals on the market are heavily loaded in sugar. Nestlé cereals 
marketed to children in Malaysia are extremely high in added 
sugar and yet Nestlé’s slogan in Malaysia is “Good food. Good life. 
Nourishing Malaysia”.

Source: Nestlé Malaysia website, March 2011
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It is recommended that food companies avoid vague, false, 
misleading, or exaggerated statements; incomplete or distorted 
interpretations of claims made by professional or scientific 
authorities; and unfair product comparisons.194 Celebrity 
endorsements and potential role models should be carefully 
considered, especially for children’s products, as the Tiger Woods 
case amply demonstrates. 

Case Study: Unilever tackles Responsible Food and Beverage 
Marketing

In December 2010 Unilever committed to truthful marketing in 
food and beverages and to an enhanced set of principles. It has 
also suggested that these will be enforced globally with the help 
of independent verification. Here is an abridged version of those 
principles:

1. Communicate how brands and products fit into a healthy diet 
and lifestyle.

2. Copy, sound and visual presentation of food products should 
be accurate.

3. Nutrition and health benefit claims should have a sound 
scientific basis.

4. Excessive consumption should be kept out of marketing 
messages

5. Portion sizes should be appropriate and realistic.

6. Foods portrayed should be shown in the context of a balanced 
diet.

7. Communications should not undermine and should encourage 
the promotion of healthy, balanced diets.

8. Food products not intended to be meal substitutes should not 
be represented as such.

A selection of the additional principles Unilever will enforce when 
marketing to children (fully implemented by end 2014):

1. No marketing will target the under sixes.

2. All marketing to six to 12 year olds should meet Unilever’s 
Nutrition Criteria. 

3. Marketing campaigns should promote fun and active lifestyles.

4. Cartoon characters and celebrities appealing to children aged 
between six and 12 will only be used on and in association 
with new products which meet Unilever’s Nutrition Criteria from 
January 2012.

5. Any existing products will be reformulated to meet Unilever’s 
Nutrition Criteria by the end of 2014.

6. No promotion of brands or products in primary schools, apart 
from when they meet Nutrition Criteria and are specifically 
requested by the school administration for educational 
purposes. 

7. Marketing must be truthful about potential benefits from the 
consumption of a product, such as status or popularity with 
peers, sports success, and intelligence.

8. Marketing should not include any direct appeal to children 
to persuade their parents or other adults to buy advertised 
products for them.

9. Products should support the role of parents by providing 
guidance on the nutritional profile of products.

10. Marketing should not create a sense of urgency, or price 
minimisation, for example, by using words like “now’’ and 
“only’’.

11. While fantasy is appropriate in marketing communications 
with children, care should be taken not to exploit a child’s 
imagination in a way that can encourage poor dietary habits.

12. Marketing communications should not exploit the inexperience 
or credulity of children. 

13. Sales promotions must make children and parents aware 
before making a purchase of any conditions likely to affect their 
decision to purchase.

Source: Unilever press release

Food companies covered in this report such as Nestlé, Unilever and 
local companies like Jollibee and Britannia are amongst the biggest 
sponsors of food advertisements. Frequently advertised products 
tend to be low in nutritional value for brands such as Koko Krunch, 
a high sugar cereal produced by Nestlé. A study by the Kaiser 
Family Foundation showed that of the total number of food ads that 
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target children, 34 percent were for candy and snacks, 29 percent 
for cereal, 10 percent for beverages, 10 percent for fast food, 4 
percent for dairy products, 4 percent for prepared food and the rest 
for breads, pastries and dine-in restaurants.195

Misleading marketing is a growing problem for Asia’s consumers 
and there is an increasingly strong regulatory response.

Case Study: India’s attempts to introduce nutritional 
labelling196

In India, The Ministry of Health & Family Welfare introduced rules 
in 2010 under the Prevention of Food Adulteration, mandating 
packaged food manufacturers to declare on their product labels 
nutritional information to enable consumers to make ‘informed’ 
choices while purchasing.

Under the rules, manufacturers have to provide nutritional details on 
a per 100 gm, per 100 ml or per serving basis, pertaining to energy 
value in kcal; the amounts of protein, carbohydrate (specifying the 
quantity of sugar) and fat in grams and the amount of any other 
nutrient for which a nutrition or health claim is made. 

In cases where manufacturers make fat-related health claims on 
their product, the labels must clearly specify the amount of saturated, 
monounsaturated, polyunsaturated and trans fatty acids (in grams) 
and cholesterol (in milligrams). Claims regarding ‘trans fat free’ or 
‘saturated fat free’ can be made only if their respective presence 
was less than 0.2 gram and 0.1 gram per 100 gram or 100 ml of the 
food. Also, packaged food prepared using hydrogenated oils has to 
contain a label declaration stating ‘hydrogenated vegetable fats or 
bakery shortening used – contains trans fats’.

Despite the clear consumer benefits of these 
rules, numerous industry representatives 
sought to defer the implementation of the rules 
for months. 

Labelling: Be careful what you wish for!

Food labels can reveal surprises. This list was 
found on the back of a packed chicken sandwich 
served by an airline in Asia. The sheer number 
of ingredients is mindboggling.

Source: Researchers photo 

Case Study:  Chinese  organic  certification  not always as it 
seems 
 
China is now one of the largest producers of organic food in the 
world.  The number of Chinese organic producers certified under 
Agriculture Department rules rose more than 200 percent, to 669 
by the end of 2009. Organic tea, vegetables, edamame, nuts and 
seeds from China are sold globally, often with the USDA Organic 
seal. However, there have been serious questions around the 
legitimacy of the certification process in China and one leading 
American inspector, Organic Crop Improvement Association, has 
been banned from operating in China. Many producers screened 
by the inspector were transferred to two certifiers based in 
Europe, Ecocert and the Institute for Market Ecology, which said 
it sometimes encountered interference from local government 
officials during inspection visits. This incident has increased 
customer worries about organic food from China, a country with 
serious food safety issues.  
 

Case study: Misleading Asian adverts banned in the UK198

In October 2008, an advert claiming that Horlicks (a GlaxoSmithKline 
brand) makes children “taller, stronger and sharper” was banned 
after it was mistakenly screened on British television. The UK 
Advertising Standards Authority (ASA) also banned an advert 
for Maggi noodles (a Nestlé brand), which claimed to strengthen 
muscles and bones.

Both were made for the Bangladesh market but appeared in Britain 
mistakenly. The ASA said they were misleading and broke the UK’s 
strict industry code as EU consumer protection legislation demands 
that health claims be supported by acceptable proof. 

The Horlicks advert said the malt drink had been tested on pupils at 
a boarding school, and included a voiceover saying, “Children have 
become taller, stronger and sharper.” GlaxoSmithKline, maker of 
Horlicks, said the version of the product sold in Bangladesh was 
fortified and its health claims were supported by clinical studies 
undertaken by the National Institute of Nutrition in India. Horlicks 
sold in the UK, however, is not fortified and GSK said there was no 
intention of advertising it as such there.

One of the main ingredients in Horlicks is hydrogenated palm oil.

Marketing 
claims for 
products 
being 
‘natural, 
healthy and 
good for you’ 
have to be 
evaluated 
with 
scepticism in 
Asia

Source: NY Times June 13, 2010197 
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Food labelling & Recommended Daily Allowance

The concept of RDA is used by food companies on their labels, either 
to comply with local regulations or to demonstrate the percentage 
of RDA that is met by the product in a serving or portion. 

Governments set the RDAs, and although small variances exist 
between the RDAs set by the US, EU and other jurisdictions, they 
tend to be minimal. The daily values used by the FDA for vitamins 
and minerals and the RDAs are based on a diet of 2000 calories per 
day, which is low compared to the daily intakes seen in many Asian 
cities today. 

Labelling laws in Asia

Food labelling regulations represent a valuable tool for consumers 
to make informed choices. As consumers become more concerned 
with their health, proper product labelling becomes crucial. Industry 
players at the forefront of this trend could potentially win the trust 
of customers.

Most Asian countries lag behind the EU and the US with respect to 
food labelling laws. The EU in particular requires greater disclosure 
about ingredients, nutritional composition, and verification of claims 
made on the packaging. Sodium and trans fats are two examples:

1. Labelling of sodium (usually derived from salt) – The FDA 
establishes a maximum level of 2300mg of sodium per day for 
adults. India has no law requiring disclosure of the amount of 
sodium in a packaged product, unlike China.

2. Labelling of trans fats – Asian regulations on trans fats are 
lagging. Changes in regulation in India in 2008 now require trans 
fats to be labelled; however there are no specific standards to be 
followed. China too has marketing laws requiring trans fats to be 
labelled. Currently, no other Asian countries have specific laws 
on limiting trans fats in food. In Singapore, the Agri-food and 
Veterinary Authority (AVA) had initially planned to limit the amount 
of trans fat in locally sold fats and oil products, such as butter, 
margarine, shortening and cooking oil, to no more than two per 
cent, but a report in December 2010 stated trans fat requirements 
are still under review by the AVA.199 An AVA circular dated March 
2010 announced two phases of implementation: by June 1, 
bakeries, eating and catering establishments were to use less than 
two grams of trans fat for every 100g of fats and oils; by December 
1, this would apply to retail-pack fats and oils.200

The following table sets out some of the marketing and labelling 
regulation in the ten principal Asian markets, highlighting how 
quickly many standards have caught up with those prevailing in 
western markets.

Figure 46: Food labelling regulations in Asia 

China
• Requirements for certification of organic products  (2005)  
• Food nutrition labelling regulations are de facto mandatory for all 
packaged food sold in China (2008)

India

• Requires trade name or description of food item, list of ingredients, 
net content by weight, distinctive lot number or batch number, date of 
manufacturing, best before date, instructions for use, maximum retail 
price (MRP), and nutritional information per 100 gram/ml/serving, energy 
value in kcal, protein carbohydrates, fat, nutrients for which health 
claim is made, numerical information on vitamins and minerals, name 
and complete address of the manufacturer, declaration of additives and 
colours, declaration of ‘vegetarian’ and ‘non-vegetarian’ (2002)

Taiwan

• Food label must indicate in Chinese: product name, weight, volume, 
quantity, food additives, manufacturer contact information, importer 
contact information, country of origin, expiration date, shelf life (with 
conditions of storage) and, if applicable: vegetarian, caffeine, reference 
number of ‘health food’ permit 
• Nutrition label must indicate content of energy, protein, fat, 
carbohydrate and sodium, nutrients declared in nutrition claim, daily 
value of nutrient intake based on 2000 Kcal standard

South 
Korea

• Revision of 1997 general standards mandates declaration of product 
name and sell-by date on inner packages and improvements of 
nutritional specifications, particularly on individually-wrapped confections 
favoured by children  (2009)

Thailand

• Imported food products sold directly to consumers must be labelled in 
Thai with following details: name of food, food serial number, name and 
address of manufacturer, net content of food in metric system, essential 
ingredients, preservatives used, natural or chemical colourings, artificial 
sweeteners, date/month of manufacture followed by ‘expire’ or ‘use 
before’ date, storage instructions, and preparation instructions.  (2003)
• Genetically-modified and irradiated foods must be labelled in 
accordance with requirements signed by Ministry of Public Health 
Notification (2002 and 2010) 
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Source: Various regulatory bodies 201

Regulators, especially in the US and Europe, are looking for ways 
to regulate foods to avoid misleading consumers. In general this 
requires any health claims to be supported by reliable studies. If 
these laws are enacted, food companies will be forced to register 
studies and publish details, whether positive or negative. The FDA 
recently set out rules that would require detailed and clear labelling 
for all important product components on the front of packages, 
rather than focusing on just the healthy ones. It is likely other food 
regulatory authorities will follow suit.

Aside from nutritional factors, there are also labelling standards 
and certification relating to food safety and environmental and 
social considerations, though these are not yet fully developed in 
Asian contexts.

Food safety

Several recent food scares have alerted consumers globally to the 
problems of managing food safety. Wide media coverage and online 
networking have ensured that food scams are rapidly reported even 
if only a small group of consumers is affected, making it even more 
critical that food companies and producers continually focus on food 
safety. An added dimension is the impact of food safety regulations 
on global trade in agricultural and food products. 

Food safety is of particular concern in developing countries where 
social costs can be particularly high for those lacking access to 
proper medical care. Asia has seen a number of incidents in recent 
years. These have related both to poor process management and 
instances where improved scientific understanding has brought a 
new issue to light.

One recent illustrative example is Uni-President China Holdings, 
which was the recipient of a warning from the Haikou Municipal 
Industrial and Commercial Bureau after some of its products were 
reportedly found to contain arsenic or sulphur dioxide in excess 
of legal standards. The company claimed that its products had all 
passed initial local inspection after production.202

Malaysia

• Strict labelling of food and food ingredients obtained 
through modern biotechnology is required (2010)                                                                                                                      
• Amendment to the Food Act of 1983 required that some additional 
products be labelled with nutrition facts declaring energy, protein, 
carbohydrate, and fat; and enforces new grading, packaging and labelling 
regulations related to ready-to-drink beverages, fruit and vegetables, 
and milk products. (2010)

Philippines
• Defines mandatory nutrition and ingredient labelling and establishes 
conditions for nutrition claims, comparative claims, health claims, claims 
related to dietary guidelines or health diets (2007)

Indonesia

• Food labels are to be written in bahasa Indonesia and must be 
easily understood by consumers; mandatory information includes: 
product name, weight or volume in metric units, composition or list of 
ingredients, use by date, production code, National Agency for Drug and 
Food Control (BPOM ) registration number, and name and address of 
manufacturer. 
• Misleading nutritional information is forbidden and subject to criminal 
proceedings 
• Special logos on package must indicate presence of transgenic 
ingredients, irradiated ingredients, and pork products 

Vietnam

• Goods must contain the following information in Vietnamese: name, 
address of entities which produced or imported food, weight and volume, 
ingredients, production date, expiry date, shelf-life, storage instructions, 
and country of origin.   
• Genetically-modified foods, ‘diet’ and nutritive foods must be labelled 
according to specified standards 

Hong Kong

•2008 implementation of mandatory Nutrition Labelling Regulation 
requires Nutrition Information Panel (NIP), energy and core nutrients, 
effective date, list of ingredients, name and address of manufacturer 
and packer, net volume, storage and preparation instructions (2008 with 
frequent amendments ) 
•No mandatory labelling requirements for biotech and GMO foods, 
although this is considered under pending legislations (2011)

Singapore

• Label must include common name, list of ingredients and additives, 
net weight, name and address of manufacturer or packer, country and 
address of origin and address of local importer, expiry date, specific 
nutritional value quantities, vitamin and mineral content (2005) 
• Food labels may not claim to provide therapeutic and prophylactic 
reaction, medical advice, prevention of any disease affecting the human 
body, or claims of improving physical condition through consuming the 
food.
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Case Study: HK issues guidelines to reduce acrylamide in 
food203

Corn chips, prawn crackers, and french fries are making up 
increasing proportions of the regular diet in Hong Kong. These 
foods are typically high in fat – often trans fats – and low in other 
nutritional values. Few people are aware, however, that these foods 
often contain high levels of acrylamide, a probable carcinogen. 

In a recent test for acrylamide levels in snack products, Hong 
Kong’s Consumer Council and the Centre for Food Safety revealed 
levels as high as 3,000 mcg/kg in local potato chips, and as high as 
2,100 mcg/kg in biscuits. They also found relatively high acrylamide 
levels in home and restaurant foods, such as french fries. 

In response to the test and Joint FAO/WHO Expert Committee on 
Food Additives (JECFA) recommendations that people consume as 
little acrylamide as possible, the Centre for Food Safety has advised 
members of the trade to find ways to reduce acrylamide levels in 
food.

Many food-borne pathogens are known to cause human illness. 
Those common in Asia include:204  

• Environmental pathogens – such as Salmonella, 
certain strains of E. coli or other diseases that can 
get transmitted from animals to humans through food 
products.

• Physical contaminants and adulterants such as metals 
and toxic chemicals. 

• Agricultural chemicals and pesticides associated with 
an elevated risk of cancer. 

• Animal infections and viruses such as bovine 
spongiform encephalopathy (BSE) and Creutzfeldt-
Jakob (vCJD) which have been passed to humans 
through consumption of meat from infected animals.

• Persistent organic pollutants (POPs) such as dioxins, 
which accumulate in the environment. Exposure to 
these is known to be carcinogenic in certain quantities.

Case study: Sanlu – the most shocking of all food safety 
scandals

Sanlu, one of China’s biggest producers of milk powder, was caught 
in the middle of an immense food adulteration scam in mid 2008. 
At least 6 infants died and almost 300,000 became sick having 
consumed melamine through powdered milk. 

The case coincided with the Beijing Olympics, much to the 
embarrassment of the Chinese government. The government 
blamed the adulteration on intermediaries who collected watered 
down milk from dairies, and to disguise this, mixed in melamine, 
a chemical used to make plastics. Melamine mimics milk protein, 
which makes its detection difficult. 

Problems with melamine in Chinese products first surfaced in 2007 
when it was detected in pet food in America made with Chinese 
ingredients.

Even though the Ministry of Health was informed of serious 
problems of kidney stones among infants who had all drunk the 
same brand of milk in July, it did not take action until September 
2008. Fonterra, a New Zealand dairy company that owned 43 
percent of Sanlu, informed the New Zealand government, which 
in turn urged the Chinese government to take action. Helen Clark, 
New Zealand’s then prime minister, said Fonterra had tried “for 
weeks” to persuade local officials to allow a public recall. Instead, in 
an un-publicised recall, powder was withdrawn from shops. 

On September 11th, Sanlu announced a nationwide recall of 700 
tonnes of powder. Two days later the Ministry of Health gave its first 
news conference on the crisis and the cabinet declared a national 
food-safety emergency. A government investigation found smaller 
traces of melamine in milk powder from 21 other companies, 
including leading brands such as Inner Mongolia Yili Industrial 
Group. Nestlé was probably the only milk powder company not 
caught up in the scandal.

Finally investigations on other dairy products revealed melamine 
contamination in milk, sweets, yoghurt etc. Following the scandal, 
several countries in Asia banned imports of Chinese dairy products, 
and testing was stepped up in Europe and America. A survey 
by Interbrand, a consultancy, showed that the post-Olympics 
improvement in the perception of the “Made in China” brand was 
severely damaged by the scandal.205
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The government eventually acted by arresting several influential 
people caught in the scandal. Criminal prosecutions ruled two people 
to execution, one to a suspended death penalty, three others to life 
imprisonment, two to 15-year jail terms, and 13 others to varying 
sentences.

Tian Wenhua, former chairwoman of Sanlu Group, was imprisoned 
for life.

Whether these belated actions will address future safety issues in 
China is debatable. The strong nexus between large food companies 
and local party officials makes detection difficult.

Source: Reuters206 

Foreign companies operating in China have typically been very 
cautious and have pursued unilaterally controlled subsidiaries in 
favour of joint ventures in China (e.g. Unilever & McDonald’s). 
These companies have ensured that they have their own watertight 
supply chains with stringent quality controls. In the case of the 
melamine scandal this certainly seemed to help Nestlé. More 
generally this has helped forge a positive opinion about the quality 
and brand value of foreign-owned brands amongst locals, while 
Chinese food companies struggle to build trust in their customer 
base. The cautious re-entry of Fonterra into the Chinese dairy 
industry showcases how foreign companies must incorporate 
food safety into all aspects of their operations, management, and 
ownership.

Case Study: Fonterra moves back into Chinese dairy 
production two years after melamine scandal

Global dairy companies are excited about China. The domestic 
milk market is one of the most exciting in the world and local 
dairy prices are the highest. Following significant investment 
over the past few years, ninety percent is sourced locally. 
In September 2010, Fonterra, a leading multinational dairy company 
owned by 13,000 New Zealand dairy farmers and the world’s 
largest exporter of dairy products, signed an agreement with Yutian 
County, China to begin due diligence on fifty year land leases for 
two potential Fonterra dairy farm sites with a view to producing milk 
locally which is safe, secure and sustainable. It seems the proposal 
is to develop a cluster of up to six farms with up to 30,000 cows. 
The company, which was one of the hardest hit by the melamine 
in milk scandal in 2008, already has a test dairy farm in Tangshan 
which produced around 25 million litres of milk in 2009 from around 
6000 cows. The herd has been bred from a herd of 3000 which 
came originally from New Zealand in 2007. Fonterra is keen to 
re-establish itself as a leading dairy processor in China, focusing 
on cream, fresh premium milk and yogurt, rather than whole milk 
powder, after the disastrous joint venture with Sanlu. They see 
their biggest competition coming from the large private equity 
backed Chinese dairy farms which are modern and well-managed. 
If they had control over milk quality and safety ‘from udder to 
packaging’ with full operational control and flexibility over supply 
chains they would also consider infant formula manufacture in 
China. The company sounds positive, however, about progress 
on regulation, saying in August 2010 that, “Increasingly the 
regulations are getting tighter. We are seeing well-drafted world-
quality regulations being put in place by the Ministry of Health with 
regard to food safety or milk collection and processing.” In the 
melamine case, the company had three representatives on the Sanlu 
board who were kept in the dark about the incident until too late. 
This case illustrates the point that companies need to concentrate 
fully on control issues - operational, management and ownership 
– when investing in locations with low levels of regulation, poor 
enforcement or high levels of corruption at a local level.

Source: Andrea Fox, Business Day New Zealand, 30 August 2010; 
Fonterra website 

While all of the primary Asian markets have food safety legislation, 
there remains further work to be done in terms of enforcement and 
harmonisation. Newer concepts such as organic and GMO foods are 
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not uniformly regulated. The following table sets out the principal 
pieces of legislation and some of the key terms for the major Asian 
countries.

Figure 47: Food safety regulation in Asia 

Source: Various regulatory bodies 207

China

• All producers that market a product must meet basic Chinese foods 
safety and quality criteria, inspected and enforced by local government 
authorities (2006)  
• Maximum levels of contaminants, chemical residues, and harmful 
substances in food (2005) 
• Established safety regulations for livestock production and quality 
standards for feed and feed additive production and inspection (2008)

India

• All foreign food importers and Indian exporters must be licensed by the 
Food Safety and Standards Authority of India 
• Regulates food adulteration, fruit products, meat products, vegetable 
oils, edible oils, packaging, solvent extracted oils, milk products, weight 
standards  
• Food Safety and Standards Act (2006) consolidated laws for regulating 
standards of food manufacture, storage, distribution, sale, import, and 
export as well as for ensuring availability of wholesome and safe food 

Taiwan

• Stringent inspection for specified tolerant levels of preservatives, 
sanitizing agents, bleaching agents, colour fasting agents, leavening 
agents, flavouring agents, seasoning agents, pasting agents, coagulating 
agents, chemicals, solvents, and emulsifiers 
• Council of Agriculture aims to establish Taiwan as “Pesticide-Free 
Agricultural Island” within 50 years (May 2008) 
• Long term promotion of CAS system and encouragement of organic 
production

South 
Korea

• Food Sanitation Act (2010) for continued improvement of national 
health by preventing sanitary harm and promoting qualitative 
improvement of food nutrition 
• Health Functional Food Code (2010) establishes standards and 
specifications for manufacturing, processing, production, import, 
distribution, and storage of food for sale; it also covers specifications for 
inspections and enforcement related to agriculture law and processing of 
livestock 
• Requires traceability of origin farm for imported beef (2008)

Thailand

• Food Act 2522 designates the Minister of Public Health to prescribe food 
standards and quality standards.  The act prohibits substandard food 
based on chemical impurities, unhygienic production, unreliable labelling, 
and unregistered/licensed production.  (2011)

Malaysia
• Food Act of 1983 and Food Regulations of 1985 ensure quality and 
safety through frequently-updated measures regarding hygiene, safety 
procedures, food additives, pesticide levels and contaminants.

Philippines

• FDA Act of 2009 strengthened regulatory capacity of Bureau of Food 
and Drugs by establishing testing laboratories and field offices. 
• National Meat Inspection Service (NMIS) ensures that imported or 
exportable meat and meat products are under acceptable conditions and 
systems (2004) 
• Updated list of permitted and prohibited food additives (2006) 

Indonesia

• Prescribes food packing material requirements (2008), quarantine of 
plants and seeds (2008), permitted catching equipment for sea products 
(2007), and list of prohibited food additives (2006)                                    
• The Food Law (1996) established a food standardisation system for 
managing safety, quality, and nutrition; it placed the responsibility 
to fulfil safety provisions on producers through corresponding legal 
sanctions 
• Act 19 Animal Husbandry and Animal Health  legislates standards for 
slaughterhouses and meat product processing

Vietnam

• Law on Food Safety sets conditions to assure food safety in production 
and trading activities, advertisement and labelling practices of imported 
and exported food, control of food contamination risks, prevention and 
dealing with food safety incidents 
• Ordinance on Food Hygiene and Safety (2003) prescribes safety 
measures to protect lives and enhance government management and 
enforcement of food hygiene 

Hong Kong

• Specific administrative and health standard requirements for permission 
to import game, meat, poultry, milk, marine products, live animals, 
health foods, and eggs 
• Food &Environmental Hygiene Department has authority to recall all 
food when in violation of specific import guidelines for: hygiene, safe 
production, safe handling, disposable packaging, trans fats, food recalls, 
monitoring pesticides residues, handling of live marine fish 
• Prevention of Cruelty to Animal Ordinance (2006) with maximum 3 
year imprisonment and fines to HK $200,000 (US$25,700)

Singapore

• Sale of Food Act (2002), Food Regulations (2006), Wholesome Meat 
and Fish Act (2003) specify and ensure the safe manufacture, import, 
export, transhipment, and transportation of food products to and from 
Singapore 
• The Agri-food and Veterinary Authority (AVA) quarantines plant imports 
and monitors both the safety of food imports coming into Singapore as 
well as inspecting facilities overseas. 
• AVA standards regulate domestic banana, cassava, citrus, cocoa, 
coconut, coffee, palm oil, pineapple, sugarcane, orchid, cotton, maize, 
rubber, rice and tea
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Aside from basic regulations, Asian markets have differing levels of 
certification to provide quality assurance.

Case Study: Food Safety Labelling in Thailand

The growing sophistication of the Thai food market can be seen by 
the development of their various national health and safety logos. 
Regulation has been light and food commodities can still be sold in 
the market or supermarket without a certified logo but certification 
standards have been growing swiftly.

1. The Q Mark signals Thai Quality, approved by Ministry of 
Agriculture and Cooperatives for produce that has passed GAP, 
GMP, HACCP, and/or organic standards and has been checked 
according to the National Bureau of Agricultural Commodity 
and Food Standards (ACFS). 

2. Chemical Safe is determined by Public Health Ministry’s 
Department of Medical Sciences.

3. Food Safety is for any fresh food or ingredients available in 
the market including vegetables and fruits that don’t have 
FDA registration. Organic Thailand must be approved by ACFS 
and marks chemical-free and GMO-free food. Thailand banned 
GMO field research in 2001 and the import of GMO seeds for 
commercial cultivation still seems to be banned. However, 
GMO soybean imports are still allowed for the rapidly growing 
livestock industry.

4. Organic Agriculture Certification Thailand is the most 
recognized organization with expertise in community-based 
organic farming. 

Supermarkets and hypermarkets have also created their own in-
house logos for chemical-safe or hygienic, hydroponics and organic. 

Source: Bangkok Post, March 2011

Labour rights

In addition to the myriad of health and food safety issues food 
companies face, management must also be aware of the impacts 
that their supply chains have on people, communities and livelihoods 
other than the consumers of their products. 

Value is added in the food chain by the work of hundreds of 
thousands of workers, the vast majority of them in Asia working 
at minimum wages, some of them fall below the minimum age 
limits for agricultural and food processing work. There are frequent 
risks in the processing business from employment practices and 
policies. Long hours and hard, physically demanding and frequently 
underpaid work often occurs in remote locations with inherent 
health and safety risks.

Child labour

Seventy per cent of working children are in agriculture, totalling 
over 132 million girls and boys aged 5 to 14 years old.208 A child 
is defined by the ILO as an under 18 year old and child labour is 
“work that harms children’s well being and hinders their education, 
development and future livelihoods”. Large numbers of children 
are involved in all types of undertakings ranging from small- 
and medium-sized family farms, to large farms, plantations, and 
agro-industrial complexes. Historically, child labour has played 
a significant part in employment in plantations and commercial 
agriculture around the world either as part of “family teams” or as 
individual workers.

Whilst low risk, age-appropriate tasks which do not interfere 
with a child’s schooling and leisure time can be a normal part of 
growing up in a rural environment, companies should be aware of 
their responsibilities to prevent children being used to create value 
for their shareholders in ways which fall outside the boundaries 
of international conventions on human rights. Children working 
in agriculture are often invisible and unacknowledged – they are 
perceived as helping their parents or relatives on the family farm 
or working on larger farms or plantations, often as part of migrant 
worker families.

Child labour is still prevalent in parts of Asia and carries a huge 
potential for reputational risk in some categories of agricultural 
investment. Some Asian countries, India for example, have not yet 
ratified Convention 182 of the International Labour Organization 
(ILO) on the Worst Forms of Child Labour, much of which is highly 
relevant to the agribusiness sector. One-third of child labourers 
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around the world are found in the countries that have not ratified 
the ILO child labour conventions 138 and 182. 

Examples have been given by the ILO of children working on 
vegetable farms in the Philippines for 10 hours a day for six and a 
half days a week who earn less than half the pay of adult workers. 
On Malaysian plantations, children often work as part of a family 
unit, helping parents achieve targets to earn the daily wage, for 
example 1.5 - 2 tonnes of palm oil fruit collected per family. To 
meet these daily quotas, assistance from children who are not paid 
directly is essential at certain times of the year or if adults fall sick. 
In Thailand, misleading recruitment practices and debt bondage of 
children has occurred by contractors to sugar plantations.209 

Specific hazards and risks to child labourers which have been 
identified by the ILO in respect to agriculture and the food industry 
include injuries from cutting tools, skin and respiratory disease, 
diseases transmitted to humans from animals, chronic pain caused 
by carrying of heavy loads, falling objects, falls from heights, 
accidents from being around farm machinery, sexual abuse leading 
to HIV/AIDS, fatigue, lack of sleep, malnutrition, damage to hearing 
from mechanical noise, pesticide burns, chemical poisoning, stress, 
violence from managers and attacks from wild animals. 

To assist in breaking the vicious cycle of child labour and moving 
Asian nations towards achieving the Millennium Development 
Goals, companies should ensure local buy-in and implementation 
of policies and procedures and make sure they extend throughout 
their various supply chains. Once a company has its policies in 
place and has ensured implementation, it could extend its influence 
to lobbying local governments to set regulations and resource the 
enforcement of rules at a local level. Otherwise it is at risk of being 
part of the problem.  

The high level of rural poverty in the region complicates the issue 
of child labour. Older children can provide a source of income that 
may help lift a family from extreme poverty. Parents may have no 
choice but to depend on their children to help boost family income 
levels to feed everyone. This has been the rationale in the past for 
not insisting on explicit policies excluding children from all work 
in plantations that could have a short-term negative impact on 
the farmers. Responsible investors are encouraged to work with 
companies in their portfolio to define what child labour means in 
their industry and report on their policies.

Food companies wishing to tackle the issue of child labour in their 
supply chains are advised that recommended solutions to address 
child labour in supply chains are community-based and tailored 
to the specific needs of each target group, with close community 

participation as well as rapid response action to rescue child victims 
of the worst forms of child labour. Holistic approaches focusing 
on alleviating underlying family poverty through access to land, 
housing and economic opportunities are the most beneficial. 

Few companies would admit to using child labour and those that do 
say that the children only work on weekends and holidays to earn 
extra cash for their families. Companies often set up village schools 
and day care centres at or near facilities, which may or may not 
be funded by the company foundation. However, companies rarely 
report on the quality of the children’s education, their working and 
schooling hours, working conditions, and whether they are required 
to maintain good school attendance records. 

Case Study: Reports of ‘slavery practices’ at palm oil 
plantations in Sabah

In 2008, the Jakarta Post controversially reported claims made 
by the National Commission for Child Protection in Indonesia 
regarding ‘slavery practices’ at palm oil plantations in Sabah, 
Malaysia that affected thousands of Indonesian migrant workers 
and their children. The organisation discovered that these workers 
and children were living in isolated barracks with no access to 
transportation, clean water, lighting and other facilities. The 
report stated that around 72,000 children were being forced to 
work without regulated employment hours. They had no identity 
documents or birth certificates and few had access to education, 
creating a type of bonded labour. The report stated that the 
Indonesian consulate general in Kota Kinabalu estimated that over 
100 palm oil plantations in Sabah were employing around 134,000 
illegal workers. The case came to light after a group of Indonesian 
teachers working with the migrants reported that children between 
the ages of six and 18 had to work for hours collecting sacks of oil 
palm seeds scattered on the ground in return for minimal pay. 

Source: Jakarta Post, September 2008210

Minimum Wages

In much of Asia, there is no set minimum wage and migrant workers 
who work in food production tend to be discriminated against in 
terms of salaries and benefits. 

There have also been reported incidents of bonded and child labour 
in  plantations and in food processing factories. In much of South 
East Asia wage councils set minimum wages but the levels are 
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rarely inflation adjusted and are often below the amount required 
to meet basic minimum needs to stay above the poverty line. In 
Indonesia, minimum wages are set at the local provincial level - 
Papua seems to have one of the highest minimum wages of the 
plantation states at US$123 per month whilst East Java seems to 
specify just US$60 a month. 

In India, the Mahatma Gandhi National Rural Employment 
Guarantee Act (MNREGA), a job guarantee scheme, guarantees 
one hundred days of employment in every financial year to adult 
members of any rural household willing to do public work-related 
unskilled manual work at the statutory minimum wage of $US2.22 
per day at 2009 prices. The plan aims to improve the purchasing 
power of rural people.

In China minimum wages are fixed at a local and municipal level. 
Beijing raised wages 20 percent last year to around US$140 a 
month and another 30 or so provinces also hiked wages. Shanghai 
now has the highest minimum salary in the country at around 
US$170 a month. Rural wages have also been rising but there are 
fears that they are not keeping pace with food inflation. 

Figure 48: Rural households’ wage 
income and CPI for food (2001-2010)

Source: Wall Street Journal, “The 
Wages of Chinese Inflation” 14 Dec 
2010211

Migrant labour

Workforces in agribusiness and food processing across Asia tend 
to include many migrant labourers, as in the rest of the world. 
Plantations in the East Malaysian states of Sabah and Sarawak, 
for example, employ many illegal Indonesian and Filipino workers. 
These workers migrate to Malaysia in search of higher wages; 

however, they enjoy no protection of labour rights and are 
constantly under threat of deportation. With little bargaining power 
in the struggle for fairer working practices, migrants are particularly 
vulnerable to exploitation. There are frequent reports from Sabah of 
migrant labourers being forced to work for well below the minimum 
wage and having their documents taken from them when they 
enter the employment of a plantation. Recently many Indonesian 
labourers and their families have returned to their homes as the 
wage differential between the Malaysian and Indonesian palm oil 
producers declined. 

Figure 49:  Migrant worker on sugar cane plantation in the Punjab

Source: Indian Express212

Employee health and safety 

The high levels of rural poverty in much of Asia mean that workers 
in the food chain are often exploited. The situation is similar in 
the massive food processing factories and slaughterhouses in 
developing countries where workers may be required to work in 
unsafe conditions and with banned chemicals. 

Companies are frequently accused of poor worker welfare and 
unsafe conditions. Many Asian food producers rely on the use of 
cheaper pesticides and herbicides that are banned in other countries 
due to their impact on human health. Workers are often expected 
to work extremely long hours. The Malaysian Employment Act in 

http://en.wikipedia.org/wiki/Job_guarantee
http://en.wikipedia.org/wiki/Public_work
http://en.wikipedia.org/wiki/Minimum_wage
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fact states that working hours may not exceed eight hours per day 
or 48 hours per workweek of six days and that each workweek 
must include a 24-hour rest period. In practice these requirements 
are often not adhered to. Weak regulatory structures, knowledge 
and legal systems make it extremely rare for labourers to fight for 
basic worker safety rights. 

Safe working practices – with rigorous training for the use of 
heavy machinery and employees wearing full personal protective 
equipment are becoming more common, with the increasing 
incidence of spot checks and sustainability audits and certification. 
In some industries, however, workers are still not protected and 
are often seen with only a towel covering their head and mouth 
for protection against harsh chemicals, which could cause lasting 
damage. 

Capacity building, talent and training

Part of the challenge of managing food sourcing and processing 
operations are the lack of training and low education levels of middle 
management in the field. At remote agricultural locations the ability 
of the company to hire qualified and capable workers is impeded by 
the lack of facilities. This has spurred several companies to invest 
in basic infrastructure and amenities such as shops and healthcare 
centres to attract talented workers to plantations and ranches.

The food industry is not generally recognised as providing great 
career paths or filling structural skills gaps and often has difficulties 
attracting talented employees. The best and brightest students 
rarely go on to further education with a bias towards finding 
technological solutions to feeding Asia and agronomics is an 
underfunded area in most Asian universities.

A number of companies in the region do, however, have a strong 
commitment to training their staff. Some, like Kulim and Sime 
Darby in the palm oil sector have established scholarship schemes 
to identify and recruit capable executives for the future.

Gender

Many of the lowest paid agricultural and food industry jobs in Asia 
are filled by women, many of whom are more likely to be in part-
time, seasonal and low-paying jobs. Compared with their male 
counterparts women tend to operate smaller farms, keep fewer 
livestock, fulfil other time-consuming functions such as fetching 
water and firewood, have less education, use less credit, and so 

are also less likely to purchase inputs such as fertilisers, improved 
seeds and machinery.213

Key gender issues include how girls balance work in agriculture with 
domestic chores, resulting in reduced educational opportunities for 
them.

The number of waged women workers in agribusiness is rapidly 
increasing. When added to the numbers of women farmers, it is 
estimated that women now account for over 60 per cent of the total 
agricultural workforce. In general, in Asia women provide 50-60 
percent of farm labour and 80 percent of rice production.214

Based on the latest data from the FAO, women comprise an 
average of 43 percent of the agricultural labour force of developing 
countries. The female share of the agricultural labour force is about 
50 percent in Eastern and South Eastern Asia. The regional averages 
in the chart mask wide variations within and among countries.

Figure 50: Female share of the agricultural labour force

Source: FAO State of Food and Agriculture – Women in 
Agriculture216
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Food company disclosure on social issues

Food companies are recommended to disclose fully their policies 
and practices on upholding human rights and on other social issues 
which could present risk to investors. According to the European 
Federation of Financial Analysts (EFFAS) this should include 
information on employee health and safety, staff turnover, training, 
qualification, diversity of workforce, remuneration and a description 
of how the company takes ESG performance into consideration 
in supplier agreements. Analysts and investors are also keen to 
understand the proportion of total facilities that are certified 
according to ISO 9001, SA 8000 or OHSAS 18001 standards. 

In developing Asia, however, many companies employ large 
numbers of agricultural or factory workers in remote locations with 
low levels of oversight from regulators. They should be encouraged 
to have a stated policy on human rights, their consideration of 
gender issues and the outsourcing of labour to contractors. We 
would also expect clear and comprehensive grievance channels to 
be implemented including a whistle-blower channel for employees. 

Whilst we understand that policy does not always equate to 
performance, local managers of companies who publicly state their 
stance on these controversial issues will find it harder to cut corners 
on health and safety and easier to explain to local officials why they 
cannot entertain requests for payment to ‘overlook’ certain issues. 

Case Study: Paraquat use in the palm oil supply chain

Paraquat is a broad-spectrum herbicide that kills green plant tissue 
on contact. It is quick-acting, non-selective and poisons plants by 
disrupting photosynthesis, the process by which plants convert 
sunlight into food. In humans, it can cause rashes, fatigue, burns, 
back pain, giddiness, skin irritations and disorders, eye irritations, 
nose bleeds and headaches. Other symptoms of acute poisoning 
are nausea, vomiting, and difficulty in breathing. There is no known 
antidote for paraquat poisoning. 

Paraquat is widely used in Malaysia and Indonesia. It accounts 
for an estimated 70 percent of all weed-killing in Malaysia. There 
have been hundreds of paraquat poisoning cases in Malaysia due 
to accidental or occupational exposure. In Indonesia, only trained 
and certified personnel are legally allowed to use paraquat, but in 
reality, training is often minimal. Farmers and agricultural workers 
can be exposed to paraquat during mixing and spraying and often 
experience negative health effects as a result. The chemical can 
enter the body by swallowing or through damaged skin and may 

 

also be inhaled, leading to acute health effects including eye injury, 
nosebleed, irritation and burns to the skin. 

Paraquat has been banned in many European countries including 
Holland, Germany, Sweden and Finland and is classified as ‘restricted 
use’ in the United States meaning it can only be used by licensed 
applicators. In 2002 the Malaysian government issued a ban on the 
chemical after extensive health and safety studies. However, after 
only four years, the government announced it would be temporarily 
reversing its decision and lifted the ban in November 2006. Though 
the government claimed the reason was to carry out further studies 
on the cost-effectiveness and safety of the chemical, many believe 
it was because of extensive lobbying by the agrochemical industry. 

Under the Principles and Criteria of the Roundtable on Sustainable 
Palm Oil (RSPO) paraquat is still permitted but planta tions must 
be able to provide evidence that the chemical is being reduced. 
The RSPO has reportedly commissioned a study on paraquat by 
UK research house CABI, but the results are not yet available. 
Environmental groups hope that with the release of the study RSPO 
will make the decision to lobby to ban the harmful herbicide and 
improve the health and safety of the palm oil industry workers.

(This case study is taken from our September 2010 report on the Palm Oil industry)

Case Study: New scheme seeks  
to analyse food companies’ nutrition practices  
 
In early 2011 the Principles of Responsible Investment (UNPRI) 
supported the Access to Nutrition Index (ATNI), a joint initiative 
of GAIN (the Global Alliance for Improved Nutrition), the 
Wellcome Trust, and the Bill & Melinda Gates Foundation. The 
principal objective of the ATNI Project is to achieve sustainable 
changes in the nutrition practices of the US$4 trillion global 
food and beverage industry. It intends to put a commitment 
to fighting malnutrition – including both under-nutrition and 
obesity – at the heart of food companies’ business strategies. 
 
The index will rate 25 major food and beverage companies on 
their nutrition practices. There will also be an assessment of a 
selection of emerging market food and beverage companies. The 
index’s rating methodology will evaluate companies’ strategies and 
policies around nutrition as well as their performance in making 
more affordable, nutritious products available to consumers. The 
methodology is currently being developed through extensive 
consultation with a broad range of nutrition stakeholders. 
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Land rights 

The increasing demand for resource-intensive food and biofuel 
requires more land to be allocated to agricultural production in 
farms of increasing size and levels of mechanisation. Competition 
between the various land uses will be one of the most significant 
trends affecting Asia’s environmental stability over the next 20 
years. Although technology improvements continue to deliver 
moderate agricultural yield enhancements, many other issues affect 
agricultural development in some countries, causing them to look 
overseas for their food security. These include access to adequate 
groundwater, erratic weather patterns, soil deterioration and the 
need to build a diversified export trade. Foreign enterprises are 
increasingly investing in land ownership and land use rights in the 
region for agriculture, often competing with domestic ownership, 
investment and rural livelihoods. 

In countries with plentiful undeveloped land and water, where 
property legislation is well enforced and titles are well protected in 
the courts, Asian governments and companies are looking to swiftly 
increase their total acreage of agricultural production. In countries 
with plentiful land and ground water but without the rule of law, 
dubious means and opaque deals are increasingly used to acquire 
and protect land rights, causing potential risks to investors. These 
risks include the potential for local communities to be abused and 
disenfranchised, insecure land titles and changes of local power 
structures causing political retaliation against investments. 

Food companies buying agricultural commodities should ensure 
that the land from which their suppliers are sourcing has a free and 
clear title and that local villagers and tribes have not been coerced 
into giving up land for far below market prices in return for jobs in 
the new factories or plantations. 

Figure 51: Total 
proportional global 
agricultural production 
for the next 20 years (in 
million square kilometres, 
projected by OECD in 
2008) 

Source: OECD 2008 
Environmental Outlook to 
2030217

The estimates from 
OECD shown on the chart 
above show the dramatic 
increase in cultivated land 
required to feed all the 
extra projected mouths 
globally by 2030. We know 
already that most of these 
new mouths will be Indian 
and Chinese but where the 
additional land will come 
from is not yet clear.

Case study: World Bank report on ‘The Global Land Rush’ 

A draft report by the World Bank titled “The Global Land Rush: Can 
it Yield Sustainable and Equitable Benefits?” stated that: “investors 
in farmland are targeting countries with weak laws, buying arable 
land on the cheap and failing to deliver on promises of jobs and 
investments.”218 Although deals promised jobs and infrastructure, 
“investors failed to follow through on their investments plans, in 
some cases after inflicting serious damage on the local resource 
base.” In addition the report said, “payments for land are 
often waived ... and large investors often pay lower taxes than 
smallholders ... or none at all.”

It stated that “rarely if ever” were efforts made to link land 
investments to countries’ broader development strategies. What’s 
more, consultations with local communities are often weak, while 
conflicts over land rights are proliferating.
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The decade of the land grab

Concerns over food supply are spurring several governments, 
including China and India, to acquire land overseas. The UN 
estimates that developed countries have targeted an area half the 
size of Europe’s farmland in Africa, South America and parts of Asia 
for acquisition in the first six months of 2009.219 India’s government 
has provided loans to 80 companies to buy 350,000 hectare (ha) 
in Africa,220 including Sudan.221 And, according to some estimates, 
China has signed 30 agricultural cooperation deals covering over 
two million hectares (ha) since 2007.222 

While such strategies are not new - the phrase ‘banana republics’ 
came about as a derogatory term for undemocratic countries whose 
fruit farms were owned by foreigners – the scale of the current 
land deals is remarkable. The International Food Policy Research 
Institute (IFPRI), a research outfit based in Washington, DC, 
calculates that these deals were worth US$20-30 billion for 2007-
2008, which is ten times as much as an emergency package for 
agriculture recently announced by the World Bank and 15 times 
more than the American administration’s new fund for food security.

Accusations of land grabbing often cause significant reputational 
risk for the companies involved and are monitored closely by NGOs 
including the website farmlandgrab.org. Indigenous communities 
often have a completely different system of land tenure to central 
governments with few local written laws protecting their rights. 
There have been reported cases where land has been confiscated 
by the government in the interest of ‘national development’ and 
turned over to agribusiness firms, displacing the indigenous 
populations and depriving them of their livelihood. Despite claims 
that investment in agribusiness provides work opportunities for 
local communities, a number of companies have been accused 
of discriminating against the indigenous population and instead 
importing cheap and illegal labour. This has compounded the issue 
of displacement by excluding local groups from the plantation’s 
benefits while also depriving them of their traditional sources of 
livelihood. 

Some interesting models are developing, however, where 
indigenous people have rights to a collection of small landholdings 
around a central plantation core and sell their crops to the operator. 
Agreements are formed between the owner and the community 
whereby a smallholder’s produce is ‘purchased’ in exchange for 
the plantation firm’s commitment to build roads and bridges and 
provide healthcare or education. However, these agreements often 
break down and benefits do not always materialise.

The Chinese food challenge

Activity and deal sizes in the agribusiness sector are on the increase 
as competition heats up in the global ‘land grab’. Chinese companies 
such as Bright Food, which recently made an unsuccessful bid for 
Sucrogen, COFCO, China’s largest food and drinks wholesaler and 
New Hope all appear to have ambitious global production strategies. 

China is still largely an agricultural country and already has almost 
1.4 billion people to feed, close to 20 percent of global population. 
As home to 40 percent of the world’s farmers but only 9 percent of 
the world’s arable land, it is not surprising that food security is high 
on the Chinese government’s agenda.223 

In fact, the stability of agriculture is the foundation for the whole of 
the Chinese social and political systems, making the food business 
politically sensitive with frequent calls for more protectionism. The 
Chinese Agriculture Vice-Minister has admitted that during the next 
five years, there would be increased pressure on the agriculture 
sector. He is quoted recently as saying that, from 2011 to 2015, 
China would annually consume an additional 4 million tonnes of 
grain, 800,000 tonnes of vegetable oil and 1 million tonnes of meat. 

With price hikes for agricultural products driving inflation, the 
Chinese authorities are very concerned with balancing demand 
and supply without putting too much pressure on local ecosystem 
services or having to overly rely on overseas investment. Interest 
from Chinese agribusiness acquiring assets across the Asian region 
has grown markedly in the past year, particularly with respect 
to private farms, aggregation and processing businesses worth 
between US$10 million and US$200m that do not attract the 
attention of local governments.224

Figure 52: China’s CITIC reviewing a farm in Angola 

Source: CSM, Feb 2011;  Picture: Bingfei, Newscom225
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China’s expansion into Africa continues unabated. ZTE International 
recently secured rights to grow palm oil on 2.8 million ha of Congo, 
which would be the world’s largest palm-oil plantation.226 China 
is also in talks with Zambia for a similar deal, a country where 
Chinese farms are said to produce a quarter of the eggs sold in the 
capital, Lusaka. According to one estimate, a million Chinese farm 
labourers will be working in Africa this year, a figure one African 
leader called “catastrophic”.227 

But not all deals go according to plan: China has apparently been 
forced to postpone an acquisition of 1.2 million hectares in the 
Philippines due to local land-owners opposition to the deal terms.228 

The other land grab 

The so-called ‘land grab’ is not, however, simply a China into 
Africa story, as one would believe from reading the headlines. It 
is also Singapore into China, China into Australia and Malaysia 
into Indonesia, to name but a few. Malaysian palm oil companies, 
for example, have been aggressively acquiring rights to land in 
neighbouring countries such as Thailand and Indonesia because 
there is minimal remaining land to develop domestically and 
especially since conservation policies have tightened in Peninsular 
Malaysia. Land in remote areas is still relatively cheap and food 
input and biofuel prices are currently relatively high, so investing in 
this land and developing it as plantations can deliver high returns. 
This, however, comes at the expense of traditional farming societies 
and communities and often the rights of indigenous people too. 

There is also strong interest in acquiring Chinese agricultural assets 
by non-Chinese companies. Wilmar, a Singaporean company, now 
controls over 50 percent of China’s small-package oil market and 
owns over 70 food-processing plants in the country. Soy is another 
crop where foreign firms have a huge control over local supply. 
Meanwhile, Cargill has invested in over 13 feed plants in China 
and owns at least four fertiliser plants and two corn-processing 
plants there. In total the company owns around 30 agricultural 
businesses in China. Overseas investment banks, such as Goldman 
Sachs and Deutsche Bank, have taken large stakes in China’s pork 
industry. More international investment, mergers and acquisitions 
in agricultural production, processing, logistics and distribution are 
expected in this period of rapid agricultural modernisation in China. 

Case Study: Poverty and palm oil - A complex relationship 
 
Indonesia and Malaysia, the world’s top producers of 
palm oil, are developing countries that have made 
great strides in eradicating poverty in recent decades. 
The palm oil industry is a cornerstone of economic growth 
for both countries and central to their strategies of improving 
living standards in rural areas. Poverty eradication schemes in 
both Malaysia and Indonesia have incorporated the strategy of 
offering smallholders concession land for plantation development. 
 
In Malaysia, The Federal Land Agency (FELDA) was formed in 1956 
with the vision of eradicating poverty by offering settlers ten acres of 
land to cultivate crops such as rubber and oil palm under a 20-year 
payback period. By 2008, FELDA’s land bank stood at over 850,000 
hectares, 84 percent of which was planted with oil palm. This land 
holding dwarfs that of Malaysia’s largest palm oil corporation, Sime 
Darby, which owns a 640,000 hectare land bank. The land distribution 
strategy seems to have worked in terms of poverty eradication; 
the country’s GDP per capita has risen to around US$ 7,755 in 
2010 with less than eight percent living on less than US$2 per day.  
 
Indonesia still has a GDP per capita of just US$ 2,963 in 2010, 
although it has been increasing rapidly, up from US$2,329 the 
previous year. Nevertheless, just under half of the population 
are still living on less than US$2 a day. Oil palm cultivation in 
Indonesia began to take hold after direct government investments 
in state-owned plantations, such as its 30 percent ownership 
in the plantation company, PT Perkebunan, which operates a 
smallholder scheme. Subsequent schemes were introduced by 
Indonesian companies to encourage smallholders and, by 1999, 
smallholders, who had not participated in production before 1978, 
had planted around one million hectares of oil palm. By 2002, palm 
oil cultivation land use had increased to almost 2.5 million hectares 
but by 2011 this figure has reached almost eight million hectares. 
 
The Indonesian and Malaysian governments see the granting of 
smallholder land for palm oil production as a crucial method of 
eliminating poverty. The smallholders in Indonesia tend to be 
allocated lands adjacent to commercial plantations so that they can 
obtain support and economies of scale. In both countries, however, 
many smallholders have been resettled as part of the programmes 
and may not be from indigenous tribes native to the area, which 
can cause social unrest. More to the point, even with government 
investment and strong demand, it is still questionable whether the 
benefits of the oil palm industry are reaching the poor.

China has an 
estimated 
1 million 

labourers 
working 

on farms 
in Africa to 

produce food 
for Chinese 

consumption



© Responsible Research 2011 | Issues for Responsible Investors | 140 This report and its contents are the work of Responsible Research Pte Ltd.
No reproduction or distribution is permitted without written consent.

Figure 53: China leads the way, India following.  A newspaper 
headline reflects land scarcity issues and race for ‘land grab’.  

Source: Hindustan Times, 04 May 2009

Case Study: Noble Group acquires land from local tribes in 
West Papua

The Noble Group, a Hong Kong-based, Singapore-listed commodities 
firm backed by China’s sovereign wealth fund CIC, has acquired the 
rights to around 32,000 hectares of forests on the Mooi people’s 
land in Sorong, West Papua province. This acquisition followed its 
June 2010 purchase of 51 percent of shares in PT Henrison Inti 
Persada, a palm oil subsidiary of the Kayu Lapis, a controversial 
Indonesian business group.  

Richard Elman, Founder and Chief Executive Chairman of Noble 
Group commented that the move “complements the company’s 
global agricultural and energy business” and analysts have been 
generally positive about the deal, estimating that the PT Henrison 
Inti Persada plantation could be worth over US$160 million once 
developed. 

Original reports suggested that the local tribal landowners have 
been offered around US$2.50 per hectare, or a total of around 
US$80,000 for the rights. The reports were not clear whether this 
was a one-off payment or an annual ‘rental’. There has also been 
talk locally of Noble committing to provide housing and education 
for local people but there are no details in the public domain. A 
recent DBS report suggests that Noble plans to fully plant the 
recently acquired land over the next three to four years (only 7,000 

hectares had already been planted) and “ideally, the group intends 
to develop close to 100,000 ha over the next few years”. Of the 16 
brokerage firms and investment banks covering Noble Group, 11 
published reports within the three months of the acquisition and 
only two mentioned the Papua deal. None make any reference to 
ESG risks. 

(Case Study taken from the Responsible Research report on Palm 
Oil, September 2010)

Case Study: Singapore looks to China for food security in a 
land deal that is double its own size229

Singapore, which imports more than 90 percent of its food, plans 
a massive farm project called the China Jilin (Singapore) Modern 
Agricultural Cooperation Food Zone in northeast China that could 
help diversify its food supplies, and build expertise in food safety. 
Singapore Food Industries has announced a joint venture to set up 
an integrated pig farm here and Singbridge International is studying 
the commercial feasibility of a joint venture in developing a giant 
food production zone jointly with the Jilin municipality. The overall 
project is double the size of Singapore. Rabobank is an adviser to 
the government on the deal. DaChan Food (Asia) a company based 
in Hong Kong and one of the largest chicken meat products and 
feed suppliers in China is one of the local partners. The zone will be 
aiming to be ‘disease-free’ and bio-security checkpoints will be set 
up to ensure that people disinfect their hands, clothes and footwear 
when entering or leaving farms. Singaporean experts believe that 
they could increase corn yields in that region from 50 to 80 percent.

Case Study: Daewoo tries, and fails, to lease half of 
Madagascar’s arable land

South Korea also imports around 90 percent of its food from 
abroad. The only product where Korea is self-sufficient is rice, due 
to protective measures. The country has changed dramatically in 
the last few decades; in the 1920s most Koreans were peasant 
farmers paying up to half their harvests in taxes to the Japanese. 
By 1950, over 70 percent of the population was still working in 
the agricultural sector. Today South Korea is one of the most 
industrialized nations in the world and less than eight percent 
are agricultural workers. However, the agricultural sector is seen 
locally as backward and undesirable. South Korea is now expanding 
its agribusiness horizons in order to fulfill the demands of modern 
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Korean diets and its chaebols are leading the charge to grab land 
in countries as diverse as China, Japan, Saudi Arabia and Dubai 
among others. Koreans seem generally supportive of this external 
strategy of food security despite its own history of resistance to 
Japanese land grabs earlier in the 20th century which caused rural 
poverty in Korea. 

Many of the deals have taken place in countries with poor human 
rights records in Africa and the Middle East. One such land deal was 
announced in 2008, when Daewoo attempted to lease 1.3 million 
hectares in Madagascar for 99 years. This made up almost half of 
Madagascar’s arable land. The deal failed due to local protests and 
contributed to huge political fallout.230

Case Study: Felling native customary rights (NCR) land in 
Sarawak to produce biofuel and ‘green the world’?231

Bio Oil National Group (Bionas), a London listed, leading global 
biofuel company wants to turn Sarawak into the world’s biggest 
producer of jatropha with an US$555 million investment. The 
many tribes in Sarawak’s interior, including the Kajang, Kejaman, 
Punan, Ukit, and the struggling Penan have already been hit hard 
by logging and palm oil plantations and the remaining NCR land is 
now at threat of deforestation.

Biomas, with a 1.3 million hectare land bank, aims to alleviate 
rural poverty in Malaysia by “helping Sarawak’s natives to plant 
jatropha on their Native Customary Rights (NCR) land and buy the 
oil produced by them. We will provide the seedlings and technical 
expertise.” The company says that Sarawak has huge plots of NCR 
land suitable for large-scale jatropha planting.

Figure 54: Penan tribespeople form a blockade in Malaysian 
Sarawak to protect their land rights

Source: Bruno Manser Fonds232

Case Study: Malaysian and Indonesian palm oil companies 
grab land in Africa

Sime Darby, the world’s biggest listed palm oil producer, is reviewing 
plans for a 300,000 hectare US$2.5bn plantation in Cameroon, 
Africa in response to rising demand and near-record prices. Its 
existing land bank is already up to 640,000ha after a 220,000ha 
concession was granted in Liberia last year. It is likely that Sime 
Darby would have increased its land bank in Indonesia if it had not 
been for the two-year moratorium on commercial development of 
forests and peat lands in January as part of an effort to conserve 
the country’s remaining rainforests. 

Other big producers including Wilmar International and Olam 
International are also reviewing projects across Africa in other 
countries such as Ghana and the Ivory Coast. Golden Agri Resources 
of Indonesia has signed a $1.6bn agreement with Liberia already 
and Olam has announced a 300,000ha joint venture in Gabon. 

African governments seem keen on these lucrative deals that 
promise job creation and increased export revenues. Investors, 
however, are concerned at the potential for poor governance and 
human rights abuses in these frontier locations. 

Source: Financial Times, February 27th 2011233

Social impacts of land acquisitions 

Land acquisitions have multiple implications for the affected 
societies. For example, water prices may rise to reflect the true 
cost or value of water, with particularly severe consequences for 
the urban and rural poor. Water deficiency is one factor motivating 
this ‘outsourcing’ of food production. The chairman of Nestlé has 
recently claimed, “…purchases weren’t about land, but water. For 
with the land comes the right to withdraw the water linked to it, in 
most countries essentially a freebie that increasingly could be the 
most valuable part of the deal.” He calls the trend, “the great water 
grab”.234 

The social costs of these acquisitions occur mainly in the country 
where the ‘grab’ is taking place. Local farmers who feel unfairly 
compensated or displaced due to foreign acquisitions of land 
(often the result of deals between foreign companies and local 
governments) may begin protesting. The situation is particularly 
sensitive in areas where the local populace sees that food is being 
produced and exported, whilst they themselves may not have 

The scale of 
these recent 
land deals is 
remarkable

http://markets.ft.com/tearsheets/performance.asp?s=my:SIME
http://markets.ft.com/tearsheets/performance.asp?s=sg:F34
http://markets.ft.com/tearsheets/performance.asp?s=sg:O32
http://markets.ft.com/tearsheets/performance.asp?s=sg:O32
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enough. In Madagascar, for example, such civil unrest contributed 
to overthrowing the president in 2009.235 

Special Envoy for Food at the UN Office of the High Commissioner 
for Human Rights, Olivier De Schutter has said, “The trend is 
accelerating quickly. All countries observe each other and when 
one sees others buying land it does the same.” 

The land grab and civil unrest 

Some of the recent large land investments by companies have 
already caused local civil unrest and political issues. For example, 
South Korea’s Daewoo Logistics 2009 lease for 1.3 million ha of 
agricultural land in Madagascar (almost half of the country’s arable 
land) for an allegedly low price contributed to a coup d’état in the 
African country. (see case study in this report).

In the Philippines, delegations from the Middle East have been trying 
to secure land, causing local angst. Meanwhile, India’s strategy to 
lease or buy farmland in Myanmar effectively supports the country’s 
military regime since the government owns the land.236 Asia is 
not unique in this trend. South African farmers are being wooed 
to Georgia in the ex Soviet Republic by the current government, 
causing hostility amongst the impoverished local farmers many of 
whom earn less than $150 a month and are being denied the same 
levels of funding and assistance.237

A 2009 report by International Institute for Environment and 
Development on the land deals states that “increased investment 
may bring benefits such as GDP growth and improved government 
revenues, and may create opportunities for economic development 
and livelihood improvement. But they may result in local people 
losing access to the resources on which they depend for their 
food security – particularly as some key recipient countries are 
themselves faced with food security challenges.”238

Case Study: Reputational risk for funds and investors funding 
land grab deals or investing ‘unsustainably’239

In May 2010, two Swiss NGOs, Brot für Alle and Fastenopfer, 
named and shamed some Swiss firms and financial institutions 
for funding agro-firms which apparently own or exploit land in 
developing countries to the detriment of the local people. Those 
targeted include Glencore and Addax Bioenergy who secured rights 
to use farmland in Paraguay and the Ukraine amongst others. Pictet 

was also accused for funding Wilmar International, which has palm 
oil plantations in Indonesia; Bank Sarasin for investing in Cosan, 
a big ethanol exporter in Brazil; a Credit Suisse arm that supports 
Alpcot Agro which invests in unused land in the ex-Soviet Union; 
and Lumix and Gaia Capital Management for investing in leased 
farmland.

On the flip side the UN International Fund for Agricultural 
Development (UNIFAD) has suggested that, if structured correctly, 
land deals could benefit all parties and be a tool for development. 
Similarly the International Institute for Environment and 
Development, who published a report on African land exchanges 
with UNIFAD in 2009, found that well-structured deals could 
guarantee employment, better infrastructures and better crop 
yields. Chinese government entities have recently invested in 
much needed research and development facilities in Africa, setting 
up 11 research stations.  The new landowners will also provide 
new access to credit for poor farmers. But if badly handled, these 
international land deals could cause great harm, especially if local 
people are excluded from decisions about allocating land and if 
their land rights are not protected.240

‘Code of Conduct’ proposed for land acquisition

In April 2009, the International Food Policy Research Institute 
proposed the creation of a Code of Conduct for cross-border land 
deals. Proponents of these guidelines suggest that such land 
investments would create new jobs in the agricultural sector, 
facilitate transfers of new technologies in production and processing 
(including biotechnology), increase production of food crops for 
both domestic and overseas consumption, boost local incomes 
(through contract-farming schemes), build up infrastructure and 
improve access to basic services (e.g., health and education) in 
rural areas, and open up new export opportunities to earn foreign 
exchange.241  

The World Bank, too, published a set of principles for responsible 
agricultural investment in Rising Global Interest in Farmland.242 
However, in October 2010, at the UN Committee on World Food 
Security (CFS), civil society representatives rejected the World 
Bank’s principles for responsible agricultural investment, citing the 
lack of a local consultation process. The FAO now plans to issue a 
new set of guidelines, which will include consultation rounds with 
civil society groups.243

Growing food 
for export 
in regions 
where 
poverty and 
hunger are 
prevalent 
may lead to 
local conflicts
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Treatment of livestock

As urban populations in Asia grow, the demand for protein 
from meat, eggs and dairy produce rises rapidly. Investors are 
increasingly expressing interest in Asian livestock returns, as can 
be evidenced by Goldman Sachs, an investment bank, reportedly 
investing between US$200 and 300 million to purchase twelve 
pig farms in Hunan and US$300 million to purchase ten poultry 
farms in Fujian in 2008.244 Deutsche Bank has also been active in 
this area, reportedly investing US$ 60 million in two pig farms in 
Shanghai and Tianjin.245

Rapid urbanisation and increasing disposable income to spend on 
food translates to more and more livestock crowded into factory 
farms and sheds across the region. The poor living conditions in 
many mass production facilities are thought to be behind the rapid 
transmission of diseases such as avian flu and swine flu throughout 
Asia in recent years. Cows, calves, pigs, chickens, turkeys, ducks, 
geese, and other animals are kept in small cages often without 
enough space to turn around comfortably. Animals are generally 
given high levels of antibiotics and growth hormones in order to 
maximise profits and reduce the propensity to sickness. 

Asian consumers are generally not yet advocates for animal welfare 
in the food chain in the same way as western consumers. There are 
a few small organisations that aim to prevent animal cruelty, such 
as ACRES in Singapore and Animals Asia in HK, but these tend not 
to focus on mass factory farming methods, rather than on specific 
issues of cruelty such as bear bile farming, dog and cat farming and 
shark finning. 

As meat production intensifies in Asia, however, and Concentrated 
Animal Feeding Operations (CAFO) models become more popular 
here the attitude towards the treatment of livestock on farms may 
change. 

Issues with CAFO farming models are not fully understood or 
researched at present. It seems likely that the steroid hormones, 
antibiotics and other pharmaceuticals widely used in the facilities 
enter local ecosystems in large quantities, causing disturbances 
to local biodiversity and food chains. Another sustainability 
consideration with the CAFO model is its heavy reliance on the 
availability of cheap non-renewable fossil fuel energy.

For investors, the risks of margin squeeze from potentially enhanced 
health and safety standards for the keeping, transportation, 
slaughtering and processing of livestock, are real, as are the 
reputational risks for a processor of livestock who is exposed for 
keeping animals in inhumane conditions. 

Following the reputational impact of its association with the 
melamine scandal, Mengniu Dairy, China, has worked hard to 
rescue its tarnished image on sustainability issues. Its 2010 
investor presentation covers the environmental impacts of its vast 
ranches but makes no mention of the treatment of its cattle. The 
new facilities in Inner Mongolia do, however, seem to be using the 
leading global technologies for mass dairy farms. 

Figure 55:  Not so bad? Top - Cows on the milking platform at 
Mengniu Dairy, China.  Bottom -  A dairy cow is brushed on the 
Mengniu farm which houses more than 10,000 head of milk cows 
in modern breeding and milking facilities covering around 1500 
acres.  

Source: Life, China

http://www.peta.org/issues/animals-used-for-food/cows.aspx
http://www.peta.org/issues/animals-used-for-food/pigs.aspx
http://www.peta.org/issues/animals-used-for-food/chickens.aspx
http://www.peta.org/issues/animals-used-for-food/ducks-geese.aspx
http://www.peta.org/issues/animals-used-for-food/ducks-geese.aspx
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Figure 56: Corporate strategy for green initiatives by Mengniu 
Dairy in China

Source: Mengniu Dairy Investor Presentation, 2010

Islamic communities in Asia use the traditional halal method of 
slaughtering animals, which is by a sharp cut to the jugular veins 
and carotid arteries rather than the non-halal method of stunning 
the animal with a shot to the head with a captive bolt pistol before 
slaughtering.  There has been little expressed concern from Asian 
consumers over the halal practice. Interestingly one study into the 
relative pain experienced by cattle in both practices using EEG and 
ECG recordings shows that not only did the cattle experience more 
pain from the stun gun than the Islamic slaughter but also that the 
result is likely to be less hygienic due to higher blood and brain 
particle content of the meat for the consumer.246  This latter issue 
was thought to be behind the transference of Mad Cow Disease 
to humans in recent incidents of the disease. Lastly, the Islamic 
practice also precludes slaughtering an animal in front of other 
animals.

ISSUES FOR 
RESPONSIBLE 

INVESTORS RESPONSES
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In January 2011, the FAO announced that global food prices had 
reached record highs, surpassing those of 2007 and 2008, driven 
primarily by corn, sugar, vegetable oil and meat.247 Wheat prices 
have also increased and rice to a lesser extent as can be seen from 
the charts below. These two staples are critical in Asia – particularly 
in the ASEAN countries, which are net importers. 

While wheat and rice have been sufficient to meet Asia’s demand, 
bad weather conditions or other reasons for diminishing the 
harvests could put further pressure on the price of these grains, 
especially if large consuming countries like China or India need to 
start importing them. Food companies need to ensure that they can 
deal with this volatility in input prices. Manufacturers may not be 
able to pass on the price increases, putting pressure on margins.

When food prices increase, consumers who spend a large proportion 
of their income on food are disproportionately affected as the 
higher prices directly impact their income and their ability to spend 
on other goods and services. As events in 2011 have shown, when 
local staple food prices increase sharply and suddenly, consumers 
react very badly, feeling their livelihoods threatened by the prospect 
of hyperinflation. This, along with political disenfranchisement, has 
been behind the recent events in Algeria and Tunisia as well as the 
food protests recently in India and Thailand. Events like these can 
disrupt markets and production for companies in the region, and 
increase operational costs.

World food prices experienced their sharpest increase in 2007-08 in 
30 years and have since returned to those same levels.

Figure 57: Commodity Food and Beverage Price Index, 2005 = 
100.

Source: index mundi, Includes Food and Beverage Price Indices, 
from IMF data 248 

Figure 58: Chart showing the price of rice in US$ per metric tonne

Source: index mundi249

FOOD PRICE RISES

Basic food 
like grains 
have seen 
more price 

pressure 
than meat 
and dairy
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Figure 59: Chart showing the price of wheat in US$ per metric 

tonne

Source: index mundi250

From 2010 to 2019, the FAO projects grain and cereal prices will 
rise 15 to 40 percent, vegetable oils 40 percent, and sugar prices 
to be above average.251 There are conflicting estimates from the 
FAO and IFPRI over expected price increases. The IFPRI believes 
that cereal prices will rise by only 10 to 20 percent by 2015. World 
grain stocks are currently the lowest in 30 years despite record 
harvests and prices of cereals are expected to be 50 percent higher 
in 2017 than historical averages.252 Most experts and traders are in 
consensus that growing populations, higher oil prices and economic 
growth will continue to push prices higher. 

The following table attempts to summarize major drivers behind 
moves in food prices, indicating for each factor whether it is new 
and whether it is likely to be long or short duration. They indicate 
overall prospects for upward pressure on pricing and continued 
volatility remain in place.

Factor Novelty Comment

Income shocks Old, with 
growing risks

Demand shocks can work in either direction. Meat prices 
are more sensitive to middle income households, while 
grain prices are more sensitive to poorer households. 
The rapid build up in demand from Asian middle classes 
may constitute something of an income shock. This is 
partly because the previous growth in demand was from 
increased numbers of poor people in undeveloped areas, 
whereas the shift in diet may be a newly significant 
factor on an absolute basis, albeit the trends have been 
in place for a prolonged period.

Speculation
Old but 
trending 
upwards

Speculation is supposed to improve liquidity and so 
smooth prices. However, various types of trading, 
for instance momentum investing, exacerbate price 
moves. Further, increasing numbers of long term funds 
buying commodity basket derivatives have increased 
speculative trade flows as a proportion of total food 
futures trading, providing a stronger mechanism for 
financial market volatility to translate into food price 
moves.

Oil price volatility Old but likely 
to reappear

This has always been a driver of volatility in food prices 
as discussed under in the oil, energy and biofuels 
sections. However, as energy costs increase they form a 
larger proportion of total costs, increasing sensitivity.

Biofuels New
Increased potential for diverting of food crops to fuel at 
higher oil prices may be reinforcing the link between the 
oil price and food prices.

Policy shocks Old

Policy is frequently a direct cause of price moves as 
politicians have to be seen to act when the population 
is hungry. For example, export restrictions from Russia 
(followed by India) on wheat exacerbated the weather 
induced shortfall. Conversely, subsidies that limit the 
transmission of global prices to consumers reduce 
volatility. Bioenergy policy also fits into this category.

Inventory levels Old

Storage smoothes price falls when there are abundant 
crops and high levels of stocks can reduce spikes when 
there are shortfalls. Inventories have been in decline 
since the millennium as commercial operators have 
reined in working capital, while governments have 
tended to rely more on trade. Public stocks are likely to 
increase following the experience of 2006-2008.

Weather shocks Old, but likely 
to increase

Two significant ones in 2010 include the drought that 
led to Russia’s failed harvest and the floods in Pakistan 
that drove up cotton prices. There is significant potential 
for climate change to increase the frequency of weather 
shocks.

Underinvestment Old

Given the prolonged period of range-bound pricing of 
agriculture commodities, there has been a long period 
of lower investment in agricultural activity. Hard and 
soft infrastructure includes roads, warehousing, port 
facilities, rural credit, soil nutrients, farming practices 
and seed varieties all of which have a significnat role 
in bringing food supplies to market. This is likely to 
respond to the current higher food prices. 

Food prices 
likely to rise 
faster than 
inflation as 
food crops 

compete 
with bio-

fuels for land 
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Rising food prices will disproportionately affect consumers, 
particularly rural Asians, who are already spending a large 
percentage of their disposable income on food. Until the dramatic 
price hikes in 2008, consumers had become accustomed to 
relatively cheap food. For the 40 years until the global financial 
crisis there had, in fact, been a 60 percent decline in an inflation-
adjusted basket of soft commodities.253

Food riots over prices have erupted in 35 countries, and contributed 
to the downfall of several governments including Haiti, Egypt and 
Madagascar.254 Initial causes of the late 2006 price spikes included 
droughts in grain-producing nations and rising oil prices. Oil price 
increases also caused general escalations in the costs of fertilisers 
and transportation and the increasing demand for bio-fuels.255  

Cyclical factors, such as falling global food stockpiles leading to 
restocking, and increased demand for ethanol, also contributed.256 
According to the USDA, global stocks of rice and other cereals have 
been declining (from 350 million metric tonnes in 2000 to about 
200 million m3 currently), implying that production has been lower 
than consumption for several years in row. 

Rising food prices disproportionately affect the poor: according 
to Gary Becker, a Nobel economics laureate at the University 
of Chicago, if food prices rise by a third, they will reduce living 
standards in rich countries by about 3 percent, but in very poor ones 
by over 20 percent.257 Poorer Asian countries such as Bangladesh, 
Vietnam and Cambodia, and highly populated countries like India, 
Indonesia and China, will be hit harder than relatively better off 
Singapore, Hong Kong or Malaysia. That said, grain prices could 
benefit small-scale farmers over the long-term. In Cambodia, an 
overwhelming majority of rural Cambodians are net purchasers of 
rice, only around a third are producing enough food to sell, making 
the country very vulnerable to price increases.258

When world food prices soared in 2007-2008, some experts 
suggested that high prices would be good for farmers, especially in 
poor countries, and that eventually farmers and consumers would 
all be better off as the returns would be reinvested in agriculture. 
To an extent this argument held up in developed countries, but in 
Asia, farmers did not reap any significant benefits.259  According to 
the Financial Times newspaper, a large number of Asian farmers 
are small holders, lacking storage facilities, and with debts to repay 
from planting costs. Whatever surplus they have from their last 
harvest is usually sold in advance, well before the price surge. 
Typically, only rich farmers can hold produce from the market until 
the price is higher.260

Asian governments responses to rising food prices yielded both 
good and adverse outcomes. For example, Thailand and Vietnam, 
the world’s two largest rice exporters, banned rice exports in 
2008, triggering rice shortages worldwide and panic buying in 
importer countries such as the Philippines. They also initiated food 
stockpiling.

The Philippines government also established a seed bank to improve 
the quality of seeds and provide a reserve against occasions when 
crops are wrecked by typhoons (the country is prone to such 
disasters).261 In 2008, India enlarged its National Rural Employment 
Guarantee Act to every rural district, technically guaranteeing 100 
days of minimum-wage employment on public works to every 
rural household. India also introduced an agricultural-debt waiver 
programme for about 40 million farmers.262 

Rising food 
prices have 
the biggest 
impact on 
the poor, 

and those 
dependent 

on food 
imports

Export bans 
depress local 
prices to the 
detriment of 
local farmers
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While rapidly expanding middle classes in countries such as India and 
China demand access to more meats and imported food, they are also 
increasingly pressuring their governments for assurances of food safety.  
For example, consumers in Hong Kong and Singapore were  until recently 
unaware of the dangers of consumption of trans fats or the cruelty and 
environmental impacts of shark-finning; in the last year alone, there has 
been a huge increase in the number of articles in mainstream newspapers 
highlighting sustainability and health issues surrounding food, with 
consumers voicing increasing concern.

While Singapore remains one of the world’s top five shark’s fin importers 
and appears to be the biggest per capita consumer, in May 2010, 12 
hotels and restaurants in Hong Kong (which handles 50-80 percent of 
the global shark fin trade) supported the WWF initiative to save sharks 
by supporting shark-free banquet menus. This marked the first time local 
restaurateurs have supported shark conservation efforts.263 

We expect that Asian governments will follow their Western counterparts 
by gradually enacting regulations that require food companies to provide 
audited data on sustainability impacts, water usage, pesticide use, 
fair trade, GHG emissions and packaging recyclability. Responding to 
rapidly rising food prices in the first half of 2010, the Chinese cabinet 
announced that it would establish flexible reserves of major products. It 
also allowed toll-free use of the nation’s highways for trucks loaded with 
fresh vegetables to help get them to market.

Yet here, too, there are risks. Many food companies, especially the 
multinationals, have realised the potential to promote food products’ 
“health benefits,” playing to growing appetite for healthier fare in some 
consumer segments. But not all offerings are actually healthy, and relaxed 
labelling laws and enforcement throughout Asia allow manufactures to 
make dubious claims (such as marketing ice cream as healthy because 
the ingredients are “all natural.”) Asian consumers, particularly those 
in the middle to upper classes, are likely to demand that independent 
entities monitor the veracity of these claims, as their counterparts have 
done in more developed markets in the US and Europe. 

Many food companies in developed markets, including WalMart and 
Danone, have already responded to consumer pressure by adopting 
more sustainable criteria for selecting their suppliers. Frequently there is 
resistance because these improved food cultivation and livestock rearing 
practices along with fair wages for those involved in production come 
at a higher price to consumers in the short term. Over the longer term, 
however, these methods are seen as the only ways to provide sufficient 
food for all.  

POLICY RESPONSES

Sustained 
price 

increases 
may 

ultimately 
propel 

governments 
to invest 

more in the 
agriculture 

sector

Case Study: Walmart responds to consumer pressure and 
adopts sustainable supply chain practices

With revenues of US$ 420 billion globally, Walmart is the largest 
company in the world and in 2010 would have ranked as the 26th 
largest economy in the world if it were a country. As the footprint 
of global retailers has spread, so has consumer awareness of their 
environmental and social impact. Sustainability, therefore, now sits 
at the epicentre of the company’s business model. 

In 2009, Walmart announced that it would assess its suppliers 
on environmental and social criteria. It announced a Sustainable 
Product Index to “establish a single source of data for evaluating 
the sustainability of products.”  

Walmart said it would introduce the initiative in three phases, 
beginning with a survey of its more than 100,000 suppliers around 
the world. The survey includes 15 questions that “serve as a tool for 
Walmart’s suppliers to evaluate their own sustainability efforts.”264

Government policies can affect outcomes on food sustainability 
in a variety of ways. Cessation of consumption of ‘problem’ 
ingredients such as irresponsibly sourced palm oil, MSG, trans fats 
and acrylamides can be impacted through government intervention 
through Food Safety Laws, import duties and outright bans. 
Substitution to alternate ingredients can be encouraged. A shift 
in diets away from resource intense products may also happen for 
economic reasons as resources are priced in, both for farmers and 
consumers.

http://www.greenbiz.com/business/research/tool/2009/09/28/supplier-sustainability-assessment
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Summary of key recent policy responses by Asian 
governments to food security and sustainability issues

China

• Tariff-rate quotas on imports for key commodities (wheat, corn, rice, cotton, sugar 
and wool)   
• Direct subsidies through small payments to grain farmers based on grain acreage 
(2004), purchases of high-quality seeds and agricultural machinery, and payments to 
compensate farmers for costs of fertilisers, fuels and inputs 
• Government procures set quantities of rice, wheat, corn, soybeans, cotton, rapeseed, 
sugar and rubber at fixed prices and manages reserves  to support market prices 
• Government provides direct credit cooperatives and banks to extend loans to 
farm households and agribusinesses that contract with farmers  as well as irrigation 
construction for arable land 
• Farmers can cease cultivation of environmentally fragile land in exchange for in-kind 
payment of grain 
• Agreement to eliminate export subsidies as a WTO member

India

• Export ban on non-basmati rice (2007), onions (2010) and wheat (2011) 
• Bound agricultural tariffs are among the highest in the world, to help meet domestic 
price stability goals 
• Financial and institutional support for ‘agro-processing’ zones to produce goods for 
export 
• Agricultural land allocated at the national level favours cotton, edible oils and sugar 
cane 
• Minimum Support Prices (MSP) and Market Intervention Schemes (MIS) for 26 
different agricultural commodities, accounting for 80 percent of gross farmed area and 
75 percent of gross value of crop production 
• Subsidies for rice, wheat, sugar and oilseeds are supplied to the poor through the 
Public Distribution System (PDS) targeting poverty reduction and food distribution?

Taiwan

• Country-specific quota (CSQ) regime for public sector rice imports: the quota of 
144,720 metric tons of brown rice is divided into two portions - 35 percent for private 
sector imports and 65 percent for public sector imports (2007) while importers bid for 
quota rights 
• Public reserves are sourced from public sector imports and released according to 
market price and demand  
• “Farming Village Rebirth Program” investing NT$150 billion on 4000 rural villages and 
600,000 households 
• Peasant Health Insurance Act allows farmers to lend farmland for use during their 
retirement without losing insurance

South 
Korea

• Adjusted in-quota tariffs for animal and vegetable fat, feed, cotton seeds, soybean oil 
cake, animal stomachs, maize, refined sugar, fresh garlic and wheat flour (2011) 
• Frozen pork and pork belly were added to voluntary tariff-rate quota (TRQ) to stabilize 
prices amid supply shortage during widespread foot-and-mouth disease (2011) 
• Presidential Decree has power to set emergency duties on agricultural, forest, and 
livestock products if the margin between internal and external prices changes suddenly 
(2009)

Thailand

•  Reduced import tariffs for the ASEAN region for all agricultural products except four: 
coffee, coconut, fresh cut flowers and potatoes (2010) 
• Rice intervention policy is implemented through fixed prices and a mortgage program 
in which farmers obtain a loan by mortgaging the paddy and redeeming loan after 
harvest 
• Soybean imports are subject to TRQ of 20% in-quota and 80%out-of-quota, except 
for WTO countries who have 0% import duty 
• Sugarcane subject to minimum prices, regulated sugar sales and TRQ between 65%-
94% 
• In years of sufficient domestic supply, RTG will limit in quota imports to level 
obligated by WTO agreement 
• Import licence requirements for meats (fresh and frozen), seafood (fresh and frozen) 
and all livestock products

Malaysia

• Import licence is required for certain protected agricultural products including meat, 
eggs, dairy products, wine, plants, cereal flours and seafood 
• Prices of rice, sugar, some milk products, wheat flour, cooking oil and some 
vegetables are controlled by government 
• 3rd National Agricultural Policy (DPN3) Food Security Plan (May 2008) includes 
creation of rice reserves, provision of infrastructure incentives for biotechnology 
agricultural entrepreneurs, and strengthens distribution and marketing of domestic 
produce

Philippines

• Central government has monopoly on rice imports and supplies National Food 
Authority (NFA) who then accredits licensed private retail outlets and institutions for 
distribution at below-market price 
• Relatively open trading system with lowest applied tariffs in the region; wide range of 
tariff exemptions for inputs to food production and processing facilities

Indonesia

• Heavily regulated by tariffs, import licensing, export taxes and bans, and informal 
export quotas 
• Under ASEAN FTA, reduced all tariffs to 5% or less (for products of at least 65% 
ASEAN origin) but exempts rice and sugar from tariff reduction 
• Government monopoly purchases rice for price stabilization and disaster food security, 
sets purchase prices at Rp. 2,200/kg of paddy rice (2008), allocates fertiliser subsidies 
and seed subsidies 
• Ministry of Trade grants import licenses for specific quantities of white sugar to 
selected importers; sets floor price of Rp. 3,800/kg sugar 
• Anti-dumping import duties on wheat from India and China (11.44 percent and 9.50 
percent, respectively)

Vietnam

• Inputs, seeds, fertiliser and irrigation water are subsidized; fertiliser manufacturers 
and importers have access to low-interest credit 
• Upon Vietnam’s entry to WTO, government reduced most tariffs, set ceiling on 
agricultural subsidies, and announced a phase out period for quota elimination (2007) 
• Minimum purchase price on rice paddy set to VND 3,500/kg (2009); rice exporters are 
state-owned companies

Hong Kong

• Hong Kong is a free port, imposing no duties on imported food products with the 
exception of wine/liquor beverages which follow the retail tax rates 
• Food Safety Bill (2011) requires a registration scheme for food importers and food 
distributors to keep records of persons who acquire, capture, import or supply food

Singapore

• Government has set aside some land to increase domestic farming (2008) to improve 
food security, but Singapore imports over 90 per cent of food and is heavily dependent 
on prices set in global markets 
• Most food goods can be imported duty-free except for intoxicating liquors and tobacco 
products, but licences are required by importers of meat, fish, fish products, fresh fruits 
and vegetables
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The role of input subsidies

Government subsidies for the food industry may exacerbate 
environmental problems if they incentivize farmers to implement 
unsustainable agricultural practices, such as overuse of water 
and fertilisers or inappropriate and highly risky monoculture. For 
example, EU sugar farmers receive up to four times the world 
market price for sugar due to export subsidies. 

The EU also stands accused of subsidising farmers to the tune of 
US$300 billion, thereby supporting massive overproduction and 
resulting in the ‘dumping’ of certain commodities onto emerging 
markets. This indirectly undermines the livelihoods of potentially 
competitive small-scale farmers in these countries. For example 
each tonne of wheat and sugar from the UK is sold on international 
markets at an average price of 40 percent, and 60 percent below 
the cost of production, respectively.265

In India, farmers receive substantial government subsidies on 
fertilisers, electricity and water, but the overuse of one type of 
fertiliser, urea, is degrading the soil to the extent that yields are 
now falling. Farmers spread the small urea granules by hand or 
from tractors, but because they pay so little for it, they often use 
many times the recommended amount.266 

A wide variety of solutions have been proposed or invested in to 
solve the problems created by the sustainability, environmental 
and social challenges presented by modern agriculture. The race is 
now on to direct sufficient levels of patient capital to finance these 
solutions in order that food security and stability will be less of a 
cause for concern for future generations. 

Improved agronomy for smallholders

Small rural farms are vital to the long-term delivery of sustainable 
agricultural solutions. Despite the progression towards ever-larger 
mechanized super-farms, the small single-family agricultural 
homesteads keep the land fertilized, biodiversity intact and soil 
nutrient levels high in many areas,  provide much needed rural 
employment, and slow migration to the cities. 

Case Study: Missed opportunities for improvements in 
smallholder yields in the Indonesian palm oil industry

Palm oil is the most widely used vegetable oil in the world. The 
wealth it creates in the developing world will continue to change 
dietary habits and result in a higher calorific intake. Vegetable oils, 
and palm oil in particular, are expected to meet this anticipated 
demand.

Greater palm oil production will depend on a varying combination of 
maximising productivity and increasing the area under cultivation. 
Maximising productivity is a preferred route as land transformation 
tends to have far more significant environmental ramifications. 
Major companies that source from or co-exist with small holders 
can significantly determine which option is chosen.

Indonesia is the largest producer of crude palm oil in the world. 
While smallholders account for nearly 41 percent of oil palm acreage 
in the country, their palm oil production is only around 33 percent.

Figure 60: Oil palm production and yield

SOLUTIONS
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Various factors contribute to the lower productivity of small holders. 
Agronomic factors include the use of poor planting material, 
inappropriate/inadequate application of fertilisers and sub-optimal 
harvest cycles. Institutional hindrances relate to the inability to 
access or purchase the appropriate inputs, inadequate physical 
infrastructure to take their produce to the mills, and access to clear 
land titles, among others.

Addressing these deficiencies will pose some challenges. However, 
the support of major companies in the palm oil supply chain may 
lead to massive productivity gains by smallholders. An analysis of 
scenarios in which different levels of good agricultural and best 
management practices are applied reveals that not only are there 
economic gains to be had for the smallholders, but significant gains 
can also be made in land use efficiency. Under the most optimal 
scenario, two million hectares can be spared transformation. 
Further, according to conservative estimates, smallholder yields 
can be improved by two tonnes of Crude Palm Oil (CPO) per hectare.

Figure 61: Income from oil palm maturity for different smallholder 
standards for a 26 year cycle

N.B. The calculations are made for tied smallholders, who are linked 
to a nucleus plantation or a mill, as opposed to entirely independent 
smallholders

Improved productivity will benefit the entire value chain. 
Smallholders will clearly benefit from higher incomes. Mill owners 
will benefit from higher volumes that will result in better capacity 
utilisation. The Indonesian government will benefit from higher tax 

revenues. Land will be conserved as a consequence of agricultural 
intensity improvements. 

To achieve this, agronomic and institutional hindrances and 
opacities will have to be removed. A multi-stakeholder approach 
will be required. But firstly and perhaps most importantly, this will 
require ownership and concerted action from the largest players in 
the palm oil ecosystem. Active investor stewardship can perhaps 
grease the wheels of a movement in this direction.

Source: Global Sustainability Associates267

Technological advances

After decades of increasing annual yields in most agricultural crops 
due to seed technology, enhanced irrigation and fertilization, the 
yield enhancement story seems to be fading. The following chart 
shows the yield growth rates in developing countries, as reported 
by the International Food Policy Research institute. 

Figure 62: Percentage yield enhancements in maize, rice and 
wheat in developing countries since 1963

Data Source: The World Development Report (2008)

Some technologies, however, will continue to deliver innovation and 
specific areas of yield enhancement. Some are new technologies 
and others are related to management techniques.

Technological advances are helping to improve agricultural output 
in non-traditional ways as well. Food scientists’ ability to break 
down individual components of food has spurred the development 
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of a lucrative nutraceuticals business that carries important social 
and governance risks. For example, so-called “functional foods” 
that claim superior health benefits, such as flaxseed-fortified 
cereal, provide a new and growing opportunity to food companies, 
but also comes with reputational risks as experts and dieticians still 
have doubts about the efficacy of such foods. 

Organic Food 

The global market for organic food and drinks is still recovering 
from the economic slowdown of 2008. After the slowdown annual 
revenues are around US$60 billion, up from US$18bn in 2000.268 

Amongst consumers, it is generally assumed that organic food is 
better for the environment and communities but in fact, there are 
arguments that GHG emissions, for example, are not much reduced 
from farming organically due to the increased level of labour and 
machinery used for weeding and other functions. 

Production and consumption of organic products is rising rapidly in 
Asia. China and India are now global exporters of organic crops, 
whilst other countries are becoming large consumers. However, 
the disparity between production and demand is leading to a two-
tier organic food industry. Consumer demand for organic foods is 
rising partly because of the spate of food scandals, some involving 
Chinese products where households are turning to organic foods 
because of fears for food safety. Large food retailers are responding 
by introducing more and more organic products, some under their 
private labels. Distribution is also expanding in non-retail channels, 
such as catering & foodservice establishments. 

In Singapore, much of the local organic produce is sourced from 
ZenXin in Malaysia, for example269 which is certified organic by 
NASAA, Australia. 

Figure 63: Organic Dragon Fruit 

Source: Zenxin.com 

It is fair to say, however, that organic agriculture improves 
biodiversity, an ecosystem service which is only just being quantified 
but which, we know is vital for pollination and cross pollination of 
plants and for the effectiveness of natural pesticides.

According to the Organic Monitor, a specialist research firm focusing 
on the organic industry, the market for organic products in Asia and 
Latin America is growing, but the bulk of sales remain in Europe and 
North America.270 Other sources say that China’s domestic organic 
market is now worth one billion US dollars a year, offering massive 
export opportunities for other countries.

Looking more broadly, the market for certified sustainable 
agricultural products, including organics, was estimated at US$40bn 
in 2008, around 2.5% of the world food and beverages market. It is 
estimated to grow to US$210bn by 2020 and US$900bn by 2050.271

Innovation delivers solutions to food sustainability

The following table sets out some of the sustainability considerations 
that apply to various agricultural techniques. It illustrates that while 
there are no straightforward answers, there are a range of options 
for improved agronomy that food companies can develop in their 
supply chains, enhancing the resilience of their margins.

Solution Benefit Inputs Climate 
effects

Depletion 
or price 
sensitivity

Other 
comments

Fertilisers

Increases yield 
and makes 
nutrient-poor 
soil productive

Mainly 
Nitrogen (N), 
Phosphorus (P) 
and Potassium 
based (K).

Nitrous oxide 
contains 
about 300x 
the emissions 
of carbon. 
Emissions 
for nitrogen 
fertilisers vary 
depending on 
feedstock.

Potash is mined 
and is a finite 
resource. 
Nitrogen-based 
fertilisers are 
manufactured 
using coal, oil 
or gas. 

Can cause 
a range of 
environmental 
problems 
including 
algal blooms 
in rivers and 
lakes. Farmers 
become locked-
in to fertilisers 
once they start 
to use them.

Crop 
protection

Lower levels of 
crop failure and 
spoilage

Primarily 
herbicides, 
insecticides and 
fungicides.

CO2 intensive 
production

Primarily oil 
based

Many of 
these are 
controversial 
and can cause 
problems for 
wildlife or 
human health. 
Farmers 
become locked-
in.
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Wumart: Moving towards sustainable practices in China

Activities in Asia are reflecting the global trend to a higher regard 
for sustainable supply chain management. The CFO of Beijing’s 
largest retail chain, Wumart, discussed their ‘‘farm to supermarket 
matching’’ programme that has been piloted over the last two 
years. 

Initially implemented in Shandong but now being rolled out to 
other provinces, with contracts in 16 provinces across China, 
this operation works by establishing long term supply contracts 
with farming cooperatives. These cooperatives work with several 
thousand small farmers to promote investment in small, modern 
greenhouses and seek to improve planting materials and practices. 
In 2010, 70 percent of the produce sold at Beijing’s Wumart 
branded stores was directly sourced from these cooperatives and 
the company says it aims to increase that to 85 percent, in addition 
to increasing direct sourcing in other categories. 

By cutting out the “middle man,” margins on these products have 
increased by 5-10%, along with sales growth, with quality fresh 

produce now on the shelf within 24 hours. Accountability has also 
improved as products can now be traced and tagged through a 
government backed labeling scheme that identifies the source of 
the produce. Crucially, farmers benefit by receiving prices 10-20% 
higher than they would get at wholesale markets. 

Wumart is not alone in its use of direct sourcing. Walmart China 
now sources 95 percent of its produce locally through a network 
of 62 direct farm ‘consolidators’ accessing nearly 730,000 farmers. 
With food inflation a key concern, these direct sourcing initiatives 
are backed by the state and have been credited with helping to 
stabilise food prices.  

Although Wumart still does not report any environmental 
indicators, it is telling that details of this policy are included in 
quarterly financial reports, evidence that these issues are rising 
in importance. This approach is vital in a country rife with food 
health and safety concerns and should help Wumart attain its goal 
of being recognised as a “model Chinese company” in the eyes of 
both consumers and the state.

Genetically Modified Organisms

The WHO defines genetically modified organisms (GMOs) as 
“organisms in which the genetic material (DNA) has been altered in 
a way that does not occur naturally.” The technology is often called 
“modern biotechnology” or “gene technology”, sometimes also 
“recombinant DNA technology” or “genetic engineering.” It allows 
selected individual genes to be transferred from one organism into 
another, also between non-related species.”272 The technology 
helps to improve food output in part by improving crops’ resistance 
to disease. 

Supporters of GM, including 
China and the US, regard 
the technology as crucial in 
meeting future generations’ 
demand for food. The case 
in favour of GM food is quite 
simple: given the growing 
population and strong 
concerns about future food 
shortages and security, GM 
foods may be key to finding 
a solution.

Vehicles

Enable land 
conversion 
to arable and 
harvesting

Primarily 
tractors and 
combines

CO2 use in fuel

Mechanisation 
has been a 
primary source 
of improved 
productivity.

Farmers 
become locked-
in. Requires 
large farms.

Low 
tillage

Reduces some 
input costs, 
some climate 
benefit.

Modified 
machinery

Prevents 
soil carbon 
from being 
exposed to the 
atmosphere

Reduces water 
requirement.

Organic

Reduces 
dependence on 
fertilisers and 
chemicals. 

Only organic 
fertilisers and 
pesticides are 
used with much 
higher levels of 
labour per 
hectare farmed

Lower chemical 
inputs and 
reduced 
associated 
GHGs.

Lower chemical 
inputs, 
but similar 
energy due to 
higher labour 
component, 
supplemented  
by machines. 

Concerns over 
insufficient yield

Poly-
culture

Reduced 
chemical  
requirement 
and increased 
biodiversity. 
Balance 
of natural 
predators 
increases.

Use of multiple 
crops in 
same area 
farmed – also 
called inter-
cropping with 
nitrogenous 
fixing plants

Likely to retain 
soil carbon and 
other nutrients.

Uses much 
lower inputs

Very rarely 
studied, 
much more 
appropriate 
to small scale 
farming.

The first commercially grown GM food 
crop was a tomato (called FlavrSavr), 
modified to ripen without softening by 
Calgene, subsequently a subsidiary 
of Monsanto. However, production 
problems and competition from a 
conventionally bred, longer shelf-life 
variety prevented the product from 
becoming profitable.273
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Detractors cite a range of concerns from an environmental and 
social perspective and it is notable that the companies involved 
have frequently been mired in controversy:

•  Threats to biodiversity through damage to other organisms

A study conducted by the environmental magazine Nature274 
in 1999 evidenced that pollen from BT corn caused high 
mortality rates in monarch butterfly caterpillars, recognised 
by the WWF as an endangered biological species and the 
first priority in world butterfly conservation.

• Resistance to herbicides and pesticides

GM crops so far have been primarily designed for use 
with herbicides, particularly glypohsate, and pesticides. 
There are increasing concerns that weeds are developing 
resistance to glyphosate. The chemicals are also a health 
hazard for humans when used inappropriately.

• Gene transfer to non-target species

Cross breeding between GM crops and weeds could result 
in the transfer of the pesticide-resistant genes from the 
crops into weeds or cross-pollination with non-GM crops. 
Bayer was successfully sued in 2010 by US farmers when 
genetic material from GM rice escaped in this way.

• Health risks

Concerns exist over introducing a new gene into a plant that 
may introduce new allergens or cause allergic reactions in 
susceptible people. In addition, there is always fear of the 
unknown and unexpected impacts on human health from 
modified genes. Although no specific cases have been filed 
by the medical establishment on any effects resulting from 
consumption or growth of GM crops, the case study below 
could indicate potential health concerns.

• Extreme industry concentration

Monsanto is synonymous with GM crops. Dupont and 
Syngenta also have a significant share of seeds, and Dow 
Chemical and Bayer rather smaller businesses. Together 
they account for more than half of global seed and biotech 
sales.

Case study: Research into possible environmental and health 
hazards of GM potatoes, Scotland275

In 1995, a study publicly funded by the Scottish Office Agriculture, 
Environment and Fisheries Department, SOAEFD, was conducted 
into the possible ill effects of GM potatoes. The study on laboratory 
rats suggested that consumption of the GM potatoes had in some 
instances interfered with the growth of young rats and the normal 
development of some of their vital organs, induced changes in the 
gut structure and function, and reduced their immunity. In contrast, 
the animals fed on diets containing the parent, non-GM potatoes 
had no such effects. 

Case study: Lawsuit against Monsanto in California

On 21 June 2010, the US Supreme Court issued its first ruling 
in regard to a GM crop. This was a ruling in regard to “Roundup 
Ready alfalfa” produced by Monsanto.276 The case began in 2006 
when organic farmers, concerned about the impact of GM alfalfa on 
their crops, sued Monsanto. The California Northern District Court 
ruled that the United States Department of Agriculture (USDA) was 
in error when it approved the planting of Roundup Ready alfalfa. 
According to the presiding judge, the law required the USDA to first 
conduct a full environmental study, which it had not done. 

The impact of the current US Supreme Court ruling is somewhat 
unclear. Meanwhile, the planting of GM alfalfa currently remains 
halted in the US, and it is unclear when it may resume. 

Supporters of GM crops increasingly point to the potential to deliver 
environmental and social benefits in addition to the resource benefits 
of yield improvements. Scientists are working on modifying crops 
in a manner so that they are drought resistant or use less water to 
grow and possibly assist in fixing carbon in the soil.

The vast majority of GM sales have been of crops with resistance 
to herbicides and pesticides, primarily sold by the GM vendor. The 
buyers have tended to be large scale farmers, rather than the 
smallholders still prevalent across Asia and Africa. This undermines 
the argument that GM is being used to help alleviate food poverty 
and hunger and solve environmental challenges. Indeed, the notion 
that the large food technology companies will design products for 
these markets warrants closer inspection: as ever, it is difficult to 
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make money out of the poor. Governments may have to undertake 
research into the crops they need for themselves, as has happened 
in China.

Latest trends suggest use of GM technology is growing at a rate of 
about 7 percent a year.277 The GM seed market was worth US$10.5 
billion in 2009, and the crops that grew from that seed were worth 
over US$130 billion.

Among crops, 75 percent of soybean, 25 percent of maize, and a 
large proportion of cotton grown globally are genetically modified. 
There are varying estimates of the total amount of land under GM 
cultivation, but according to the FAO, GM crops worldwide covered 
an area of 800 million hectares in 2008 (roughly equivalent to 
the land mass of Australia).278 GM crops are now grown in 25 
countries, including India, China and the Philippines. Estimates 
by ISAAA (International Service for the Acquisition of Agri-Biotech 
Applications) are significantly lower, at 134 million hectares of land 
under GM cultivation in 2009.279 

Figure 64:  Global area of GM crops (million hectares), and as a 
percentage of total area under agriculture

Source: Data from FAOSTATS and www.isaaa.org

Currently, GM crops are grown in three countries in Asia: China, 
India, and to a lesser extent in the Philippines. In India and China, 
only non-food crops such as cotton are genetically modified. In 
the Philippines an area of 0.5 million hectares is under GM maize 
cultivation. However, many Asians consume GM foods produced 
outside the region. For example, China is a net importer of soybeans 
from the US, the majority of which are genetically modified.280 
Since the United States does not require GM foods to be labelled, 
harvested GM soybeans are not usually segregated. 

China and GM food

GM maize and soybean are already widely consumed in China, as 
they are in the US.  GM rice will likely find its way to Chinese 
dinner tables by 2013, according to Mr. Huang Dafang, Director 
of the Biotechnology Research Institute of the Chinese Academy 
of Agricultural Sciences. Local researchers developed both centers 
without funding or other help from Western firms. As rice is the 
most important food crop in the world and maize is the main form 
of animal feed, these decisions could have a big impact. 

In 2009, China’s Communist Party Central Committee listed 
expanding the production of GM foods, including rice and maize, 
as one of its policy priorities for the coming year. ISAAA, a non-
profit organisation monitoring GM food estimates that GM rice could 
deliver higher yields and savings on inputs worth up to US$4 billion 
per annum to China’s 100 million plus rice-growing families.281 While 
Chinese consumers have less political power than their counterparts 
in western democracies, there is a risk that as Chinese consumers 
grow increasingly vocal about their food sources, they will exert 
greater pressure on the government to implement food-labelling 
laws. At the same time, even stricter food-labelling regulations 
in China are unlikely to impact the near-term consumption of GM 
foods, since local labelling laws requiring disclosure of GM foods 
are sloppily implemented as GM foods can be found in markets and 
retailers without proper labelling.282

India and GM food

India at present has no GM food crop and the introduction of Bacillus 
thuringiensis (“Bt”) cotton in the seventies was the first main foray 
into GM crops. Bt cotton initially increased yields by 50 percent, 
reduced insecticide sprays by half and increased income by up 
to US$250 per hectare,283 propelling India to become the world’s 
biggest exporter of cotton. However, a spate of farmer suicides and 
an admission by Monsanto that Pink Bollworm (a destructive cotton 
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pest) had become resistant to Bt cotton contributed to a strong 
public backlash against introduction of GM Bt Brinjal, and made the 
government suspend its rollout.

GM food does sometimes make it to the supermarket shelves 
without customers being aware of it, as imported food items from 
the US especially do not carry mandatory GM labelling. GMOs are 
also prevalent in animal feed. However, India prohibits the sale of 
any genetically modified food products without the permission of 
Genetic Engineering Approval Committee (GEAC).

India’s first attempt at growing GM crops

In February 2010, the government placed an indefinite moratorium 
on the commercial release of Bt Brinjal, potentially India’s first 
genetically modified food crop, as there was no clear consensus 
on the subject among Indian scientists. The government also 
faced unprecedented pressure from several states, local NGOs and 
environmentalists to put this project on hold. The moratorium was 
seen as a win for India’s first anti-GMO movement. 

The EU and GM food

In the EU, public concerns found political support and GMOs have 
been kept out of direct food supply, though not animal feed. The 
strong presence of GM in other regions makes supply more difficult 
for multinationals.

Case Study: The EU Stance

In July 2010, the EU changed the regulation of GM foods. Now EU 
member states have the right to ban GM cultivation at a national 
level under pressure from the public and activists. The Commission 
wants to achieve quicker authorisations of GM trials in exchange 
for member states being allowed to ban specific GM varieties if 
necessary. Opposition to GM crops is hardening in many European 
governments. Germany banned all GM crops last year, and Austria, 
France, Greece, Hungary and others invoked a “safeguard clause” 
in EU legislation allowing for future bans.  The EU proposed a ban 
initially in 2007, when proposals to grow two types of GM maize 
genetically engineered to resist pests were held up after studies 
suggested that the plants’ insecticide harms butterflies and poisons 
aquatic life in streams. Another study showed that the amount 
of the chemical produced by the maize varied and may lead to 
unpredictable interactions with the environment.284 Subsequently, 
strong public opinion and involvement of NGOs like Friends of the 
Earth kept the ban in place.

Labelling of GM foods

Consumer groups across the world have been asking for home 
grown GM food products to be labelled as such. With modern 
processed foods containing multiple ingredients from a variety of 
different sources, this is not a straightforward matter. For example, 
what are the acceptable limits of GM contamination in non-GM 
products? The EC has determined that one percent is an acceptable 
limit of cross-contamination, yet many consumer interest groups 
argue against any contamination.

In January 2000, an international trade agreement for labelling GM 
foods was established, with more than 130 signatory countries, 
including the US.285 The policy, which has equal status with WTO 
regulations, allows countries to restrict imports of GM foods if they 
fear they may harm human health or the environment. In reality, 
barring a few exceptions like the EU, few countries have precise laws 
covering this issue. The question of labelling remains contentious.

In Asia, China and Thailand have introduced labelling specifications 
for GM foods. According to a Thai FDA statement, food products 
containing any GM ingredient of 5 percent or more as one of the top 
three ingredients would have to be labelled.
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Case study: Safe food guide for India, produced by 
Greenpeace286

Greenpeace has released the “Safe Food Guide version 2.0,” ranking 
companies as Green, Yellow or Red. Companies were assessed 
based on their policies on the use of GMO, their willingness to inform 
consumers of their position, and their ability to ensure labelling and 
liability regime on foods derived from GM crops.

The Red list includes companies like Nestlé, Hindustan Unilever 
Ltd, Britannia, PepsiCo, Cargill, Godrej Hershey’s Ltd., Haldirams, 
MTR, Parle Biscuits Pvt. Ltd., Agrotech, Surya Foods, Amul, GSK, 
FieldFresh (Bharati Enterprises] and Kellogg’s. These companies 
have not taken any concrete steps to provide Indian consumers 
with GM free food for now or in future.

The Guide also highlights consumer attitudes towards GMOs in 
India. In 2010, in a consumer opinion poll conducted by GfK Mode:

• Over half of the citizens questioned in India (53 percent) 
said they would reject food brands containing GMOs.

• A majority (77 percent) have shown a preference for foods 
that come from ecologically grown sources.

• 69 percent want packaged food to declare through labelling 
whether or not it contains genetically modified organisms.

• 61 percent also want labelling on raw fruits, vegetables and 
unpackaged foods.

ISSUES FOR 
RESPONSIBLE 

INVESTORS ASIAN FOOD COMPANIES
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Our universe of coverage   

Sustainability 

The food industry has a complex relationship with the environment. 
On the one hand there are significant input dependencies from 
ecosystem services such as groundwater, sunlight and soil 
nutrients. On another hand there are significant impacts on 
global sustainability due to environmental issues such as water 
use and misuse, land use, biodiversity loss, waste and emissions 
throughout the supply chain. Increasingly the sector is being called 
upon to act more responsibly with regards the growing trends 
towards unhealthy diets and obesity, as well as to be a responsible 
promoter of best practices throughout their supply chain, being 
on the alert for incidences of human rights infringement and poor 
labour practices. 

There is therefore growing pressure on the food industry and food 
retailers to meet exacting ESG standards from consumers, investors 

and regulators. These stakeholders are likely to increasingly 
demand that food companies demonstrate a balance between 
earnings growth and sustainability. One way in which the industry 
can do this is through enhanced disclosure of impacts, policies and 
target setting. 

There is now a small, but increasingly sought after, proportion of 
global consumers who are willing to pay a premium for sustainably 
or organically produced food. Despite organic products typically 
costing 10 to 40 percent more than similar conventionally produced 
products,287 increasing distribution, growing consumer awareness 
of organic agriculture, and coupled with food safety fears are the 
major drivers of market growth. Organic foods are becoming widely 
available in large food retailers, with some retailers launching 
private labels. Along with the market size statistics and above 
market growth, this is a significant opportunity for companies that 
are able to execute.

Case study: Survey identifies responsibility, safety and 
traceability as key issues for food retailers

In 2008, the International Committee of Food Retail Chains 
identified sustainability and traceability as the two key issues for 
the following year for the food retail industry globally.288 In a survey 
these two issues advanced to take the top two spots, up from the 
fifth and eighth positions respectively, in 2007. Almost half of all the 
major food companies surveyed put corporate social responsibly as 
the key issue followed by food safety, which was selected by 35 
percent of the respondents.

Reputation

MNCs have already begun responding to growing media and 
consumer attention to the environmental and social costs of 
production. The negative publicity surrounding deforestation of land 
and palm oil cultivation has largely targeted MNCs but we believe 
that Asian companies will increasingly face similar pressures. 

Case study: Reputational risks in the palm oil food chain

In 2008 Greenpeace began to focus on deforestation caused by 
palm oil plantations by attacking Unilever (which buys around four 
percent of the world’s total palm oil) in the UK, and specifically its 
Dove brand, with slogans like “Unilever: Don’t Destroy the Forests”. 

The Asian Food Universe benchmarked for this report

AGRO TECH FOODS LTD IN KINH DO VN

AJISEN RAMEN CN LITTLE SHEEP CN

BREAD TALK SG LOTTE CONFECTIONERY SK

BRITANNIA IN MAYORA INDAH ID

CAFÉ DE CORAL CN NESTLE INDIA LTD IN

CHAODA MODERN HK NESTLE MALAYSIA MY

CHAROEN POKPHAND FOOD TH NONG SHIM SK

CHINA AGRI INDUSTRY HK ORION SK

CHINA GREEN CN OTTOGI SK

CHINA MENGNIU DAIRY HK PEOPLE’S FOOD LTD CN

CHINA YURUN FOOD CN PETRA FOODS SG

CJ CHEIL JADANG SK PPB GROUP BERHAD MY

DAIRY FARM HK SYNEAR CN

DEL MONTE PACIFIC LTD SG THAI PRESIDENT FOODS TH

FAST FOOD INDONESIA ID THAI UNION FROZEN TH

GSK CONSUMER IN TINGYI HLDG CO CN

HENAN SHUANG CN UNILEVER INDONESIA ID

HSU FU CHI CN UNIPRESIDENT TW

INDOFOOD SUKSES ID UNIVERSAL ROBINA PL

INNER MONGOLIA YIL CN WANT WANT CHINA CN

JOLLIBEE PL  

 ”For a 
company to 

be successful 
in the long 

term, it 
needs to 

create value 
at the same 
time for its 

shareholders 
and the 

communities 
in which it 
operates,” 

Nestlé CEO, 
Paul Bulcke
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Despite criticism of Greenpeace’s strong-arm and sensationalist 
tactics, there has been significant success from the campaign. 
Unilever announced that by 2015 it would only use sustainably 
sourced palm oil. After Unilever committed to using only palm oil 
certified from sustainable sources, more than 20 large companies, 
including Procter & Gamble and Mars, made similar pronouncements.

Other large buyers of palm oil, including Kraft, General Mills and 
Nestlé, have also been roundly criticized by environmentalists for 
buying unsustainable palm oil from their traders, such as Cargill. 
These companies responded to the negative publicity by evaluating 
their supply chains more closely and looking at ways to source 
palm oil sustainably. Nestlé, for example, suspended all purchases 
from one of its most controversial palm oil suppliers, Sinar Mas, 
an Indonesian pulp and paper company, a subsidiary of the 
Asia Pulp and Paper group. Nestlé also announced that it would 
exclude companies running “high-risk plantations or farms linked 
to deforestation” from its supply chain. HSBC Asset management 
announced in July 2010 that it sold holdings in Sinar Mas and 
Golden-Agri for the same reasons.289

In February 2011 Golden Agri-Resources, a subsidiary of Sinar 
Mas, and one of the companies most criticized by NGOs for its 
unsustainable palm oil production practices announced a new code 
of practice aimed at conserving carbon-rich forests and peatlands in 
Indonesia, in partnership with not-for-profit group The Forest Trust 
(TFT). The agreement seeks to prohibit GAR developing plantations 
on high carbon stock forests located on peatlands or forests with 
high conservation value. The agreement by Golden Agri could 
encourage other palm oil producers to adopt similar agreements. 
Substantial discussion continues within the industry as to what 
actually constitutes sustainable practices and what certification is 
necessary to secure supply of fully segregated sustainable palm oil 
for MNC customers. 

A key observation from the issue of palm oil sourcing is that the 
companies affected were not necessarily the largest global users 
of palm oil, but rather had well established visible international 
brands, with an easily traceable supply chain, and consequently 
faced significant reputational risks. 

Reputational risks are not limited to end users: there is a risk for 
producers of palm oil if, as is presently the case, the difficulty of 
sourcing palm oil sustainably causes a shift in consumption towards 
alternative (and even more expensive) oils. 

At the June 2010 CSR conference in London, the CEO of a leading 
advertising company pointed out that the palm oil episode provided 
a good example of how green campaigners are increasingly using 
inexpensive but effective social media to make consumers aware of 
what goes into the products they buy. 

Case study: KFC accused of cruelty to chickens290

People for the Ethical Treatment of Animals (PETA) raised concerns 
over chicken supply to KFC, describing their treatment as torture. 
PETA claims that chickens are kept and slaughtered in a very cruel 
way. They are given growth hormones, which cause them to grow 
so quickly that they are crippled by their own weight, often suffering 
broken bones. The birds are hung upside down, their throats are 
cut, and then they are put in tanks of scalding water whilst still 
conscious. PETA is asking celebrities as well as customers to 
address this issue by boycotting KFC. PETA Asia held a series of 
demonstrations against animal cruelty at KFC in Malaysia in March 
2010. In Singapore, where gatherings of more than five people are 
illegal without a police permit, an American animal-rights activist 
was prevented from staging a protest at a KFC outlet in Singapore, 
in June 2010. 

Figure 65: Animal Rights activist demonstrates outside KFC 
Malaysia in 2010

Photo Source: PETA
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We expect growing consumer pressure in Asia for farmers and food 
processors to trace the origin of their produce, as well as the use 
of chemicals, fertilisers, growth hormones, and to include labelling 
for inputs that impact consumer health such as trans fats, high 
fructose corn syrup, MSG, sugar and salt.

Case study: Asian NGOs bringing food related ESG issues to 
the Asian public 

A small number of Asian environmentally and socially active 
organizations, including China’s Institute of Public and Environmental 
Affairs (IPE), and the Centre for Science and Environment (CSE) 
in India, the Civic Exchange in Hong Kong and the Singapore 
Environment Council are working to bring ESG issues to the public 
domain.

They are providing NGO research and engagement on development 
issues and provide feedback mechanisms to government on related 
sustainability and social issues through:

• Awareness building 

• Research and advocacy 

• Education and training

• Aggregating online information

• Monitoring pollution and fines 

• Creating certification schemes for industry

Case study: Nestlé announces sustainable sourcing of 
coffee291

Nestlé, the world’s biggest coffee buyer, and periodically one of the 
world’s most criticized companies by NGOs, announced, in August 
2010 plans to invest CHF $500 million in a wide-ranging initiative to 
address responsible farming, sourcing and consumption across its 
coffee supply chain. The Rainforest Alliance, an international NGO, 
will support Nestlé together with other partners of the Sustainable 
Agriculture Network (SAN) and the coffee association, 4C. 

Under this plan, Nestlé will:

• Double the amount of coffee bought directly from farmers to 
180,000 tons over the next five years. 

• Source 90,000 tons of coffee according to the Rainforest 
Alliance and Sustainable Agriculture Network (SAN) principles 
by 2020.

• Deliver 220 million high yielding, disease-resistant plants to 
farmers over the next 10 years.

• Ensure all directly purchased green coffee meets 4C 
sustainability standards by 2015.

• Reduce the environmental footprint of its coffee production 
factories around the world.

• Increase the number of agronomists from 24 to 96 and field 
technicians to 350, in order to provide technical assistance and 
advice on farming and harvesting to 10,000 coffee farmers a 
year.

• Establish 300 demonstration farms showing best practices.

This is certainly a move in the right direction for Nestlé which remains 
one of the ‘world’s most boycotted companies’. The company has 
found it hard to shed their poor image in some countries over a baby 
milk scandal back in 1977 and they receive frequent accusations 
of infringements. Investors have raised concerns about issues as 
varied as child labour allegations to misleading labeling of health 
benefits. 
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Disclosure reporting

Figure 66: Sustainability performance at food companies in Asia

Source: Responsible Research

For this benchmarking process our standard ASR™ methodology 
was applied to a universe of 41 large listed Asian food companies 
shown at the beginning of this section, most of which were packaged 
foods & meats providers. The list also included several agricultural 
producers and food retailers. For purposes of comparison, we 
benchmarked the Asian companies against four of their global 
peers: Danone, Nestlé, Unilever and Kraft. 

The ASR™ methodology is based on a set of 100 proprietary 
sustainability indicators split into four ASR™ categories covering 
principal ESG risks: General, Environment, Social and Governance. 
We believe all public companies should be addressing each of 
these factors through disclosure and target setting, irrespective of 
their sector. In theory, any company can aspire to and achieve a 

100 percent rating on ASR™ within a few years of monitoring and 
reporting on fundamental ESG issues. 

We used the following criteria to conduct the ASR™ scoring and 
analysis:

1. Scoring - each indicator receives a 0 or 1 binary score based 
on very specific explanations of what the company has to do to be 
awarded each point.

2. English language reporting - one full point can only be 
achieved if submissions are in English, reflecting the fact that this 
is the language that companies must use if they are to successfully 
communicate with the global investment community. 

3. Local language reporting - if the data is only in the local 
language with no English language translation ASR™ allocates a 
half point score in order to give a more accurate reflection of the 
strategic sustainability of companies in Asia. 

4. Listed subsidiaries - these are treated as separate investable 
entities from holding companies.  As such, unless explicitly stated 
by the subsidiary, scores for policies (e.g. human rights, supply 
chains) are not based on publicly disclosed information of the 
holding company. Information declared by the holding company 
as an aggregate (e.g. energy used, water consumption) is not 
considered sufficient for developing an understanding of the 
subsidiary’s sustainability practices and risks to earnings. 

Our data, collected over the course of the writing of this report, shows 
that locally-owned Asian companies clearly lag on environmental 
and general sustainability reporting, management and performance, 
compared to multinationals. Hence Unilever Indonesia and Nestlé 
Malaysia score far better on general sustainability and environmental 
reporting than locally owned competitors. In general, Chinese, 
Indonesian and Philippine companies are the poorest at measuring 
and disclosing how they manage their ESG risks. 

Apart from the MNC subsidiaries, which tend to aspire to global 
head office standards on sustainability practices and reporting, 
the only company that stands out is Uni-President, Taiwan. Uni-
President scores very highly on environmental criteria in the ASR™ 
but does less well on the more general sustainability criteria, most 
likely due to Taiwan’s relatively relaxed reporting requirements.  
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1 DANONE FR 92% 85% 90% 94% 96%

2 NESTLE SA CH 88% 77% 95% 88% 88%

3 UNILEVER PLC UK 88% 92% 80% 88% 92%

 AVERAGE 89% 85% 88% 90% 92%

 ASIAN MNC LEADERS    亚洲领先跨国公司 

1 UNILEVER INDONESIA ID 80% 92% 75% 84% 72%

2 NESTLE MALAYSIA MY 70% 62% 75% 72% 68%

3 NESTLE INDIA LTD IN 58% 54% 40% 59% 72%

 AVERAGE 69% 69% 63% 72% 71%

 ASIAN FOOD LEADERS    

1 UNIPRESIDENT TW 62% 54% 85% 78% 28%

2 CHAROEN POKPHAND FOOD TH 60% 54% 30% 69% 76%

3 CHINA AGRI INDUSTRY HK 42% 46% 5% 44% 68%

 AVERAGE 55% 51% 40% 64% 57%
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Key Findings on sustainability disclosure from the ASR™

General

In general, ESG reporting is extremely disappointing in this sector, 
considering how important it is to the sustainable development of 
the region. The average ASR™ score was just 28 percent, against 
42 percent from the regional telecoms companies and 37 percent 
amongst Asian utilities. Even on the basic ‘low hanging fruit’ of ESG 
scoring, the ‘general’ sector, food companies scored a shocking 12 
per cent. On these general criteria India as a country averages 
scores over 40 per cent. 

Only two companies follow the Global Reporting Initiatives G3 
guidelines on sustainability reporting and we found just one company 
that contracts a third-party auditor to verify its data. Similarly there 
was just one company in our sample with a named contact for CSR 
queries, and one with a designated board representative to monitor 
sustainability issues. 

Environmental

The sector scored extremely poorly on environmental disclosure. 
Only 15 percent of companies profiled have a comprehensive 
environmental code, and fewer than 10 percent disclose their GHG, 
energy, water and waste data. 

Strong environmental reporting is rare. Whilst three of our four global 
leaders scored over 90 percent, the Asian food sector averaged 
only 54 percent. The highest score for a non-MNC subsidiary in Asia 
on environmental issues was Uni-President, Taiwan, at 85 percent. 

We found many examples of extremely poor environmental 
disclosers in the food sector, such as Universal Robina, scoring just 
8 percent. This Philippines based company had to pay a fine last 
year for illegally discharging wastewater into the Pasig River. In 
fact none of the Philippine or Vietnamese companies and few of the 
Chinese companies in our Asian food universe scored any points at 
all for environmental reporting. Surprisingly, neither did Breadtalk 
and Petra Foods, both listed in Singapore. 

Even though it scored just 30 percent on environmental disclosure 
in the ASRTM the Thai conglomerate, Charoen Pokphand Foods, had 
some interesting initiatives. The company, for example, stands out 
for sharing the findings generated from a dedicated research and 
development (R&D) department with local farmers to improve crop 
yields and to foster collaboration, potentially resulting in greater 
market access. 

We believe that Asian companies’ lack of diligent environmental 
reporting is linked to weak mandatory reporting requirements 
from the exchanges, a lack of public awareness and interest in 
environmental issues and relatively little engagement from 
investors on issues of sustainability. However, as we indicate later 
in this report, public awareness of these issues is picking up and we 
expect Asian companies to begin to review their impacts on up and 
down stream environments over the next few years. 

Social

When benchmarked on its recognition and reporting on social 
impact issues the sector performed slightly higher, with an average 
of 23 percent. Again, Unilever Indonesia stood out for its excellent 
communication of its many employee and community initiatives, 
scoring 84 per cent on a social ranking. The following companies 
failed to be awarded a single point for social issue disclosure, 
meaning investors should exercise caution and express concern 
to management and in investment decision-making: China Green, 
People’s Food, Synear, Hsu Fu Chi, Little Sheep, Want Want, Inner 
Mongolia and Henan Shuang. Most companies in Indonesia, India 
and Thailand were similarly challenged: Thai Union, Thai President 
Foods, Britannia and Fast Food Indonesia, for example. 

Food companies tend to receive a relatively high score on community 
engagement initiatives compared to other sectors in Asia. Our 
research suggests that these engagements, quite typical in certain 
Asian companies that are comfortable supporting local community 
philanthropy, generally involve charitable donations or one-time 
environmental ‘clean up’ initiatives, managed and operated by 
employee volunteer schemes. In general, the initiatives seem to 
lack a strategic focus and do not have KPIs in place to monitor 
the projects and ensure shareholder value is enhanced through the 
investment. Examples of companies that have a strong community 
focus include: Charoen Pokphand from Thailand, the Chinese 
company Chaoda Modern (listed in Hong Kong), Nestlé India 
and Dairy Farm from Singapore. These companies also followed 
international best practices in selected other areas.

Del Monte Pacific, listed in Singapore but 78 percent owned by 
NutriAsia Pacific which is essentially the Campos family of the 
Philippines, is not unusual in that its disclosure on social issues is 
almost completely centred on corporate philanthropy and education. 
The company therefore scores nothing on the employee, suppliers 
and consumer categories within the social sector, although it makes 
laudable efforts to eradicate rural hunger and improve education 
levels in the Philippines. 
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In terms of employee health and safety issues, only a fifth of 
companies reviewed have a comprehensive health and safety 
policy. In general, Asian food companies do not seem concerned 
with the impacts of their product range on consumers. Just over 
one third publish a comprehensive product responsibility policy or 
code, despite the recent controversies over food safety that have 
rocked the region. 

Governance 

The ASRTM benchmarks corporate governance performance 
disclosed by major food companies in Asia according to publicly 
available information. The criteria covered various aspects including 
board structure, remuneration, accountability, audit, as well as 
the transparency of their reports and how it is communicated with 
shareholders.

Despite its poor reporting on the important social aspects, Del Monte 
Pacific is a stand out performer on governance disclosure, scoring a 
healthy 88 percent, putting it equal with Nestlé and Kraft. The other 
Singaporean listed companies also perform well on governance 
disclosure at 72 percent, reflecting the stock exchange’s minimum 
requirements for reporting. 

Companies that scored less well overall on corporate governance, 
but whose community engagements stood out include the Korean 
companies Cheil Jadang and Nong Shim as well as Fast Food 
Indonesia and Jollibee, Philippines. In some countries there seems 
to be a particular emphasis on companies to be seen as contributing 
to society, in order to secure their license to operate. This emphasis 
is prioritised over initiatives on protecting employees and securing 
sustainable supply chains. In some countries there are traditionally 
strong paternalistic ties between companies and their communities. 

Materiality of reporting by Asian food companies

In order to increase our understanding of ESG risks and management 
attitudes in the Asian food sector we added the following five 
questions to our set of 100 proprietary indicators. The results were 
disappointing:

Figure 67: Specific questions for the food sector in the ASR™

Source: Responsible Research, 2011

Governance

Corporate governance has been a hot topic in Asian capital 
markets in recent years with huge strides being made in improving 
transparency, pushed along by the efforts of the Asian Corporate 
Governance Association and the seminal pieces by CLSA, the Asian 
brokerage firm. The CLSA CG Watch gave both Tingyi and Cafe de 
Coral strong scores on their comprehensive rating system in their 
2010 review.

It is widely agreed that effective corporate governance can not 
only influence a company’s market value, but also affect the 
development of the entire market, and even the smooth operation 
of the whole macro economy. The main issues we consider include 
board structure, independence and experience, remuneration, 
fraud, bribery, corruption and government relations. We also look at 
reputational scandals and related party transactions, transparency 
of reporting, having a named contact for investor relations, and 
quality of annual reports. We believe there should be an audit, 
nomination and remuneration committee in place for all listed 
companies with a majority of independents. There should also be a 
stated policy on rotation of auditor and transparency over trading 
by directors. It is extremely helpful for investors to have a named 
contact for the sustainability manager and this person should be on 
a committee that reports directly to Board.

Most companies have relatively strong corporate governance 
policies and publish a fairly comprehensive report, partly because 
of the relevant requirements of the stock exchanges on which 

Does the company provide clear nutritional information on 
it’s products and/or does it have a clear policy to do so? 16%

Does the product labelling state use of GM food 
ingredients? 0%

Does the company have policies to encourage bio-
diversity in the regions from where its inputs/food is 
grown & harvested ? 

0%

Does the company have systems to ensure access and 
appropriate management of information on new and 
emerging hazards to food safety? 

0%

Does the company have a food recall policy? 23%
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these companies are listed. Still, companies in the Philippines and 
Indonesia have comparatively weak scores, while those listed in 
Singapore and Thailand, regardless of operational geographies, are 
leaders on this issue. 

Overall, the Asian food companies in our universe score better on 
governance issues than on environmental or social issues, with at 
least some level of disclosure by most of the companies. But while 
companies have kept pace with the local regulations on corporate 
governance, only a handful of companies go beyond what is 
required of them locally.

Many Asian companies report on corporate governance standards 
and policies that fulfil the requirements of local regulations; few 
companies, however, have integrated oversight of corporate 
responsibility into management and auditing structures. The universe 
received an average ASR™ score for corporate governance of 52.4 
percent. Nearly three-quarters of the companies reviewed have 
comprehensive governance policies, and almost 90 percent publish 
a corporate governance report or have a stand-alone governance 
section in their Annual Reports. Better performance in this area 
reflects stricter regulations regarding corporate governance across 
Asian markets compared to standards pertaining to environmental 
and social conduct. 

We believe that Asian food companies could do more to leverage 
these relatively strong corporate governance structures to respond 
to the escalating environmental, social and reputational risks 
associated with food and beverage production. Regulators in all 
of the Asian markets require companies to appoint committees 
responsible for corporate governance, and to publish corporate 
governance updates in annual and/or semi-annual reports. These 
structures could be extended to lead other company divisions to 
respond to sustainability risks through innovation, strong brand 
management, and supply-chain management systems. Companies 
that begin implementing these systems now will gain a long-term 
reputational advantage, and are more likely to be leaders in Asia’s 
increasingly competitive food sector. 

Food companies in Asia with MNC owners score highest in terms 
of corporate governance. This is unsurprising, since companies 
in developed economies began implementing CSR and enhanced 
corporate governance policies earlier than those in Asia. For 
example, Unilever Plc published its first separate and comprehensive 
sustainability report in 2006,292 while Hindustan Lever, a subsidiary 
did so only in July 2010.

In contrast to foreign-invested companies, wholly locally-owned 
Philippine, Indonesian, and many Chinese and Indian companies 

scored particularly poorly. These results are tainted by the fact 
that in markets where relatively strong corporate governance 
regulations exist on the books, such as India and China, companies 
often get away with elementary box ticking exercises which are 
not rewarded in the Asian Sustainability Rating™. Government 
institutions may lack the capacity or the will to monitor corporate 
governance effectively. What’s more, the relatively nascent 
institutional investors in these markets do not engage actively with 
companies or vote in Annual General Meetings (AGMs). 

While the big picture is grim, we foresee gradual improvement 
in standards for corporate governance regulation across Asia. In 
Singapore, for example, the Corporate Governance and Financial 
Reporting Centre (CGFRC) and the National University of Singapore 
(NUS) along with The Business Times, launched the local Governance 
and Transparency Index (GTI) in 2010. The GTI, which is supported 
by the Investment Management Association of Singapore, is 
intended to replace the previous Corporate Transparency Index 
(CTI) and is expected to improve the transparency and reporting 
for companies.

Strong corporate governance can enhance return-on-investment 
(ROI) by strengthening management oversight. The development 
of capital markets across Asia has brought the role that institutional 
investors can play to improve governance processes to the 
attention of the regulators. Yet it is not only the investors who 
are concerned: consumers and government authorities look for 
indicators of strong governance as evidence that companies can be 
trusted and considered free from any corrupt business practices.

In summary, corporate governance performance in Asian 
companies is closely related to local government regulations and 
exchange listing and issuer conditions. It seems that more and 
more Asian companies and government departments are beginning 
to understand the value of good corporate governance, although 
regulations are incomplete and poorly enforced in even the best 
performing jurisdictions. Further actions will need to be taken to 
improve the overall performance of the Asian food sector. Investor 
participation in efforts such as these will accelerate progress.

Board independence

A high proportion of independent directors on boards and committees 
(audit, remuneration and hiring) is generally seen as vital to a well-
governed company. ASRTM results reveal that 70 percent of the 
companies we reviewed have over 30 percent independent directors 
in their board. However, only a few companies, mainly those with 
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global exposure such as Nestlé, Unilever and Kraft have over half 
independent directors on the main board. Only nine companies 
have any policy regarding tenure for independent directors at six 
years or less, raising questions about the how independent these 
directors truly are after long tenures.

Indonesia and Philippines were the laggards: with the exception of 
Fast Food Indonesia and Unilever Indonesia, none of the companies 
we scored in Indonesia or the Philippines have an independent 
chairman. Companies in Thailand, Taiwan, and Vietnam also 
scored poorly. Local regulations in these markets do not require 
independent directors and companies therefore have no incentive 
to comply. This trend reaffirms the limited protection of minority 
shareholders in Asia, providing the controlling shareholders 
opportunities to make decisions that might not be in their interest.

We should add that, while India, China and Singapore scored well 
on the independence criteria, relatively weak oversight in these 
markets or a lack of local diversified talent for sufficient independent 
directorships means it is difficult to assess whether the directors are 
truly independent or whether companies tick the boxes to comply 
with local regulations. 

In parts of Asia, directors are often considered ‘independent’ even 
if they have family associations with existing board members or 
have been employed by the same company or group of companies 
in the recent past.  For example, due to India’s local regulations, 
companies are required to have at least 50 percent independent 
directors on the board. But sometimes these directors are not truly 
independent. Even GSK Consumer Healthcare, part of a group with 
excellent governance practices, a Mr. Dwarakanath is listed as an 
independent director, even though he worked with the company as 
Director of Human Resources until July 2006. 

Independent audit committees

According to an overview of fraud prevention and audit committees 
published by PwC, an independent audit committee with at least 
one person with financial or accounting expertise is important in 
preventing fraudulent financial reporting. More than 80 percent 
of companies we benchmarked claim to have independent audit 
committees in their board structure. All benchmarked companies, 
except Hsu Fu Chi, declare that they hire an external audit firm, 
which is normally a requirement of the stock exchange listings 
rules. However, less than 20 percent of these companies have a 
policy to rotate the external auditor on a regular basis.

In contrast to the relatively large proportion of independent audit 
committees, only half of the Asian food companies we reviewed 
have an independent remuneration or nomination committee. In 
China, however, we note that many companies have an independent 
board of supervisors overseeing the operation of the board, and 
that the remuneration and nomination committee is composed of 
the supervisors instead of independent directors. This is a common 
structure in Chinese corporate governance. 

Board experience, remuneration and nomination 

Transparency and disclosure of reporting on remuneration differs 
within the Asia economies. All companies based in Singapore, India, 
Thailand, Hong Kong and Korea disclosed individual board member 
remuneration clearly, while those companies in China, Malaysia, 
Philippines and Indonesia only provided an aggregate or average 
amount paid to the board. Moreover, in addition to basic salaries, 
there is scarce information about how their remuneration is related 
to the performance of the company or how their fees would be 
affected by the poor performance of the company. 

In terms of experience, 80 percent of benchmarked companies in 
Asia outline the previous jobs and academic background of their 
board members. Although there is no standard definition for what is 
a ‘qualified’ director, a number of companies provide information on 
responsibilities of board members in their report. Generally, board 
members possess expertise in various fields, including finance, 
business management, industry specific knowledge and customer 
relations.

Local listing and governance regulations regarding directors’ 
remuneration vary widely across the region. At present, the 
Singapore, Hong Kong, Indian, South Korean and Thai markets 
all require detailed disclosure on directors’ remuneration. China, 
Taiwan, Malaysia, Philippines and Indonesia do not require detailed 
disclosure and companies in these jurisdictions scored poorly on 
this issue (with the exception of multinationals). Overall, disclosure 
on board remuneration throughout Asian markets is weak. Many 
annual reports or corporate governance reports state basic fees or 
bands of salaries, but rarely disclose how remuneration is linked to 
company performance.

We should note that although research in Asia has yet to find a 
strong connection between the performance of a company and 
executive pay it seems that excessive pay increases reputational risk 
issues when things go wrong.  Although Asian regulators tend not 
to be too involved in discussions on excessive or poorly distributed 
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pay, the Australian branch of the Association of Chartered Certified 
Accountants (ACCA) argues that listing regulations requiring 
disclosure on executive pay has failed to slow pay growth despite 
weak company performance.

Fallout from the recent global financial crisis has generated growing 
public awareness of the sometimes huge discrepancies between 
executive pay and corporate performance. And that is creating new 
risks for corporate reputation. For example, in mid-2009, the British 
shareholder advisory group PIRC urged SABMiller shareholders to 
reject a proposed remuneration plan and not re-elect several non-
executive directors or the current chairman because of their lack 
of independence. Bonuses, allegedly as high as 500 percent of 
base salaries, were termed “excessive.” PIRC further highlighted 
negative aspects of SABMiller’s management including contributions 
to political funds in the United States and high consultancy fees.

We expect to see increased transparency and accountability 
amongst the most responsible food companies in the region over the 
next several years. This trend will also help to address corruption, a 
principal risk facing institutional investors throughout Asia. 

In addition, less than half of companies provide information about 
the board nomination process, and many companies do not disclose 
the tenure of the board members.  

Corruption 

Corruption is the abuse of entrusted power for private gain. 
Corruption’s power to distort market forces and stifle economic 
growth threatens social and environmental sustainability. According 
to Transparency International’s Global Corruption Report 2009, the 
level of corruption in the private sector worldwide remains high. 
The 2010 Corruption Perceptions Index shows that nearly three 
quarters of the 178 countries in the index score below five, on a 
scale from 10 (very clean) to 0 (highly corrupt), which indicates a 
serious and widespread corruption problem.

Figure 68: Corruption in the private sector 

Source: Corruption Perceptions Index 2010293

The map above indicates that corruption in the private sector 
remains one of most serious challenges for governance in developing 
Asia. With the exception of Singapore, which ranks third in the 
survey with a score of 9.3, most countries in Asia score below 5, 
and countries such as China, India, Indonesia and the Philippines 
even score under 4. In the ASR 2010™ rating of 542 Asian large 
cap companies, only 26 percent have an anti-corruption and/or 
bribery policy. 

Estimates from the World Bank indicate that the cost of corruption 
equals more than five percent of global GDP (US$2.6 trillion), with 
over US$1 trillion paid in bribes each year. This adds a significant 
cost of doing business. In fact, the World Bank has estimated that 
the difference between operating in a country with low levels of 
corruption to one with high levels of corruption is equivalent to a 
tax of 20 percent for foreign businesses.

Corruption in the Asian food sector

(All examples are sourced from RepRisk©, a web-based tool 
which provides insights on environmental and social issues 
that present financial and reputational risks to companies and 
investment portfolios. The tool enables commercial and investment 
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bankers, asset managers, and supply chain managers to manage 
the corresponding risks and to implement effective screening 
procedures.)

Wilmar- Wilmar International was the target of an investigation 
by the Indonesian House of Representatives, for accusations of 
tax fraud and bribery. It appeared that Wilmar colluded with two 
senior officials from the Directorate General of Taxation to arrange 
questionable tax restitution payments. The payment values were 
said to be of IDR 800 billion in 2007, IDR 900 billion in 2008 and 
IDR1.9 trillion in 2009. A report highlighted by Bambang Soesatyo, 
a Golkar Party legislator at the House of Representatives’ special 
committee on taxation frauds, alleged that Wilmar entered a number 
of fictional transactions and manipulated financial statements to 
earn the tax restitutions, which were then approved by an individual 
within the tax directorate. 

Jeverps- In mid 2009 Jeverps Manufacturing Corporation, under 
contract to supply noodles to underprivileged children in the 
Philippines as part of a food aid program for education, was 
accused of corruption. The USD 9 million state programme has 
been suspended and is currently being reviewed. The company has 
been accused of providing products with substandard nutritional 
content at inflated prices. A rival supplier stated that Jeverps had 
won the contract despite offering its product at a price three times 
more than that in shops.

Sanlu- In addition to profiteering illegally, corruption in the food 
sector is a particular concern for regulators due to food safety 
issues, which can result in serious disasters. Sanlu Group’s 
melamine-tainted milk incident in 2008 is closely linked to the 
seriously corrupted food quality control system in China. 

In the first few months after the tainted milk was detected, senior 
officers of the Sanlu Group and the Shijiazhuang Government failed 
to report the incident immediately to the higher authorities.  There 
were several attempts to cover up the scandal resulting in more 
babies and infants being harmed. In addition to Sanlu Group other 
large dairy producers such as China MengNiu and Inner Mongolia Yili 
were also found to have added melamine to milk in order to boost 
the protein content. 

According to the coverage extracted from recent RepRisk© 
summaries, 12 percent of children who fell ill after drinking 
contaminated baby formula in 2008 are still showing kidney 
abnormalities, such as kidney stones or swollen kidneys. Six children 
died and 300,000 infants fell ill after drinking the contaminated 
milk. 

Mengnui Dairy- In 2009 China’s General Administration of Quality 
Supervision, Inspection and Quarantine allegedly investigated 
Mengniu Dairy for its use of an additive called osteoblast milk 
protein (OMP) in a milk brand. The watchdog was also allegedly 
investigating Danone Dumex regarding the quality and safety of its 
milk powder products.

According to a report by investment company DE Shaw in June 
2010, following the melamine-tainted milk scandal that hit China’s 
dairy industry in 2008, private equity companies have begun to pay 
more attention to food safety issues when investing in China’s listed 
food companies, potentially making capital much harder to access. 
China Mengniu Dairy Co., Yili Industrial Group and Bright Dairy, all 
listed companies, were severely affected when their products were 
found to be tainted with melamine. Mengniu lost almost US$ 3 
billion in market value within one month of the scandal.

Sustainability reporting legislation in Asia 

Sustainability disclosure is regulated by various bodies within 
Asian governments. It is not the responsibility of stock exchanges 
to mandate improved reporting but many are attempting to press 
their issuers into ESG disclosure. The following table attempts to 
highlight some of the recent actions by governments and regulators 
to pass legislation that will improve the reporting on sustainability 
issues in the region. For more information on this issue please see 
our September 2010 report on Sustainable Stock Exchanges. 
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Figure 69: Asian market regulations supporting sustainability 
reporting

Source: Responsible Research, 2011, WRI and government 
websites294

 

Country

India

The corporate governance code (2007) mandates that listed companies disclose 
environmental and social information in the Director’s Report or the Management 
Discussion and Analysis section of the annual report.
• The Companies Act (section 217) requires companies to report on energy conservation 
(measures taken, metrics, and results) in the Board of Directors’ report.

China

The 2008, Provisional Measures on Disclosure of Environmental Information required 
government agencies to disclose 17 categories of environmental protection information 
covering policies, standards, licensing processes and administrative approvals, as well as 
a list of businesses that have violated waste discharge policies. Companies in violation of 
local or national waste discharge policies are required to disclose specific environmental 
performance data such as waste discharges and the operational status of environmental 
protection systems, in addition to publishing action plans for environmental emergencies. 

Hong Kong HK Exchange is proposing a set of CSR Guidelines, which are still in the consultation 
phase. It is also proposing to conduct ESG disclosure training for issuers. 

Indonesia

Limited Liability Company Law (Article 74) passed in July 2007 with a focus on the 
extractive industries, mandated a level of corporate spending and reporting on 
environmental and social programs.
Bapepam (the national securities regulator) requires listed companies to report on 
material environmental risks, such as “access to raw materials.”

Malaysia

The Malaysian stock exchange requires all listed companies to publicly report on their 
environmental and social performance and introduced a CSR Framework in 2006. It also 
evaluated the quality of CSR reporting in Malaysia and published a detailed report on 
progress in 2008. 

Philippines The Philippine Securities and Exchange Commission (PSEC) requires public companies to 
make a statement regarding their compliance with environmental laws and regulations in 
their reporting.

Singapore SGX has conducted the first stage of an open consultation on sustainability reporting 
practices and is looking to introduce a set of sector standards on ESG reporting over time. 

Taiwan

The Taiwan Stock Exchange promulgated the CSR Best Practice principles in Feb 
2010 and began to promote them in 3Q 2010. It is now revising their principles to 
recommend listed companies to allow shareholders to comment and approve pending 
CSR reporting and proposals. The regulator has also asked all companies to disclose on 
CSR performance in the annual report and prospectus, including systems and measures 
that the company has adopted with respect to environmental protection, community 
participation, contribution to society, service to society, social and public interests, 
consumer rights, human rights, safety, health and CSR activities. This is not yet part of 
the exchange listing criteria but companies are obliged to report on much of this before 
being allowed to list on the exchange. 

Thailand

The stock exchange’s (the SET) corporate governance code (2006), to which all listed 
companies must adhere, stipulates that the board of directors of each listed company 
should “set clear policies on environmental and social issues,” which, once in place, 
should be disclosed publicly. The SET has been working with the SEC, the country’s 
regulator, to urge listed companies to disclose such information using the GRI standards. 
The SET has also established the principles of Good Corporate Governance for Listed 
Companies in line with OECD recommendations.  
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