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1．INTRODUCTION

The economies of developing countries are witnessing remarkable growth. The BRICs (Brazil, 

Russia, India, and China) and other countries attract foreign investment owing to the availability of cheap 
labor, natural resources, potential retail markets, etc. Furthermore, Indonesia has achieved a stable 
annual economic growth of 5–6% since 2004, even though it was deeply affected by the 1997–1998 
economic crisis. The Indonesian economy was slowed down by the recession arising from the Lehman 
Brothers’ shock bankruptcy declaration in 2008, but is recovering from this setback.

The economic growth of developing countries is driven mainly by the export of agricultural 
products and natural resources. The process of change in the domestic agricultural sector has not 
been well examined, although the rapid export-oriented growth of developing countries has been 
studied. The structural change in the agricultural sector that is behind this economic growth should be 
analyzed.

In Indonesia, a Structural Adjustment Policy2） was implemented after the mid-1980s to reform the 
economy into an export-oriented one, and agribusiness development was pursued in the agricultural 
sector. This policy direction was maintained and was further clarified after the crisis in 1998 through 
the Structural Reform Policy of IMF programs and other liberal economic reform programs. As for 
the Indonesian agricultural sector after the crisis, Gerard and Ruf (2001) showed how the fall in the 
exchange rate and international commodity price fluctuation after the crisis affected the production 
of crops for export. In the Gerard-Ruf study, the impact of the crisis on agriculture is seen to be 
mainly the impact of the fluctuation of the exchange rate on the price of agricultural products and 
the terms of trade of the local farmers. In other words, the existing trend in agricultural policy is 
regarded merely as a given premise and, more concretely, the study overlooks the question of how 
the trend in agricultural policy was affected by the Economic Reform and how the entire structure 
of the agricultural sector changed along with the change in the trend in policy. The governments of 
developing countries have implemented liberal economic policies, deregulation and liberalization of 

1）JICA (Japan International Cooperation Agency), Credit Risk Analysis Division (Post doctoral research 
fellow of the Japan Society for Promotional Sciences in time of contribution of article, E-mail: raich@fd6.so-net.
ne.jp). This paper is based on the author' s personal idea and does not express any formal opinions of JICA.

2）This paper defines Structural Adjustment Policy as a policy dating from the mid-1980s and Structural 
Reform Policy as a policy followed after the economic crisis in 1998. Economic Reform means the trend toward 
a liberal economic policy since the mid-1980s.





trade, fiscal retrenchment, etc., and the impact of these liberal economic policies on the agricultural 
sector needs to be examined.

This paper focuses on the palm oil sector as a typical case of structural change in the agricultural 
sector after the crisis in Indonesia. The consumption of palm oil, extracted from the oil palm, is 
increasing, especially in developing countries like China and India; it is now of the most widely 
consumed oil in the world, surpassing soybean oil in 2005. Indonesia is the largest producer of palm 
oil; oil palm plantations have expanded rapidly in Sumatra, Kalimantan, and Papua because of their 
vast forests and climate conditions that are suitable for the oil palm. More importantly, however, 
multinational agribusiness companies as well as similar domestic companies have been entering this 
sector one after another under the new economic liberalization policy. The palm oil sector thus reflects 
the situation of Indonesian agricultural sector very well.3）

This paper is organized as follows. The second section surveys the agricultural policy since the 
1980s and shows that export-oriented and agribusiness-focused policy accelerated oil palm plantation 
development. The third section is concerned with the structure of the plantation sector which is 
upstream of the palm oil industry. The fourth section focuses on the downstream and looks at the 
significance of multinational agribusiness companies there. The fifth section discusses the situation of 
smallholders in oil palm plantations.

2．AgRICUlTURAl seCTOR RefORm AND OIl pAlm plANTATION DevelOpmeNT

1) Economic Reform and the agricultural sector

After the late 1960s, the Indonesian government under President Suharto executed certain 
policies for impor t-substituting industrialization, suppor ted by oil revenue. This process of 
industrialization, however, reached a stalemate when the oil shock came to an end in the early 
1980s, bringing with it the end of the oil boom for oil producing countries. It was inevitable that the 
government implemented a Structural Adjustment Policy consisting of reduction of export customs, 
depreciation of exchange rate, etc. in order to move toward export-oriented industrialization.

The Structural Adjustment Policy influenced the agricultural sector; it became accepted that 
crops should be produced based on the mechanism of economic rationality through the market. The 
production of rice, which is a traditional and primary food, reached a turning point. The government 
had previously executed a variety of policies in this regard, like procurement of harvested rice from 
farmers, provision of fertilizer subsidy, investment in irrigation, development of new species, etc., to 
achieve self-sufficiency in rice production. The fiscal burden related to such policies, however, was 
regarded as a problem after self-sufficiency was accomplished. From the Fifth Five-Year Plan (1989

–1994) onward, the focus of agricultural policy shifted from rice, which requires tremendous fiscal 
expenditure for production while being unsuitable for export, to plantation crops.

The agribusiness approach was introduced as an export-oriented agricultural reform measure. 
The Agricultural Development Plan (2000) stressed the role of agribusiness development in economic 

3）For more understanding of palm oil sector in Indonesia, refer to Larson (1996), Arifin and Susila (1998), 
Casson (2000), Barlow et al (2003) and Zen et al (2005).





growth, and the government deregulated entry to the agricultural sector and rationalized agricultural 
management, utilizing a modern management method in order to raise the income and living standard 
of farmers and provide them with employment and fair business opportunities. Actually, agribusiness 
had been utilized as part of the initiatives of the large agricultural companies, as seen from the rush 
of foreign and domestic companies to enter the plantation sector, while the government assumed that 
agribusiness development would be intended for local farmers and cooperative units.

Such liberal agricultural policies have accelerated the development of plantations, and this trend 
has been secured with the liberalization of investment and trade after the crisis.

2) Plantation development

Many kinds of plantation crops have been harvested in Indonesia with its vast forests and tropical 
climate. In the era of Dutch colonialism, from the 17th century to the beginning of the 20th century, 
the export crops of coffee, pepper, and sugar cane were under the control of the Dutch East India 
company (VOC: Vereenigde Oost-Indische Compagnie). The production of rubber was expanded with the 
increased demand for rubber as a raw material, following the development of automobile industry; 
the production of a new plantation crop of the oil palm also started in the 20th century (Lindblad 2002, 

p.126). Since the middle of the 1980s, the area under cultivation of oil palm, rubber, coffee, cocoa, tea, 
etc. has been increasing. In addition to this, forestry affiliated products of pulp, paper, wood chips, 
and plywood have been exported, especially to China4）, although the area under forestry plantation is 

Oil Palm Coconut Rubber Cocoa Coffee
1990 1,127 3,394 3,142 357 1,070
1991 1,311 3,573 3,174 444 1,120
1992 1,467 3,599 3,289 496 1,134
1993 1,613 3,636 3,405 535 1,148
1994 1,804 3,681 3,472 597 1,140
1995 2,025 3,724 3,496 602 1,168
1996 2,250 3,736 3,518 655 1,159
1997 2,922 3,668 3,474 529 1,170
1998 3,560 3,706 3,607 573 1,153
1999 3,902 3,679 3,595 668 1,127
2000 4,158 3,691 3,372 750 1,261
2001 4,713 3,897 3,345 821 1,313
2002 5,067 3,885 3,318 914 1,372
2003 5,284 3,913 3,290 964 1,292
2004 5,285 3,797 3,262 1,091 1,304
2005 5,454 3,804 3,279 1,167 1,255
2006 6,595 3,789 3,346 1,321 1,309
2007 6,767 3,788 3,414 1,379 1,296

Sources: The website of Directorate General of Estate Crops, Ministry of Agriculture
(http://ditjenbun.deptan.go.id/cigraph/index.php/viewstat/komoditiutama, accessed on 
Sep. 1st, 2009).

Table 1. Planted area of major estate crops in Indonesia (1000ha）





reducing because of the growing consciousness of environmental destruction in Indonesia.
Table 1. shows the cultivated area of the major plantation crops in Indonesia. In 1990, the area 

under cultivation of coconut and rubber was 3,394,000 ha and 3,142,000 ha, followed by the oil palm 
with 1,127,000 ha, coffee with 1,070,000 ha, and cocoa with 357,000 ha. In the late 1990s, cultivation of 
the oil palm expanded rapidly. The area under cultivation had jumped to 2,922,000 ha from 2,250,000 ha 
in 1997 and grown at a stable rate annually since 1998 to 6,767,000 ha in 2007, six times larger than the 
area under cultivation in 1990. The area under cultivation for other crops had not changed remarkably, 
except that of cocoa, which had reached 1,379,000 ha in 2007. Therefore, the table shows that oil palm 
plantation has been the core of plantation development since the late 1990s.

3) Situation of palm oil industry

Oil palm production takes 3–5 years from planting to the first harvest, after preparing the soil. 
The harvested Fresh Fruit Bunch (FFB) of oil palm is brought to a palm oil extracting plant within 24 
hours to avoid corrosion, and the FFBs are then autoclaved and separated into flesh and kernel. The 
palm flesh is processed to extract Crude Palm Oil (CPO). CPO is exported or brought to the domestic 
refinery plants. At the refinery stage, CPO is refined to make Refined, Bleached, and Deodorized 
(RBD) palm oil, RBD palm olein, and RBD palm stearin (summarized here as other palm oils). These 
refined oil-affiliated products are shipped to the plants for the production of cooking oil, margarine, 
soap, detergent, etc. Meanwhile, the palm kernel is brought to a palm kernel oil plant and processed to 
extract Palm Kernel Oil (PKO). PKO is exported or shipped to domestic processing plant, just as RBD 
palm oil is.

The most popular product originating from palm oil is cooking oil. There is a growing demand 
for palm oil in developing countries, because palm oil is characterized as having higher yield and a 
lower cost of production as compared to other edible oils like soybean oil. Of the 120 million ton world 
consumption of edible oil in 2005, palm oil consumption was 35 million tons, a share of 30%; palm oil 
consumption also doubled in 1995–2005, surpassing that of soybean oil (Yushi , Vol.59, No.7).

Indonesia and Malaysia have an 86% share of the world’s CPO production. Indonesia became the 
largest CPO producer, with 16.9 million tons, in 2007 following the rapid development of plantations 
in the last ten years. Table 2. shows the amount of exports of CPO and other palm oils by the major 
countries of destination. In 2006, the destinations for CPO exports were India, with 1,894,000 tons; 
Netherlands, 834,000; Singapore, 489,000; Malaysia, 469,000; China, 311,000; Sri Lanka, 290,000; and 
Pakistan, 236,000. The other palm oils were exported to China, 1,447,000; Pakistan, 599,000; India, 
588,000; Bangladesh, 381,000, etc5）. Exports to developing countries have been increasing recently.

Besides the usual products, bio-diesel, which is advertised as a “clean” energy not discharging 

4）Coxhead (2007) points out that ASEAN countries will achieve economic growth dependent on the natural 
resources of forestry, fishery, mining, etc., following China's integration into the world market. 

5）The import customs duty rate for palm oils in India will be cut in accordance with the Free Trade 
Agreement between ASEAN and India (CPO customs duty will be reduced to 37.5% from 80%, and customs duty 
on the other palm oils will be cut to 45% from 80%, until 2018). Export of palm oils to India is expected to grow in 
the future (Jakarta Post , Sep.15th, 2008).





CO
2
 in the process of burning, is a potential new product from palm oil. With a background of surging 

petroleum prices, because of the influx of speculative capital into the commodities market6）, in addition 
to the tight supply and demand of petroleum, accompanied by the rapid economic growth of China, 
India, and other developing countries, research into and development of bio-diesel and bio-ethanol 
have become crucial for an energy alternative to petroleum. The Indonesian government, which has 
expended a fuel subsidy to control the domestic fuel price, is increasingly troubled by the fiscal burden 
triggered by the increase in fuel subsidy expenditure because of surging petroleum prices; it is actively 
engaging in the use of biomass fuel instead of petroleum fuel to reduce the burden.

In 2006, the government enacted a presidential instruction concerning energy policy and set out 
to reduce the dependency rate on petroleum, natural gas, and coal to 20–33%, and promote the use 
of alternative energy in the form of bio-fuels. At present, official vehicles and public buses are using 

6）The scale of the futures commodity market is far smaller than that of investment and speculation. Even 
the scale of crude oil (NYMEX), which has the largest share in the commodity market, is 8.1 trillion yen and 
corn, the largest in the grain market, is only 2.8 trillion yen. The prices of these commodities will soar if pension 
fund, said to be 1500 trillion yen, and some sections of the speculation fund pour into the commodity market 
(Shuukan Economist , Vol.84, No.62, p.20–22).

Table 2. Exports of CPO and other palm oils, by major country of destination (mt）

Source: BPS, Statistik Kelapa Sawit Indonesia, various issues.

CPO (Crude Palm Oil)
2003 2004 2005 2006

India 1,402,783 1,745,650 1,796,301 1,893,813
The Netherlands 377,426 477,558 680,871 834,256

Singapore 263,931 340,721 426,030 489,370
Malaysia 320,528 492,806 477,496 469,106

China 34,046 20,118 56,623 311,121
Sri Lanka － 13,174 215,554 289,539
Pakistan 95,744 74,434 143,394 236,194
Germany 128,801 153,997 182,859 174,155

Spain 61,224 94,272 60,696 95,665
Bangladesh 47,941 73,572 122,838 84,767

Total 2,892,130 3,819,927 4,565,625 5,199,287
Other Palm Oils （RBD palm oil, etc.）

2003 2004 2005 2006
China 766,376 1,063,634 1,297,997 1,447,439

Pakistan 191,419 462,867 706,841 598,799
India 871,498 1,015,918 762,028 588,169

Bangladesh 174,325 187,357 289,850 381,248
The Netherlands 203,269 322,014 420,232 377,912

Turkey 147,347 46,123 200,594 269,503
Ukraine － － 218,502 234,993
Jordan 72,050 526,434 166,826 229,830

Malaysia 47,197 79,959 143,952 191,373
Germany 55,634 93,176 157,515 191,369

Total 3,494,279 4,841,720 5,811,565 6,901,634





B5 and B10 gasoline mixed with 5% and 10% bio-fuel. In the 2007 budget, an amount of Rp.13 trillion 
(1.4 billion USD)̶Rp.10 trillion for irrigation and road of plantation, Rp.2 trillion for procurement of 
seedlings and Rp.1 trillion for interest subsidy concerning to borrowing from bank̶was allocated 
for the bio-fuel projects (Jakarta Post , Sep. 26th, 2006). The government also plans a tax exemption and 
subsidy for the distributors of bio-fuels.

In 2007, 59 companies were preparing to invest 12.4 billion USD in bio-fuel projects. The CNOOC, 
petroleum companies in China, and Sinar Mas group, a plantation company in Indonesia, have 
plantation projects of 1 million ha in Papua and Kalimantan with the investment of 5.5 billion USD7）. 
The demand for palm oil has been increasing in developed countries with the invention of new palm oil 
products, although palm oil is produced and also consumed in the South; this makes palm oil different 
from other primary products exported from South to North.

4) Government policy for the palm oil sector

Oil palm plantations, upstream to the palm oil industry, have been backed by the government with 
a view to gaining foreign exchange and securing the employment of farmers. Their proliferation has 
also been regarded as a measure for conservation of nature, especially in late 1980s when destruction 
of forests was a serious problem8）.

In particular, the Nucleus Estates and Smallholders (NES) Project leveled the land for the 
plantation development that followed. This program offers a way for plantation management to gather 
smallholders around the nucleus estates. The nucleus estates, held by large plantation companies, give 
instruction on how to harvest the oil palm crop and provide smallholders with agricultural materials 
like seedlings, fertilizers, farm chemicals, etc. The estates also have CPO plants and process FFB 
purchased from smallholders to extract CPO on their premises. This was implemented as a pilot 
project of the World Bank in 1976, after which it was combined with migration projects to move people 
out from densely populated Java to Sumatra and Kalimantan.

The government also examined interest subsidy concerned with borrowing for plantation 
development to accelerate investment in the plantation sector, and banks gave Rp.25 trillion in allied 
loans9） (Jakarta Post , Dec. 21st, 2006). Apart from this, in 2005, the government also announced a large-
scale 2 million ha palm oil plantation project10） in the mountainous region of Kalimantan.

The authority for regional development was transferred to local governments after the 
decentralization reform in 2001; since then, local governments, especially those in Sumatra 
and Kalimantan, have been planning infrastructure development for plantations and tr ying to 
attract investors to further regional economic development and job creation. In other words, the 

7）Bio-diesel fuel projects utilizing palm oil do not proceed as scheduled because the palm oil products 
industry demands restrictions in the use of bio-diesel fuel, insisting that the materials for palm oil products 
run short and saying that bio-diesel fuel is not cheaper than petroleum with the surging price of CPO. Oil palm 
plantation, however, is certainly accelerated by the new demand for bio-diesel fuel.

8）In contrast to the government's expectation, oil palm plantation has damaged nature heavily. It has 
damaged ecosystem of forests and also caused emission of greenhouse gas by developing peat land in which 
methane gas and CO2 are accumulated.

9）Bank Mandiri plans a loan project for smallholders of Rp.11 trillion in four years.





decentralization policy can be seen as a factor in plantation development in Indonesia11）.
Turning to the downstream industry, we can see that the government has supported palm oil 

exports by reducing the export customs duty rate imposed on CPO and other affiliated products. The 
maximum quantity of palm oil and affiliated products was exported in 1998, with the fall in the foreign 
exchange rate. In consequence, supply and demand of palm oils became tight, and the price of cooking 
oil soared. The government raised the customs duty rate on CPO export to 60% in order to stabilize the 
domestic supply and thus control the law-and-order problem of rioting triggered by the inaccessibility 
of food. The customs duty rate, however, was soon cut again, to 30% in June 1999, on the grounds 
that the price of cooking oil had stabilized. One month later, the government and the IMF, eager to 
attract foreign investment, agreed that the rate should be below 10% (Casson 2000, p.40). Furthermore, 
the association of Indonesian palm oil producers (GAPKI: Gabungan Pengusaha Kelapa Sawit Indonesia) 
asked the government for a further cut in the customs duty rate, claiming that with a rate of 10%, the 
domestic price of CPO, and consequently the price of FFB purchased from smallholders, would drop 
owing to the excess stock and the removal of customs would increase exports in a competitive global 
market (Jakarta Post , Mar. 11th, 2000). The government reduced the customs duty rate on CPO from 5% 
as of September 2000 to 3%12） as of February 2001, in response to the request from GAPKI.

It can be inferred that the government furthered plans for promoting export of palm oil in line 
with the trend toward an export-oriented economy after the crisis, even though it was caught between 
export companies, that are asking for a greater cut in customs duty rates to ensure competitiveness 
with Malaysian companies, and the domestic processing companies and citizens, that are asking to 
keep the current customs duty rates to ensure a stable supply of domestic palm oil products13）.

3．plANTATION DevelOpmeNT by lARge COmpANIes

1) Structure of land holding

The classification of oil palm plantation areas by land holders has changed drastically while the 
total area has been expanding with the initiative of the government. Figure 1. depicts the plantation 
areas of each landholder from 1990 to 2007 and underlines three points. First, private plantations have 
expanded remarkably. The area under private plantation reached 3,408,000 ha in 2007, with a 100,000 
ha increase each year, although it was only 460,000 ha in 1990. The increase in 1999 was affected by 

10）Anton Apriantono, Minister of Agriculture, announced the development of oil palm plantation and 
refinery plants along the 850 km border with Malaysia in Kalimantan on July 2005 (Jakarta Post , July 18th, 
2005). According to the interview with Faisal Basri, who is a former member of the Fair Trade Commission 
and well informed on the Indonesian economy, the real purpose of this plantation development is to secure the 
forests cut before development. Actually, it has been pointed out that the land in the center of Kalimantan is a 
high mountainous region and not suitable for oil palm production.

11）The author is preparing another article on this topic.
12）The customs duty on seven other products except CPO (PKO, coconut oil, palm stearin, etc.) was 

abolished.
13）The price of cooking oil and other products increased, affected by the surging price of international 

primary commodities including palm oil in 2007, and then, the government raised the s rate for CPO and 
other products to 6.5%. Furthermore, the government also implemented tax exemption for export of cooking 
oil (Jakarta Post , Feb. 5th, 2008). The trend toward export of lower-value-added palm oils, however, has not 
changed although the export of cooking oil increased. 





deregulation policy in the upstream sector, as agreed on with the IMF. In January 1998, at the height 
of the economic crisis, the government deregulated foreign capital entry into the oil palm plantation 
sector, with a view to economic growth based on foreign investment and export, and furthermore, 
abolished the regulation entirely in February 1999. As a result, foreign companies had an opportunity 
to enter the plantation sector. Fifty foreign companies applied for entry to 920,000 ha in six months 
after the deregulation, and their business expansion as well as entry of new foreign companies, 
especially Malaysian ones, has continued. Second, the area under smallholder plantation had been 
increasing too, reaching 2,752,000 ha in 2007 from 291,000 in 1990. “Smallholder” here indicates 
the smallholders gathered around the nucleus estates under the NES program. Therefore, the area 
under smallholder cultivation had expanded in proportion to the area under private (nucleus estate) 
plantation. Third, government plantation had been stagnant in comparison with private and smallholder 
plantation. The government plantation company, PT. Perkebunan Nusantara (PTPN), had led plantation 
development before private companies came in. The PTPN, however, has not paid attention to 
furthering its business since 199014）. To sum up, oil palm plantation development has been led by both 
domestic and foreign private companies under the Economic Reform, utilizing the vitality of the private 
sector in the agricultural sector.

14）PTPN is divided into 14 companies, like PTPNⅢ in Medan, and PTPNⅣ in Jambi. The PTPN, however, 
plans to merge in order to strengthen the management (Bloomberg News , Nov. 12th ,2007).

Figure 1. Area under oil palm plantation, by type of holder (1000ha)

Source: Same as Table 1.





Table 3. Plantation area held by major groups and overviews of their business

* Each group manages plantation business with its subsidiary companies. When the stock of some of these subsidiaries is 
jointly owned by the group, it is unclear which group holds the subsidiary's plantation area.
Sources: CIC, Study on Industry and Investment Prospect of Oil Palm in Indonesia,  2007 , The Exclusive Profile of The 
Big-10 Indonesian Palm Oil Players, 2008  and the websites of the groups.

Group Plantation area* (ha) Business overview

Astra 227,098

A conglomerate handling agribusiness, banking, real estate, construc-
tion and IT as well as automobile manufacture. The subsidiary compa-
nies, PT. Astra Agro Lestari and others, manage the plantation business. 
This group has a cooking oil factory in North Sumatra and constructed 
two bio-diesel factories with investment of 14 million USD in 2007.

Bakrie 69,110

Aburizal Bakrie, welfare coordinating minister of Indonesia, is a presi-
dent of this group. The Bakrie group handles construction, communica-
tion, agribusiness, etc. PT. Bakrie Sumatera Plantation has oil palm and 
rubber plantations in Sumatra. This group also plans to invest in a bio-
diesel

Minamas 207,604

Minamas had been a subsidiary of the Salim group before it came under 
the control of IBRA (Indonesian Bank Restructuring Agency) and sold 
to a Malaysian company, Kumpulan Guthrie. At present, Sime Darby 
Plantation (formerly Kumpulan Guthrie) and a Dutch company, Mulli-
gan International BV. hold stock of Minamas.

Raja Garuda Mas 735,717

Raja Garuda Mas started its business with forestry and grew into a con-
glomerate dealing with energy, chemicals, real estate, agribusiness, etc. 
The subsidiary, Asian Agri, manages oil palm plantations. This group 
owns four palm oil refining factories in Indonesia and China. One of 
them is in Dumai, Riau and has a capacity of 400,000 mt. per year.

Salim 114,708

The Salim group is led by Soedono Salim who was very close to former 
president Suharto. A core company of this group, PT. Indofood Sukses 
Makmur, engages in the business of instant noodles and snack food. 
This group focuses on plantation business and plans to expand the area 
under plantation to 250,000 ha in 2010. Salim also manages cooking oil 
and margarine businesses in the industry.

Sinar Mas 281,182

Sinar Mas group is a conglomerate with intersts in oil palm, pulp/paper, 
banking, real estate, etc. A subsidiary, PT. Smart possesses plantation 
area of 120,000 ha and is famous for its cooking oil brand, Filma. Sinar 
Mas plans a huge investment in a bio-diesel project.

Surya Dumai 322,725

Surya Dumai started a wood processing business in 1970 and had deve-
loped its oil palm plantation and refinery business from the beginning 
of the 1990s. One of its subsidiaries, PT. Ciliandra Perkasa, manages a 
plantation business under the Singapore company, First Resources. This 
group plans to start operation in a bio-diesel factory.

Benua Indah 236,250
 Sahabat 219,065
 Incasi 192,130





2) Oligopolistic structure of oil palm plantation

We now come to the structure of the private plantation industry. There are a large number of oil 
palm plantation companies; 180 companies are members of GAPKI15）. Almost all of these, however, are 
subsidiaries of large plantation companies and can be classified into business groups relating to larger 
companies. The large plantation companies manage their plantations through numerous subsidiary 
companies, because a company is restricted in holding plantation land over the regulated area16）.

Table 3. shows the area of oil palm plantation and profiles the major holding groups. There are 
some large business groups holding a vast area of over 100,000 ha. Raja Garuda Mas group has over 
700,000 ha area in total and the group company Asian Agri is the agribusiness division. The PT. Inti 
Indosawit Subur, a subsidiary of Asian Agri, manages plantations mainly in North Sumatra, Riau, 
Jambi, and West Sumatra. The Sinar Mas group engages in upstream and downstream business 
in the palm oil sector, managing 280,000 ha of the plantation area in Sumatra and Kalimantan, and 
also producing FILMA, one of the cooking oil brands in the domestic market, through its affiliated 
agribusiness company, PT. SMART. The Astra group manages 230,000 ha plantations through its group 
company, PT. Astra Agro Lestari and other subsidiaries. The Salim group secured 110,000 ha by buying 
up the established plantation company, PT. London Sumatra Indonesia, although it released the group 
company Minamas to the government in the process of paying off bad debts after the crisis. Other 
groups have also developed their business in the palm oil industries.

A characteristic common to these groups is that they all had close relation with the then president 
Suharto and were allegedly granted privileges in the sectors of manufacturing, forestry, banking, 
etc. by the government （Robison 1986）. The groups survived and built up their businesses through 
plantation development, even though they suffered from the crisis and the collapse of Suharto regime.

Foreign companies, especially Malaysian companies, also invest in the upstream sector18）. The 
Sime Darby Plantation19） develops over 200,000 ha plantation in Indonesia through Minamas, which 
formerly belonged to the Salim group. FELDA, the state company holding the largest plantation area 
in Malaysia, expanded its business to Indonesia as well as Papua New Guinea and Brazil (The Star , 

June 26th, 2008). The IOI and KL Kepong groups have 80,000 ha and 10,000 ha plantations, respectively, 
and the Wilmar International group works jointly with the Kuok group20）. It can be inferred that the 

15）Website of GAPKI (http://www.gapki.org/, accessed on Oct. 27th, 2008).
16）According to the Minister of Agriculture's notice No. 357 in 2002, plantation area that a company can 

hold is a maximum of 20,000 ha in a state and 100,000 ha in the whole country.
17）The investor, George Soros, is interested in the plantation development of 20,000 ha in Aceh (Jakarta 

Post , Sep. 14, 2007).
18）The Malaysian plantation companies Sime Darby, Golden Hope, and Kumpulan Guthrie, merged into 

Sime Darby Plantation in November 2007.
19）Website of each company (http://www.ioigroup.com/default.cfm, http://www.klk.com.my/, http://

www.wilmar-international.com/index.htm, accessed on Oct. 29th, 2008). Behind the Malaysian companies’ 
investment in Indonesia are the factors of shortage of labor and plantation land in Peninsular Malaysia. 
Malaysian companies are expanding their business to Indonesia, breaking through the domestic limitation 
(Iwasa 2008, p.58).





oil palm plantation industry is occupied by large domestic and foreign companies, and an oligopolistic 
structure is formed in the upstream industry21）.

4．plANTATION DevelOpmeNT AND RAw mATeRIAl sUpply

1) Unprocessed palm oil export

How does the export oriented policy in the palm oil sector affect the downstream industry? Table 
4. shows the amount of palm oil for export and domestic use. Indonesia exports CPO, other palm oils, 
and palm kernel oil. Of the total export of 12,101,000 tons in 2006, CPO made up 5,199,000 tons, other 
palm oils made up 5,749,000 tons, and palm kernel oil made up 1,153,000 tons. In the domestic market, 
products like cooking oil, soap and detergent, oleochemicals, and margarine are available. Cooking oil 
contributed to domestic consumption of 3,100,000 tons of palm oil in 2006, used for industrial frying of 
noodles and for household purposes. Soap and detergent, oleochemicals, and margarine contributed 
403,000 tons, 382,000 tons, and 329,000 tons, respectively to domestic consumption.

Palm oil for domestic use was 3,504,000 tons and, for export, 3,299,000 tons in 1999. The quantity 
of palm oil for export, however, surpassed that for domestic use in 2001, because of the effect of the cut 
in export customs duty rate; the gap has become even wider since then. The quantity of palm oil for 
export reached 12,101,000 tons in 2006, four times that in 1999, while domestic use stayed in the range 
of 3,000,000 – 5,000,000 tons in 1999–2006. Looking kinds of palm oil being exported, it is evident that 
export of CPO has increased more than that of other palm oils. Exports of CPO increased to 5,199,000 
tons in 2006 from only 865,000 tons in 1999. It can be seen that lower-value-added products have been 
exported recently rather than processed products, and CPO rather than other palm oils.

2) Raw material acquirement by multinational agribusiness companies

There are domestic and foreign factors for palm oils being exported as lower-value-added 
products. The domestic factor is a lack of investments in the downstream sector by domestic 
companies. Investment in the downstream has taken a backseat to investment in the upstream. 
It seems that domestic companies suf fering heavily from the economic crisis could not af ford 
to invest in both upstream and downstream industries consistently. Other factors for the under-
investment included the cut in export customs duty, which accelerated CPO exports, and the delay in 
infrastructure development of the law as well as electricity and roads.

Foreign factors include a strategy followed by multinational agribusiness companies for acquiring 
raw materials. These companies came to the downstream sector one after another with the increasing 
demand for palm oil products in China, India, and other developing countries and the expected 
increase in the use of bio-diesel products in developed countries because of the growing concern 
for the environment. We mention Malaysian companies and US companies specifically. Wilmar 
International, a joint venture of the Malaysian-Chinese Kuok group and Archer Daniels Midland 

20）Syamsul Maarif, the chairman of Indonesia's Fair Trade Commission (KPPU: Komisi Pengawas 
Persaingan Usaha), said that the KPPU investigated unfair business practices inside the palm oil industry, 
because both upstream and downstream sectors of the palm oil industry are an oligopoly of large companies 
and the price can not be decided reasonably based on supply and demand (Jakarta Post , June. 14th, 2007).





(ADM), owns palm oil processing plants in China, India, Malaysia, Indonesia, the EU, etc. It constitutes 
a certain share in the domestic food cooking oil and shortening sector in China, India, Indonesia, and 
Vietnam, and also produces a fatty acid and fatty alcohol for industrial use. In the upstream sector, it 
had 500,000 ha of oil palm plantation land in Malaysia and Indonesia in 200722）. The IOI group bought 
up the palm oil subsidiary of Unilever in 2002 and the leading cooking oil companies, Pan Century 
Edible Oils and Pan Century Oleochemical in 2006. IOI has CPO refinery plants with an annual 
capacity of 2,500,000 tons in Malaysia and 700,000 tons in the Netherlands, apart from an oleochemical 
plant of 750,000 ton capacity. It has edible oil plants of a total capacity of 600,000 tons in the 
Netherlands, North America, and Malaysia, and exports to 65 countries23）. FELDA acquired all stocks 
of the US chemical company, Twin Rivers Technologies and went into the business of oleochemicals, 
bio-diesel, and edible oil (The Star , 28th August 2007). Sime Darby has edible oil plants in the Netherlands 
and Singapore, and KL Kepong has edible oil and soap plants in the UK and China24）.

Besides the Malaysian companies, Cargill and ADM also are part of the palm oil business. Cargill 
owns palm oil refinery plants in Malaysia, India, Germany, and the Netherlands, and CPO from its 
own plantations as well as other plantations is brought to them for refining. In 2008, Cargill announced 
capacity expansion of the edible oil plant in Hamburg, and the PKO refinery plant in Rotterdam25）. 
ADM built a refinery plant with 350,000 ton capacity in Hamburg (Yushi , Vol. 59, No. 10) in addition to 
making capital investments in Wilmar International.

There are several multinational agribusiness companies with huge refinery and processing plants 
in the downstream sector; furthermore, this sector has been integrated through the merger and 
acquisition of various companies. CPO and other palm oils made in Indonesia are brought directly 
to these companies, not processed domestically, although Indonesian companies also invest in the 

21）Website of Wilmar International, accessed on Oct. 31st, 2008. 
22）Website of IOI Group, accessed on Oct. 31st, 2008.
23）Website of each company (http://plantation.simedarby.com/, accessed on Oct. 31st, 2008).
24）Website of Cargill (http://www.cargill.com/news/news_releases/2006/060315_hamburgoil.

htm#TopOfPage, accessed on Oct. 31st, 2008).

Production
Export Domestic

CPO
Other

palm oils
PKO Total Cooking oil

Soap/

Detergent

Oleo-

chemicals
Margarine Total

1999 6,802,625 865,427 1,835,718 597,842 3,298,986 2,384,927 537,458 512,582 327,941 3,503,639
2000 8,764,371 1,817,664 1,713,539 578,824 4,110,027 2,571,990 572,019 529,199 337,905 4,654,344
2001 9,045,754 1,849,142 2,472,150 581,926 4,903,218 2,686,020 589,897 521,131 356,258 4,142,536
2002 9,986,533 2,804,792 2,790,500 738,416 6,333,708 2,346,575 545,367 452,585 333,868 3,652,825
2003 11,891,120 2,892,130 2,834,295 659,984 6,386,410 3,628,705 519,645 489,919 344,595 5,504,710
2004 12,397,265 3,819,927 3,937,393 904,327 8,661,647 2,495,393 367,958 350,401 231,982 3,735,618
2005 13,444,406 4,565,625 4,767,369 1,043,196 10,376,190 2,163,092 388,743 365,425 231,957 3,068,216
2006 16,300,932 5,199,287 5,748,821 1,152,813 12,100,921 3,099,608 403,201 382,201 329,281 4,200,011

Table 4. Amount of palm oils and palm kernel oil for export and domestic (mt)

Sources: Website of BPS (http://www.bps.go.id/eng/exim.php, accessed on Sep. 10th, 2009) for Export and 
CIC, Study on Industry and Investment Prospect of Oil Palm in Indonesia ,  Table-5.5, 5.7, 5.9 and 5.11 for 
Processed.





downstream. It can be said that the Indonesian oil palm plantation sector has been integrated vertically 
to multinational agribusiness companies and positioned merely as a raw material supply region by the 
export-oriented agricultural policy.

5．smAllhOlDeRs’plANTATION26）

Smallholders plant oil palm seedlings following the soil preparation like cutting or burning trees 
and draining soil. It takes around three years for a first harvest. During these years, smallholders do 
not have an income from their plantations and live by borrowing from banks and on income from other 
work. They hire plantation labor to spread fertilizer and harvest and repay the borrowed principal and 
interest in 5–6 years after the first harvest. Considering that the smallholders’ incomes are above the 
state’s minimum wage, oil palm plantation performs to some extent its role in improving farmers’ 
income.

On the other hand, smallholder management is not stable, dominated by the fluctuating 
international CPO price. Figure 2. indicates the price of harvested FFB purchased by nucleus estates. 
FFB was purchased at Rp. 600–700 per kg in 2004–2006, and the price peaked at Rp. 1,920 on May 
2008. The price, however, fell to Rp. 1,176 in August 2008, along with the collapse of the international 
CPO price in June 2008, a 40% fall in the price in only three months. The price of CPO is subject to 
fluctuation triggered by both actual demand and speculation. Moreover, it is affected by the yield of 

Source： Data of the rural cooperative unit in Hikmah Jaya district, Riau.

Figure 2. Trend of the purchase price of FFB (Rp./kg)

25）The content in this section is based on the author's field survey in the oil palm plantations in Hikma Jaya 
district, Kampar regency, Riau, in September 2008. The author thanks the smallholders and local cooperative 
unit for their kind cooperation.





other crops of soybean and rape seed, which compete with the oil palm in the cooking oil market, and 
also by the international price of crude oil, which affects the demand for bio-diesel fuel as a substitute. 
The purchase price of the FFB is decided at a meeting of the nucleus estates, and smallholder demand 
is not reflected in the price under this relationship of power. The smallholder incomes are becoming 
lower because the price of fertilizer is rising amid the soaring price of crude oil, while the purchase 
price of FFB is decreasing.

The palm oil industry contains a variety of processing industries and is a source of huge profit for 
palm oil-affiliated companies. On the other hand, the working conditions for the plantation labor are 
difficult, and the income of smallholders is not stable owing to the price fluctuation. The plantation 
development by large companies is realized by the method of oil palm production, based on the power 
relation between the nucleus estates and the smallholders.

6．CONClUsION

This paper examined the Indonesian agricultural sector after the Economic Reform, focusing 
on the palm oil sector. Since the Fifth Five-Year Plan in 1989, agribusiness development has been 
the mainstream of the agricultural sector with a view to creating an export-oriented economy, and 
the development of the palm oil sector has been led by large companies following the deregulation 
of entry to the plantation sector and the reduction of export customs duty on CPO. The oligopolistic 
holding of the plantations, mainly by domestic companies, are in the upstream sector. The large 
domestic plantation companies, Astra, Bakrie, Raja Garuda Mas, Salim, and Sinar Mas, had close ties 
with Suharto and were allegedly granted privileges because of these ties. These groups furthered 
their businesses with the opportunity for oil palm plantation, even while they seemed to suffer heavily 
because of the economic crisis in 1998. On the other hand, another oligopoly exists in the downstream 
sector. The Indonesian palm oil industry is integrated to the strategy of multinational agribusiness 
companies for acquiring raw material. CPO, as a lower-value-added product, is exported to the 
processing plants of these big players.

Government policy to revitalize the agricultural sector bore the oligopoly of oil palm plantation 
and positioned Indonesia as a raw material supply region in the palm oil sector. The aspect of capital 
accumulation by the large companies came to the fore, keeping the power relation between the large 
companies and smallholders constant, although the agribusiness method was originally aimed at 
improving the income and living standard of smallholders.

ABBREVIATIONS

CPO: Crude Palm Oil

FFB: Fresh Fruit Bunch

GAPKI: Gabungan Pengusaha Kelapa Sawit Indonesia (Association of Indonesian palm oil producers)

PKO: Palm Kernel Oil

RBD: Refined, Bleached and Deodorized (palm oil)
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