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ABSTRACT
This article highlights the internationalisation strategies of selected
Malaysian palm oil firms. These Malaysian palm oil multinationals
which we call palm oil-based multinationals (POB MNE) are
undertaking foreign direct investments (FDI) in developing as well as
developed countries. The motives of their FDI are explained using the
internationalisation theory. The internationalisation of POB MNE will
require new roles for key institutions supporting the Malaysian palm
oil industry. This is especially in the case of MPOB which undertakes
research activities which are funded from cess levied on the palm oil

industry.

INTRODUCTION

Malaysia has been a leader in the
development of the palm industry
since it overtook Nigeria in early
1960s. Since then the Malaysian
palm industry has expanded from
purely an exporter of palm oil
commodities to the production
of high-valued products such as
specialty chemicals and surfactants.
The success of the palm oil industry
has attracted other countries with
similar climatic conditions to
develop their own palm oil industry.
Recently, Indonesia, with its ample
land and labour, has overtaken
Malaysia as the leading producer of
palm oil in the world. In view of the
emergence of Indonesia, Malaysian
palm oil firms had undertaken
internationalisation strategy to
maintain their growth momentum.
The main internationalisation
strategy of these Malaysian palm
oil firms has been foreign direct
investments (FDI). The Malaysian
palm oil companies have established
new palm oil plantations in

Indonesia and other developing
countries such as New Guinea
and Solomon Islands. They are
also undertaking FDI in developed
countries such as Netherlands and
Germany through acquisition of
assets of foreign companies. In
the process, Malaysian palm oil
firms have become agro-industry
multinationals and compete
directly with more established agro-
multinationals from developed
countries. Several Malaysian palm
oil-based firms are recognised as
leading transnational corporations
in agribusiness (UNCTAD, 2009).

How can we explain the
internationalisation of these
Malaysian palm oil firms which we
call palm oil-based multinationals
(POB MNE)? Internationalisation
theory suggests that in order to
undertake internationalisation,
these POB MNE must have
significant ownership advantages
in order to operate in a foreign
market (Hymer, 1976). Firms
especially in developing countries
face numerous challenges in their
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efforts to develop their ownership
advantages due to institutional
constraints such as lack of
technology, capital and human
resources.

This article highlights
the key strategies in the
internationalisation of a group of
six major Malaysian palm oil firms
(‘Big Six’) over a period of 20 years.
The member firms of the ‘Big Six’
are Kumpulan Guthrie (Guthrie),
Golden Hope Plantation (Golden
Hope), Sime Darby, FELDA, Kuala
Lumpur Kepong (KLK) and 101
Corporation (IOI). The remainder
of this article is organised into
three sections. Internationalisation
theory is introduced in section
two. Internationalisation strategies
of the POB MNEs are analysed
with supporting empirical data
presented in section three. New
requirements on R&D activities
and market promotions to support
the POB MNE are discussed
followed by the conclusion section.

THEORY OF
INTERNATIONALISATION
OF FIRMS

Internationalisation theory
suggests that firms can undertake
internationalisation strategy by
entering developed countries or
developing countries, depending
on their ownership advantages and
motives of their internationalisation
strategies. Many studies had shown
that there are four main motives
why firms undertake FDI (Dunning
and Lundan, 2008). These motives
as follows:

* resource-seeking;

* market-seeking;

e efficiency-seeking; and

e strategic asset- or capability-
seeking.

Resource-seeking Multinationals

Resource-seeking MNE are firms
that are categorised as resource
seekers. They are prompted to
invest abroad to acquire particular

and specific resources at a lower
cost than could be obtained in their
home countries. There are three
main types of resource-seeking
firms. First, there are those seeking
physical resources of one kind or
another. They include primary
producers and manufacturing
enterprises from developed and
developing countries. The resources
they seek include most minerals,
raw materials and agricultural
products. The resource-seeking
FDI activity usually involves
significant capital expenditure.
Moreover, once the investment
has been made, it is relatively
location-bound. The second group
of resource-seeking MNE comprise
those seeking plentiful supplies of
cheap and well motivated unskilled
or semi-skilled labour. This kind
of FDI is usually undertaken by
manufacturing and services MNE
from countries with high labour
costs, which set up subsidiaries
in countries with lower labour
costs, to supply labour intensive
intermediate or final products for
export.

Market-seeking Multinationals
Market-seeking MNE are firms
thatinvest in a particular country or
region to supply goods or services
to market in these or in adjacent
countries. In most cases, part or
all of these markets will have been
serviced previously by exports
from the investing company.
Market-seeking investment may
be undertaken to sustain or protect
existing markets or to exploit or
promote new markets. Apart from
market size and the prospects for
market growth, there are four
main reasons which might prompt
firms to engage in market-seeking
investments. The first is that their
main suppliers or customers have
set up foreign producing facilities
and that to retain their businesses
they need to follow them overseas.
The second reason for market-
oriented FDI is that quite frequently

products need to be adapted to local
tastes or needs, and to indigenous
resources and capabilities. The
third reason for serving a local
from an adjacent facility is that
production and transaction costs
of so doing are less than supplying
it from a distance. The fourth and
increasingly important reason for
market-seeking investment is that
an MNE may consider it necessary,
as part of its global production
and marketing strategy, to have a
physical presence in the leading
markets served by its competitors.
In market-seeking investment, a
most important reason is the action
of host government encouraging
such investments. The traditional
instrument used by government
has been to impose tariffs or
other controls. History suggests
that the majority of first time
manufacturing investments were
undertaken to bypass such trade
barriers.

Efficiency-seeking Firms
Efficiency-seeking firms
undertake FDI to rationalise the
structure of established resource-
based or market-seeking investment
in such a way that the investing
company can gain from the common
governance of their activities.
Such benefits are essentially
those of economies of scale and
scope, and risk diversification.
Usually, the efficiency seekers
will be experienced, large and
diversified MNE producing fairly
standardised products and engaging
in internationally accepted
production process. In practice,
the efficiency seeker is likely to be
a global corporation competing
on the basis of the product it
offers for sale and its ability to
diversify its assets and capabilities
by exploiting the benefits of
producing in several countries. For
efficiency-seeking firms, traditional
factor endowments play a less
important role in influencing
FDI, while ‘created’ competences
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and capabilities, the availability
and quality of supporting
industries, the characteristics of
local competition, the nature of
consumer demand and the macro-
and micro-policies of governments
play a more important role.

Strategic Asset-seeking Firms

Strategic asset-seeking firms are
MNE which engage in FDI, usually
by acquiring the assets of foreign
corporations, to promote their long-
term strategic objectives, especially
that of sustaining or advancing
international competitiveness. The
investing firms involved include
both established MNE pursuing
an integrated global or regional
strategy and first time foreign
direct investors to buy competitive
strengths in an unfamiliar market.
These investments are accounting
for an increasing share of the global
activity by MNE. In recent years,
strategic asset-seeking firms are
increasingly represented by firms
from developing countries.

EMPIRICAL DATA ON
INTERNATIONALISATION
STRATEGIES OF THE ‘BIG SIX’

Based on annual reports of
Malaysian palm oil firms listed
on Bursa Malaysia, newspapers,
journals and international reports

Company

Guthrie* 91 863
Golden Hope* 111 111
Sime Darby* 73218
KLK 82 278
101 98 864

FELDA 608 931

over a period of 20 years, we
have gathered empirical data on
internationalisation strategies of
the ‘Big Six’. The ‘Big Six’ started
investing in a developing country,
namely Indonesia, to expand their
plantation lands in 1995. They
also invested in other developing
countries which were major
importers of Malaysian palm oil
by establishing refineries to process
palm products.

Starting in 2003, three members
of the ‘Big Six’ undertook foreign
investments in developed countries
by acquiring established European
firms following their strategies
of moving further downstream
in the palm oil industry value
chain. At that time, European
firms were disposing their
oleochemicals assets as they lost
competiveness to Malaysian firms.
The internationalisation strategies
of the ‘Big Six’ can be explained by
their motives of undertaking FDI.

Resource-seeking Firms

The first company to undertake
resource-seeking FDI in Indonesia
was Guthrie (which now merged
into Sime Darby in 2008) when
it established a joint-venture
company, P T Guthrie Pecconina
Indonesia, to develop 60 000 ha
of land in Sumatra, Indonesia.
Another early investor in oil palm

Indonesia

plantation in Indonesia is KLK
which entered the country in
1994. Based on the experiences
of operating oil palm plantations
in Indonesia, these early investors
increased their investments later
through the purchase of additional
lands or acquiring existing oil
palm plantations. One example
was Guthrie which acquired
Holdiko Plantations for USD 368
million in 2000, making it the
largest foreign investment in the
plantation sector in Indonesia. The
successful investments of these
early investors attracted other
large and medium-sized Malaysian
oil palm plantation companies to
enter Indonesia to establish oil
palm plantations. International
business theory also suggests firms
adopt incremental investment with
increased commitment as they gain
knowledge in overcoming cost of
doing business in a foreign location
(Johanson and Vahlne, 2006).
Malaysian oil palm plantation
firms now manage significant oil
palm plantation areas in Indonesia.
Table 1 shows a comparison of oil
palm plantation lands in Indonesia
owned by the ‘Big Six’ in 2002 and
2010, respectively.

Market-seeking Firms
Malaysian palm oil firms
undertook market-seeking FDI

2010 (ha)

Indonesia | Total

161 596 =
8014 -
8 322 314 000 522 000
30 487 75 000 205 000
- 170 000 252 000

705 607

711 607

Note: *Guthrie and Golden Hope merged into Sime Darby in 2008. ** Planted area out of 42 000 ha owned through Trurich Resources
Sdn Bhd, in which FELDA group has 50% equity of the company.

Source: Data for 2002 are from Teoh (2002).

Data for 2010 are from the firm’s annual report.

Data for FELDA'’s plantation areas are from MPOB’s statistics.
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in early 1980s. The first market-
seeking FDI was made by Sime
Darby when it established a
joint-venture company, Marakot
Industries Public Limited
Company, to refine palm oil in
Thailand in 1981. A joint-venture
company, Savola Sime Egypt
Company SAE, was also established
in Egyptin 1992. Another palm oil
firm, Golden Hope established a
joint-venture company, Golden
Hope Nha Be Co. Ltd, to refine
palm oil in Vietnam. In 1995,
Golden Hope also established a
joint-venture company in China,
Jiangyiu-Golden Hope Oils and
Fats Co. Ltd, to refine palm oil. In
2007, the largest Malaysian palm
oil company by acreage, FELDA,
established a refinery in South
Africa to refine palm oil through
its joint-venture company, FELDA
Bridge (Pty) Limited. In 2009,
FELDA established an international
joint-venture marketing company
with a firm based in Dubai to form

FELDA IFFCO. FELDA transferred
its foreign refinery assets to the
new joint-venture marketing

Year Acquirer

Golden Hope

KLK

KLK

Golden Hope
101
Golden Hope

KLK

FELDA

KLK

Acquired

company. Several other Malaysian
palm oil firms have also made
market-seeking FDI by establishing
refineries in developing countries
such as Pakistan, Bangladesh and
China.

Efficiency-seeking Firms

Efficiency-seeking firms
are usually experienced
multinationals from developed
countries which undertake
corporate restructuring exercises
to improve their international
operations. As Malaysian palm oil
multinationals are in the early stage
of internationalisation phase, they
have not undertaken efficiency-
seeking FDI.

Strategic Asset-seeking Firms
The ‘Big Six’ POB MNE have
developed significant ownership
advantages in downstream
oleochemicals manufacturing
since the early 1990s when they
entered the industry. They use these
ownership advantages to acquire
assets in developed countries when
older multinationals like Unilever

Distribution

Soap
manufacturing

Personal care
products

Margarines
Oleochemicals
Oleochemicals

Specialty
chemicals

Specialty fats
and products

Oleochemicals

Note: *The acquisition was made via a joint-venture company based in Malaysia.
Source: Annual Reports of the firms and newspaper articles. Costs were estimated by author based on exchange rates between RM,
USD and Euro at year-end in the acquisition year.

(USD million)

Plc exited the oleochemicals
markets. The earliest significant
strategic asset- seeking FDI was
undertaken by IO when it acquired
Loders Croklaan B.V., a leading
manufacturer of specialty fats
based in Netherlands, for USD
218.513 million in 2003. This was
the largest acquisition of a strategic
asset by a Malaysian POB MNE.
In 2006, the other ‘Big Six’, KLK
acquired Dr W Kolb Holding AG,
also a manufacturer of specialty
chemicals based in Germany for
USD 106.65 million. Instead of
growing through capacity-building
investments in developed countries,
the emphasis of these POB MNE
was towards gaining control of
capacity, thereby contributing to
the restructuring of the specialty
chemicals industry.

Since 1984, the ‘Big Six’ have
collectively invested more than
USD 599 million to acquire foreign
assets as part of strategic asset-
seeking FDI. This is summarised
in Table 2.

The ‘Big Six’ also undertook
strategic asset-seeking FDI in

Cost

Germany

UK

us

Netherlands
Netherlands
Various countries

Netherlands and
Switzerland

us

Various countries
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other developing countries. Table
3 summaries FDI made by the ‘Big
Six’ in developing countries.

Compared to multinationals
from developed countries, POB
MNE are at their early stage of
internationalisation phase. The
POB MNE international
involvement is seen to have
progressed through distinct phases
as shown in Figure 1.

NEW R&D ACTIVITIES AND
MARKET REQUIREMENTS TO
SUPPORT PALM OIL-BASED
MULTINATIONALS

The success of the Malaysian palm
oil industry can be attributed to
two unique institutions, namely
Malaysian Palm Oil Board (MPOB)
and Malaysian Palm Oil Council
(MPOCQC), respectively (Kajisa,
1997).

MPOB was established in 1979
by the Malaysian government
to undertake R&D on behalf of
the Malaysian palm oil industry.
A review of its annual reports
from 1979 to 2009 shows that
its R&D activities had evolved
from plant biotechnology and
product formulations during
the 1980s to more sophisticated
R&D activities on utilisation
of palm oil by-products to new
product developments of advanced
specialty chemicals and recovery
of vitamins in 1990s and 2000s.

Year Acquirer

Golden Hope
KLK
KLK

FELDA

Acquired

estic orientation

Mainly export, focussing on
downstream manufacturing
activities.

id 1990s)

Mainly export, expansion of

upstream activities overseas
and manufacturing activities
in several countries.

alisation

Intense expansion of
upstream and
manufacturing activities
in foreign locations
through acquisitions and
mergers.
Internationalisation of
R&D activities is initiated.

Figure 1. Changes in the palm oil-based multinationals (POB MNE)
internationalisation involvement.

MPOB’s research manpower has
also increased from 30 staff in 1980
to 280 staff in 2009.

MPOB’s R&D activities have
been funded by a cess levied on the
Malaysian palm oil industry. The
cess collected has also significantly
increased from about USD 3.1
million in 1980 to about USD 76.8
million in 2009 (RM 3.42=1 USD
based on published Bank Negara
exchange rate on 31 December
2009) in line with the expansion
of the Malaysian palm oil industry.
A programme, namely Palm Oil
Familiarisation Programme (POFP)
had been conducted over 30 years
to disseminate information on
palm oil to consumers in foreign
countries. Technologies developed

Refinery

Margarines and fats
Specialty chemicals
Specialty chemicals

by MPOB are shared with the
palm oil industry and users of
palm oil through annual industry
seminars, workshops and technical
publications. In recent years,
MPOB had started to license its
technologies to companies.

MPOC established in 1990 has
been tasked to conduct market
promotions of palm products.
Its activities include undertaking
scientific activities, market
developments, promotions and
publications. MPOC is also funded
from cess levied from the Malaysian
palm industry which is channelled
through MPOB.

POB MNE which operate
in developed countries have
to compete with established

Cost
(USD miillion)

South Africa
Singapore
China

Indonesia

Source: Annual Reports of the firms and newspaper articles. Costs were estimated by author based on exchange rates between RM,
USD and Euro at year-end in the acquisition year.
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multinationals through product
innovations and product brands.
They will need to strengthen
their R&D activities on product
innovations that are targeted to
consumers in these markets. They
may decide to outsource their R&D
on product innovations to MPOB
while building the capabilities
of their internal R&D units. To
undertake this role, MPOB will
need to develop new specialised
technical skills on par with
established multinationals. MPOC
will also need to support the POB
MNE through new promotions
targeted at consumers in developed
countries.

As POB MNE intensify their
internationalisation strategies,
MPOB will need to continue
conducting R&D activities to
support the palm oil industry,
but also is required to undertake
proprietary R&D for companies
such as the POB MNE. The
proprietary R&D activities will
help MPOB develops closer
relationships with POB MNE while
allowing it to increase revenue
from contract research based on
its 30-year accumulated research
experiences in palm oil.

CONCLUSION

The Malaysian palm oil industry
is going international with several
large Malaysian palm oil firms
undertaking FDI in both developed
and developing countries. Their
motives of FDI can be explained
by the internationalisation theory.
The main destination of FDI in

developing countries is Indonesia
where Malaysian POB MNE
now own substantial oil palm
plantations. The main destinations
of FDI in developed countries
are Germany and Netherlands
where POB MNE have acquired
assets and firms divested by older,
larger multinationals. These assets
and firms are involved in high-
valued downstream activities of
the palm oil industry value chain.
The acquisition of assets and
firms by POB MNE had helped
in restructuring the specialty
chemicals industry.

Internationalisation of the POB
MNE will require new roles for key
institutions such as MPOB and
MPOC to support new product
innovations by POB MNE to enable
them compete with established
MNE in developed as well as
developing countries.

The POB MNE are still in the
early stage of internationalisation
phase. Their performance as
multinationals will depend on how
they leverage their competitive
advantages which are derived from
their local assets as well as from
their foreign assets.
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