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Rubber supply chains:

Risks and opportunities for building a

more responsible business

This briefing has been written by Global Witness to accompany the Chinese

Guidelines for Sustainable Development of Natural Rubber. It aims to

provide an overview of the natural rubber sector, details of associated

supply chain risks for rubber companies and investors, and

recommendations on how companies can reduce exposure to those risks

through implementing the guidelines. Global Witness, an international NGO

based in London, has been working with the Chinese Chamber of

Commerce of Metals, Minerals and Chemicals Importers and Exporters

(CCCMC) over several years to help formulate the guidelines in line with

international standards.

The global demand for land -
the need for the right
investment model

The world is currently witnessing the fastest-
growing commercial pressure on land in
history. The past fifteen years has seen at
least 48 million hectares of land in developing
countries leased out to global investors' and
agriculture is leading the way, accounting for
approximately 78 per cent of targeted
investments.” Within these agricultural
investments, rubber plantations are
significant, accounting for over 3.5 m hectares
of recorded investments over the same
period.?

In a world experiencing unprecedented
demand for food and resource scarcity, this
interest in farmland is set to rise. This is
especially true for developing countries where
land deals are often done under the guise of
‘national development’. However, the impact
on the ground has been millions of people
pushed off their land and deeper into poverty
and the mass destruction of some of the
world’s last intact forests.” In turn
irresponsible land investments have caused
widespread loss of livelihoods and food
insecurity among rural communities, as well
as irreversible environmental devastation.

In South East Asia, large-scale rubber
plantations are one of the main drivers of
harmful large-scale transfers of land, known



commonly as ‘land grabs’, and deforestation.
Land deals don’t need to happen this way —
there is significant evidence to show that
investing and supporting smallholder farmers
brings lasting economic, social and
environmental benefits.” These CCCMC
guidelines are aimed at promoting
responsible investments and sourcing of
natural rubber.

The 21st century rubber boom
and its impact on human rights
and the environment

Although traditionally a successful
smallholder crop,® as producer countries in
South East Asia, including China, have run out
of land, rubber producers have turned to
several new ‘frontier’ markets such as
Cambodia, Laos and Myanmar, this time
through large-scale expansion. Companies
should note that these are countries with
weak governance and rule of law, high levels
of corruption and poor land rights.” Numerous
case studies, including Global Witness
research, have demonstrated that
investments which are not accompanied by
rigorous due diligence standards have
disastrous consequences for local
communities and the environment.

China is playing an increasingly significant role
in the global rubber industry. In addition to
being a major domestic producer of rubber,
China is developing its overseas rubber base,
and has become the world’s largest importer
of natural rubber.? China is by far the largest
consumer of natural rubber accounting for a
third of global consumption.’Approximately
70% of natural rubber is used in the
manufacture of tyres'® and in 2009 China
became the largest car producing country in
the world.™
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Risks faced by rubber
companies

The environmental, social and financial

risks of rubber investments

Through our on the ground research across
the Mekong, Global Witness has shown that
there are considerable environmental, social
and financial risks associated with the global
demand for natural rubber. The drive to
expand the natural rubber sector in these
new frontier countries has involved
governments leasing out huge areas of land to
private investors. As vast tracts of agricultural
land have been cleared to make way for large
scale rubber plantations, the costs are paid by
poor rural communities and their surrounding
forest ecosystems.12

In many cases in the Mekong, land acquired
for plantations has been transferred without
the consent of local customary users, that is,
of Indigenous Peoples which traditionally own
and use the land. Regional governments have
failed to uphold their own national laws and
international obligations to protect forest
resources and the tenure rights of local
people.” There have been numerous cases of
land grabbing without consent and forced
evictions in Cambodia, Laos and Myanmar as
a result of large-scale rubber investments.**
This has led to widespread poverty and food
insecurity. It also poses serious risks to
investments as described below.

Weak governance and corruption

The failure to protect the rights of vulnerable
and marginalised groups is often a result of
weak governance and corruption.™

Global Witness has previously reported on
how rubber companies colluded with the
former military junta to seize vast tracts of

RUBBER SUPPLY CHAINS: RISKS AND OPPORTUNITIES OCTOBER 2017


http://www.globalwitness.org/gunscroniescrops

land from farming communities in Myanmar.
Previous research showed how Vietnamese
rubber companies gained access to hundreds
of thousands of hectares of land in Cambodia
and Laos through secretive transactions and
elaborate networks of subsidiary companies,
devastating communities and local
environments in the process.

In these cases national laws to ensure the
protection of forests, responsible land
governance, the provision of compensation
for losses and consultation with local
communities were not enforced.

As such, investors must not rely on host
governments to ensure investments are
undertaken without causing harm but instead
take responsibility themselves.

Conflict over resources

Increasingly, local communities globally are
attempting to defend their tenure rights with
protests and local activism. However, as
governments fail to properly resolve land
disputes, private companies, often backed by
state security forces, are responding using

intimidation and force to defend their
interests. This has led to violence, human
rights abuses and even killings.™

Ongoing civil unrest can also have serious
implications and risk for investors involved in
land deals and for those sourcing materials
from these regions. This includes stalled
operations, labour problems and damaged
plantations and equipment. These are risks
which can be mitigated if tenure rights are
recognised, local communities consulted prior
to land acquisition, compensation paid and
land deals are open and transparent. The
CCCMC guidelines provide a framework to
help companies achieve this.

Deforestation and environmental damage

As natural forests are converted to large-scale
monoculture rubber plantations, the dramatic
change in land-use can have a devastating
impact on the local environment and
biodiversity. Monoculture rubber plantations
have resulted in loss of habitat and decreasing
species diversity, poor water quality from run-
off affecting food stocks and human health
and soil erosion and landslides.

Cambodia’s Tree Cover Loss Correlates with Global Rubber Prices
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Governments have consistently ignored legal
protections for natural forested areas in
favour of rubber plantations."® This poses
both legal and reputational risk to companies
who find themselves complicit in illegal
deforestation. This issue is also addressed in
the CCCMC guidelines.

Financial links between land
rights and land investment

The financial links between land rights and
investment are increasingly important.
Finance think-tank, the Munden Project,
looked at the financial costs associated with
ignoring the issue of land tenure in land
investments." Its report demonstrated that
the financial risks posed are multiple, and
range from a delay in construction times and
unexpected financial loss due to suspensions,
to seizure of assets following the loss of
insurance coverage.” The escalation of risk
can be extremely rapid and irreversible: the
report concluded that the average global
operating costs of a three-year investment of
around USD$10 million could be as much as
29 times higher than normal, if the project
was forced to stop its activities because of
local opposition.?!

A follow up report used publicly available
geospatial data to establish the extent of
“land tenure risk” (defined as ‘overlapping
land claims that diminish the value and
viability of industrial concessions’) in
emerging market economies. Cambodia was
one of more than ten countries studied. The
report concluded that ‘industrial concessions
on public lands representing 31% of the total
hectares sampled had some overlap with a
demarcated local territory.’*

European Union (EU) policy makers are also
considering legislation to put regulations on
the EU finance industry to prevent
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investments into damaging projects overseas
including those which contribute to
deforestation and land grabbing, adhering to
the CCCMC guidelines could help companies
to secure this investment and avoid
prosecution.

CASE STUDIES:

Hoang Ang Gia Lai and the
Vietnam Rubber Group

The Global Witness report Rubber Barons,
documented the devastating impact of
Vietnam’s rush for rubber on local
communities in Laos and Cambodia. The
investigation also showed how international
financiers Deutsche Bank and the
International Finance Corporation (IFC) were
backing these land grabs — often in
contravention of their own policies.

In both Laos and Cambodia, national laws are
supposed to protect forests, limit the size of
foreign land concessions and require
consultation with local communities over land
use, but these laws are rarely enforced.
Millions of hectares of land have been handed
over without the knowledge or consent of the
people who live on it.

Two giant Vietnamese companies lie at the
heart of this story: Hoang Anh Gia Lai (HAGL)
and the Vietnam Rubber Group (VRG). These
Rubber Barons and their subsidiaries carried
out forced land grabs without compensation,
and satellite images showed they were
logging illegally in protected forests.

HAGL and VRG both received substantial
foreign investments from Deutsche Bank and
the World Bank’s International Finance
Corporation (IFC), either directly or via
intermediary funds. Since the launch of
Rubber Barons, international backers of both
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companies have divested,”® and the global
timber certifier the Forest Stewardship
Council suspended VRG following a formal
complaint from Global Witness.?* Meanwhile,
communities in Cambodia who lost land to
HAGL are still in negotiations with the
company under an IFC-initiated dispute
resolution process.

Our investigation into HAGL and VRG provides
a strong example of consequences companies
face when they do not undertake adequate
due diligence to ensure that plantations
allocated by governments are in line with the
law. The complaint submitted by the
communities against HAGL in Cambodia led to
its investor, the International Finance
Corporation, pulling out, in a stark reminder,
that companies are increasingly expected to
follow international standards throughout
their operations.

sustainability in its supply-chain, including
full-traceability of all its suppliers.”® This
followed a statement from US General Motors
in May that it would be working with tyre
companies to ensure traceability in their
supply chains and sourcing sustainable natural
rubber for tyres.”” Major rubber producer,
Olam, has already launched a ‘Rubber
Sustainability Standard” which includes
commitments to ‘Free, Prior and Informed
Consent’ and forest protection.?®

Rubber companies, including those based in
China, failing to adopt the new guidelines, risk
losing business from major international
downstream players.

Improvements in global
standards

As global agribusiness standards and soft laws
improved over the last few years, the natural
rubber sector stood out as one of the last
remaining key global commodity industries
yet to commit to sustainability standards.
However, this is changing.

The last two years has seen public
commitments from major big brand
corporations on the sourcing of sustainable
natural rubber. In 2016, tyre giant Michelin
released its new Sustainable Natural Rubber
Sourcing Policy which commits the company
to zero-deforestation and the protection of
land rights in all its operations. The company
aims to map 100% of its suppliers to ensure
full traceability of its supply chain.”

In September 2017, Continental also made an
announcement that it was prioritising
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Land-grabbing as a crime
against humanity?

Company executives could now be held
criminally responsible under international law
for crimes linked to land grabbing and
environmental destruction, following
developments under the International
Criminal Court. A recent move by the
Prosecutor of the International Criminal Court
(ICC) to expand its focus signals a landmark
shift in international criminal justice; in
Cambodia land grabbing has happened at
such scale and so systematically that the ICC is
considering investigating it as a crime against
humanity

Conclusion

The recent downturn in global rubber prices
has caused concern over the viability and
demand for the crop in the long term.
However, as major natural rubber consuming
economies continue to grow and oil prices
rise again the demand for continuing
expansion of natural rubber plantations in
these new frontier countries is likely.
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Lessons from the palm oil sector reveal how
consumer awareness and sensitivities about
where key commodities are coming has
shifted. Global brand name producers and
traders are now increasingly being expected
to prove their supply chains are responsible,
and not linked to land grabbing, deforestation
or human rights abuses.

Given China’s dominance in terms of
production of global natural rubber, if Chinese
companies step forward to match these
higher and more ambitious standards and
take steps to prove their supply chains are
responsible, the risk of being associated with
environmental and human rights violations
would be significantly reduced. Chinese
companies and other companies along the
supply chain should look to adopt and
implement the new rubber guidelines in order
to mitigate risk in their own supply chains and
lead the way for other companies to do the
same.
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