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ABSTRACT

This article provides a historical political economy perspective of
the Indonesian oil palm plantation sector. It aims to shed light on the
process of how Indonesia took over from Malaysia in becoming the
world’s current largest producer of palm oil. This article argues that
the regional trend of state-led development that relied on agribusiness
as a major sector played a major role in the development of oil palm as
an important crop in the region, especially in Malaysia and Indonesia.
Indonesia specifically promoted and encouraged the expansion of oil
palm as a way to fulfill state developmental aims; identifying it as a
lucrative source of revenue, foreign exchange, and rural employment.
With oil palm playing such an important role in the Indonesian economy,
the state has outlined plans for rapid area expansion, to maintain its
world dominance in the sector. Malaysian and Singaporean companies
are currently major players in the Indonesian oil palm plantation sector;
and continue to reap the benefits of this lucrative crop alongside local
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firms.

INTRODUCTION

This article provides a historical,
political and economic perspective
of the Indonesian oil palm
plantation sector. It aims to
shed light on the process of how
Indonesia took over from Malaysia
in becoming the world’s current
largest producer of palm oil. The
first section focuses on South-
east Asia as the major producing
region for palm oil in the world.
The second section then focuses
on how economic regionalism of
the oil palm sector, triggered by
the Asian Financial Crisis (AFC),
brought many Malaysian and
Singaporean plantation companies
into Indonesia, making Indonesia
the world’s largest producer of
palm oil today. The final section

discusses Indonesia’s ambitions
for continued dominance in the
sector. As a whole, this article
argues that the regional trend
of state-led development that
relied on agribusiness as a major
sector played a major role in the
development of oil palm as an
important crop in the region, and
especially in Indonesia.

SOUTH-EAST ASIAS
‘GREEN GOLD’

Throughout the decades, South-
east Asian countries have viewed
their abundant and fertile land as
a rightful source of wealth to be
exploited. In the mid 1900s, newly
independent South-east Asian
countries used the forestry and
agricultural knowledge inherited
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from their colonial masters in their
pursuit of nation-building and
economic development (Gellert,
2005). States formally recognised
the forestry and agricultural
sector’s role as an engine for overall
economic growth. For example,
South-east Asian countries
developed policies towards forestry
and agriculture that moved beyond
micro level and sector-specific
concerns and took steps to ensure
that the overall macro policy
environment was conducive to
the growth of the agricultural
sector (Than, 1998). With the
abundance of pristine forests in the
region, logging was a major growth
sector in the region during the
1960s and 1970s (Roberti, 1989).
However, the steady reduction of
pristine forest areas in the region
due to unsustainable clearing of
these forests for timber eventually
slowed the industry (Sumiani et al.,
2007), and the economic focus of
South-east Asian countries began
to shift to agribusiness in the 1980s
(Roberti, 1989).

By the early 1990s, agribusiness
was hailed as the region’s ‘next
economic miracle’ (Roberti, 1989),
with annual agricultural output of
the region increasing at an average
of 3.8% yearly (Roberti, 1989).
The term ‘agribusiness’ came into
popular use since the mid 1950s
and implies the shift from ‘farming
as a way of life’ to ‘farming as a
business’ (Sutton, 2001). Most
recently, it reflected the major
increase in corporate investment in
agriculture. Increasingly the term
has come to describe an integrated
farming system which links farm
operations with both upstream
and downstream manufacturing
and distribution. The plantation
approach within agribusiness is
defined as the large scale production
of tropical crops by a uniform
system of cultivation under central
management (Sutton, 2001). This
could be through working the land

directly or by setting up a contract
farming system between the core
plantation management and
surrounding land-owning locals
for added efficiency. Consequently,
an increasing amount of logged
land was converted into plantation
and cropland for agribusiness. As
output increased in the 1990s,
South-east Asia’s resource wealth
and relatively cheap labour
sustained production enclaves for
the export of primary agricultural
products (Jomo, 2003), and
economic strategies in the region
converged around export-oriented
resource exploitation (Hirsch
and Warren, 1998). Countries
in South-east Asia have since
emerged as important producers
and suppliers in the international
market for agro-food (Sutton,
2001).

As part of this agribusiness
boom in the region, the oil palm,
grown either on freshly cleared
forests or on old croplands, has
developed into one of the most
economically important plantation
crops in South-east Asia (Koh
and Wilcove, 2007). Presently,
South-east Asia is the dominant
region for palm oil production in
the world (Wahid et al., 2004),
due to the widespread suitability
of the land and tropical weather
for this crop (Butler et al., 2009).
Palm oil is a major agro-industrial
commodity for the economies of
Indonesia and Malaysia (Othman,
2003), which are the two largest
of palm producers in the world,
contributing a combined total
of more than 85% of world
production (Ong and Chai, 2011).
Singapore in turn is developing
into a major plantation and palm
oil refining investor for the region,
an important trading hub for both
palm oil and biodiesel, as well as a
capital intensive, high technology,
research and development-based
service provider for the region’s
palm oil sector (World Growth,
2011; Pichler, 2011). In this way,

Indonesia, Malaysia and Singapore
are of central importance to the
world’s palm oil sector (Pichler,
2011).

Indonesian, Malaysian and
Singaporean governments
have been instrumental in the
development of this sector. The
rise of the palm oil plantation
sector in South-east Asia has
followed similar patterns of the
previous natural resource booms
in these countries, like timber
and rubber. Firstly, under the
legal structures inherited from the
colonial era, land that belonged
to forest-dwelling peoples and
shifting farmers [known as Native
Customary Rights (NCR) land]
was not formally recognised by
the governments and was thus
insecure. This helped facilitate the
transformation of NCR land into
oil palm plantations, especially in
Indonesia and Malaysia (McCarthy
and Cramb, 2009).

Secondly, the attitudes of the
decision-making elite in countries
like Malaysia and Indonesia,
that viewed natural resource
exploitation as a tool to aid
development, was also visible
in policy narratives related to
these plantations, which identified
pristine forests or degraded land as
‘wasteland’ or ‘idle’ land if it was
not exploited to its full potential
(McCarthy and Cramb, 2009).
McCarthy and Cramb (2009) note
that:

“by counterpoising
smallholder marginality and
underdevelopment to the
modernity of contemporary
estate agriculture, these
decision-makers provided
a rationale for transforming
the frontier in accordance
with the agendas of politico-
bureaucratic and corporate
actors that favoured plantation
development for personalistic
economic and political
purposes”.
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Therefore, this political will
to develop through exploitation
encouraged conversion, and
resulted in policies that attempt
to ‘rehabilitate’ lands to make
productive use of them (Colfer,
2002). Thus, these government
officials worked closely with
plantation companies and central
and local elites in the development
of oil palm plantations (Masripatin
etal.,2009; McCarthy and Cramb,
2009; Pichler, 2011).

In 2008, Indonesia overtook
Malaysia to become the world’s
biggest producer of palm oil
(McCarthy, 2010; Jarvis et al., 2010;
World Growth, 2011), producing
over 25 million tonnes of palm oil
annually (Interviewee 148, 2011)"
and contributing to about 51% of
world production (Figure 1) (Di,
2011b). The following subsection
details the importance of the oil
palm sector to Indonesia.

THE OIL PALM PLANTATION
SECTOR IN INDONESIA

Indonesia extends 5110 km west
to east and 1888 km north to
south, with a total land area of
1 890 754 ha. Indonesia has 18 110
islands with tropical climate and
high rainfall. These geographical
conditions make Indonesia a
highly biologically affluent country,
with huge agricultural potential
(Widianarko, 2009). Therefore,

'Some interviewees allowed the researcher
to use their real names for this research
and some preferred to remain anonymous.
Therefore, the researcher devised a system
to maintain uniformity in the classification
of interview sources for this thesis. To
indicate the country or institution where
the interview was conducted, the letters ‘T’
for Indonesia and ‘M’ for Malaysia is used,
along with a number to indicate the order
of which the interview was conducted.
For example, an interview who allowed
himself or herself to be named, who was
the tenth to be interviewed in Indonesia,
would appear referenced as, ‘Ali (I110)’. An
anonymous interviewee in Malaysia would
be referenced as ‘Interviewee M5’
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Figure 1. Crude palm oil production by country.

Indonesia pinned great hopes
on agribusiness to help solve a
number of its more important
developmental problems like
poverty, overpopulation and
unemployment (Barber, 1998).
Development thus became the
justification for natural resource
exploitation, and systematic
exploitation of natural resources
provided the basic capital for the
development process (Barber,
1998). Therefore, shortly after
independence, in what was called
‘one of the largest land grabs in
history’ the Indonesian government
appropriated 90% of all forest
land, thereby almost completely
centralising government control
over forest resources, negating
NCR claims (Duncan, 2007).
The Indonesian government
foresaw that by taking control of the
land and developing commercial
cash crops in the provinces, there
would be a lifting of rural incomes
which in turn should reduce the
incidence of poverty and labour
migration to the cities (Schwarz,
1990). Indeed, agriculture remains
the most important sector in
Indonesia in terms of employment,
providing jobs for more than 50%
of the Indonesian workforce.
Outside Java, where most of the
industry is concentrated, two-
thirds of the population still
work the land (Than, 1998).

Furthermore, for the Indonesian
government, agribusiness was a
substantial source of state revenue,
a resource for political patronage,
a safety valve for scarcities of
land and resources in the densely
populated Java, and a vehicle
to spread ideological, political,
security and economic objectives
into the hinterland (Barber, 1998).

The export of natural resources
played a central role in economic
growth and quickly became the
largest source of foreign currency
for Indonesia (Nomura, 2009).
During the mid 1960s, Indonesia
was among the poorest nations
in the world, with a per capita
income of just USD 50 (Barber,
1998). However, with this natural
resource and agricultural focus, the
Indonesian economy experienced
an average annual growth of 6.5%
from 1967. There was a fall of
-13.6% in gross domestic products
(GDP) in 1998 during the AFC,
but agricultural growth remained
fairly constant during this time,
with only finance, construction
and manufacturing undergoing
serious contractions that year
(Brown, 2006). This process
of economic development was
praised by the World Bank in 1994
as ‘one of the best in the developing
world” (Barber, 1998). Currently,
Indonesia is a major producer of
estate crops like rubber, cocoa,
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coconut, coffee, tea, and most
importantly palm oil (Schwarz,
1990).

There have been three distinct
stages in the process of Indonesia’s
forest exploitation: first, the
creation of a large timber and
plywood industry (late 1980s);
second, the campaign to become
the world’s largest pulp and
paper producer (1990s); and the
third and current stage, the fast
expansion of oil palm plantations
(late 1990s) (Gellert, 1998). Large-
scale oil palm plantations can
be considered a relatively new
industry to Indonesia, with serious
expansion beginning in the late
1990s (Law, 2010).

Indonesia was actually the entry
point of the oil palm tree into the
South-east Asian region during
the colonial era. The four African
palms brought over by the Dutch
in 1848, and planted in Buitenzorg
Botanical Garden (now Bogor),
Indonesia laid the foundation for
the oil palm industries in both
Malaysia and Indonesia (Wahid et
al.,2004). Historically, Indonesia’s
oil palm frontier developed from
the core commercial plantation
belt demarcated by the Dutch in
North Sumatra, beginning in 1911
(McCarthy and Cramb, 2009;
Sawit Watch, 2007). Following a
slow start, the oil palm plantations
gradually expanded into the
surrounding areas that were conve-
niently close to existing plantation
facilities during the 1970s,
particularly to Riau in Sumatra
(McCarthy and Cramb, 2009).

During the 1980s, the world
price of palm oil surpassed that of
rubber (McCarthy and Zen, 2010).
The lucrative economic returns
from palm oil in neighbouring
Malaysia (who was an early mover
for palm oil) attracted Indonesia
to expand its oil palm cultivation
(Basiron, 2007). Consequently
in Indonesia, smallholders and
large plantations began to shift
from logging and pulp and paper

production to oil palm cultivation
(McCarthy and Zen, 2010). Most
of these new plantations were
established in Sumatra (now
holding 73% of plantation area),
then expanding to Kalimantan,
Sulawesi, and West Papua
(McCarthy and Cramb, 2009).
Crude palm oil (CPO) was
considered to be a strategic
commodity for Indonesia (Menteri
Pertanian Republik Indonesia,
2003) not only for trade, but also
because it is the raw material of
the main cooking oil consumed in
Indonesia. Furthermore, the CPO
production process in Indonesia
was highly efficient because of the
relatively high yield obtained from
trees which could be harvested
throughout the year (3511 kg ha)
(Suharto, 2011), low labour costs,
favourable climate and good soil
conditions (Samsul et al., 2007).
An industry study commissioned
by PT Purimas Sasmita (an
Indonesian oil palm plantation
firm) recorded Indonesia as the
most efficient producer of CPO
in the world, with the cost of
production 14.3% lower than the
world average and 8.3% lower
than Malaysia (Chalil, 2008). This
resulted in lower production costs
compared to other edible oils in the
country (Casson, 2002). Further,
with a land area six times larger
than Malaysia, the Indonesian oil
palm industry was able to grow
rapidly (Basiron, 2007; Nature, 2007).
Indonesia started rapidly
opening up oil palm plantations
in Sumatra and Kalimantan in the
1980s (Indonesian Government,
1998). This was fuelled by a specific
policy goal that was formulated by
the Indonesian government in the
1980s to replace Malaysia as the
world’s largest palm oil producer
(Van Gelder, 2004). Expansion
was pursued largely through the
privatisation of previously state-
run estates, particularly through the
Estate Transmigration Programme
and the Plantation Revitalisation

Programme known collectively
by its Indonesian acronym PIR-
Trans. These programmes granted
extensive new concessions to well-
connected large-scale conglomerate
firms typically led by Sino-
Indonesians with close relations
to the regime’s apex (McCarthy
and Cramb, 2009; McCarthy,
2010; Casson, 2002). Some major
Indonesian conglomerates that
control significant land banks
include Bakrie Sumatra Plantations
(BSP), Duta Palma, Astra Agro,
Makin Group and Musim Mas (Van
Gelder, 2004).

After local Indonesian investors
had established themselves in the
palm oil sector during the 1980s,
the government of Indonesia
briefly opened up the oil palm
sector to foreign investors during
the early 1990s to boost the sector
further (McCarthy and Cramb,
2009). This marked the beginning
of the ‘regionalisation’ of South-
east Asia’s oil palm sector, as
investments tended to come mainly
from neighbouring Malaysia and
Singapore. These companies
established joint ventures with
local partners, and then proceeded
to ‘take over’ smaller plantation
companies as their subsidiaries.
For example, the early 1990s
saw the first entry of investments
from companies like Malaysia’s
Kuala Lumpur Kepong (KLK)
(Kuala Lumpur Kepong Berhad,
2010) and Singapore’s Wilmar
International (Compliance Advisor
Ombudsman, 2009). By 1996, 45
Malaysian companies and several
other Singaporean companies along
with their Indonesian partners had
been able to secure land banks
totalling some 1.3 million hectares
(Othman, 2003).

As a result, compared to the
1960s, the oil palm subsector
expanded from around 106 000 ha
to 2.5 million hectares by 1997.
Correspondingly, production
increased from 167 669 t in 1967
to 5.4 million tonnes in 1997,
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Figure 2. Oil palm harvested area in Indonesia (1961-2009).

amounting to an increase of around
12% per annum (Casson, 2002).
By 1997, Indonesia was already
producing 30% of global palm oil
(Samsul et al., 2007). This opening
for FDI was short-lived however,
as foreign investor interest had
become so strong that domestic
companies had begun to complain
about having to compete for land.
The Indonesian government was
obliged to concur with the requests
of these local companies, and
closed the oil palm sector to
foreigners in 1997 (WALHI and
Sawit Watch, 2009).

During Indonesia’s AFC-
triggered period of economic crisis
and political change (mid 1997
to mid 1999), the palm oil boom
subsided, and from early 1998
through to mid 1999, oil palm area
expansion slowed significantly
(Casson, 2002), with many
plantation companies suffering
financial difficulties (Interviewee
M41, 2010). With International
Monetary Fund (IMF) structural
reforms demanding the opening
of Indonesian markets to foreign
direct investment (FDI), foreign
investment flowed into the
economy, particularly into lucrative
extractive and resource-intensive

sectors like agribusiness and oil
palm plantations (Marinova,
1999). Opening up of forest
concessions to foreign companies
while offering attractive foreign
investment opportunities (Rifin,
2010; World Investment Report,
2009) was therefore part of the
conditionalities that came with IMF
assistance to Indonesia after the
AFC (Mathew, 2010). As part of the
conditionalities, foreign investors
could purchase companies for
the purpose of salvaging and
improving the company concerned
with the intention to continue
development; to increase marketing
or production; to increase exports;
and to apply new technology
(Rajenthran, 2002).

Hence, Malaysian and
Singaporean business interests
facing scarcity of land in their
home states (Rajenthran, 2002)
once again entered Indonesia
after the AFC at the invitation
of the Indonesian government to
help take over failed Indonesian
plantation companies (Interviewee
M28, 2010). This was encouraged
by the low prices of Indonesian
firms when translated into
foreign currencies, Indonesia’s
new openness to merger and

acquisitions, and the favourable
long-term prospects of the crisis-
affected Indonesia (Rajenthran,
2002). An example of such a
takeover was Malaysian-based
KLK who acquired 95% of PT
Adei Plantation and Industry (PT
API), which owned 27 760 ha of
plantation land in Riau in 1997
(WALHI et al., 2009). As Figure 3
details, by 2004, around 2.7 million
hectares of oil palm plantations in
Indonesian was held by foreign
investors. Total oil palm plantations
in Indonesia that year was 3.3
million hectares (FAOSTAT, 2009),
meaning that 82% of Indonesia’s oil
palm plantations involved foreign
investments. Out of that, 25%
belonged to either Malaysian or
Singaporean investors (WALHI et
al., 2009).

By the year 2000, there
was already a high level of
economic regionalisation and
interdependence between local,
Malaysian and Singaporean
interests in the sector. With the
help of these foreign investments,
the industry had recovered and
production of CPO grew rapidly
since then (Nature, 2007).
There is now a growing number
of highly efficient, modern oil
palm companies (both local and
foreign) operating in Indonesia,
further increasing efficiency and
output (Butler et al., 2009). With
the collapse of many industries
across the country post-crisis,
the plantation sector was hailed
as the saviour of the Indonesian
economy. That year, the total
land area of oil palm increased to
about 2.2 million hectares, before
increasing to 7 million hectares in
2010, effectively tripling within
10 years (Figure 2) (Wicke et
al., 2011). By 2011, nearly 11
million hectares of land had been
allocated for oil palm plantations
(Surya and Akbar, 2010). Now, oil
palm plantations represent more
than 10% of agricultural land in
Indonesia (World Growth, 2011).
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Figure 3. Country of origin of investors

in the oil palm sector in Indonesia, 2004.
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Figure 4. Breakdown of Indonesia’s 2010 gross domestic products (GDP) by
sector.

Indonesian palm oil output is now
growing at around 14% per year
(Van Gelder, 2004).

The prolific growth of this sector
has conferred important economic
benefits to Indonesia. This industry
has become an important source
of revenue, foreign exchange and
employment (Ministry of Forestry,
2009; Sandker et al., 2007) to the
government, public and private
sector of Indonesia. Firstly, in terms
of revenue, the flourishing palm oil
industry contributes around 5% of
Indonesia’s GDP annually, as shown
in Figure 4 (iStockAnalyst, 2009).
It also contributes substantially
to government revenue, with a
progressive export tax scheme
where the government captures an
increasing portion of gains as CPO
prices climb (Di, 2011a). Planting
oil palm has been estimated to yield

net present values of between USD
3835 and USD 9630 per hectare per
year (Lee, 2011), compared to the
average of between USD 1283 and
USD 1416 per hectare per year for
other crops in Indonesia (Prasetyo
et al., 2009).

Secondly, oil palm has become
an important source of foreign
exchange. Indonesia exports over
77% of its palm oil production
(Jarvis et al., 2010) due to the fact
that international market prices
have been consistently higher than
domestic ones (Chalil, 2008). The
CPO industry recorded the highest
growth in export revenues among
all major sectors in Indonesia,
with a growth rate of 93% per year
(Chalil, 2008). By 2009, the export
value of palm oil amounted to USD
15 billion, representing almost 9%
of total export revenue (World

Growth, 2011; Ewing, 2011). The
main destinations of Indonesian
CPO is to other Asian countries,
with 80% going to China and India
(Moore, 2010; Interviewee 149,
2011). There is also a significant
amount of export to Malaysia
and Singapore for downstream
processing (Rifin, 2010).
Thirdly, the Indonesian
government also regards palm oil
as a vehicle for social and economic
development in rural areas (Samsul
et al., 2007), especially in terms
of employment. The industry
employs about 20 million people
(Simamora, 2011); 4.5 million
people through direct employment
on plantations (900 000 people)
and downstream processing (3.6
million people), and the rest
through related service industries
and remittances (World Growth,
2011). The Director General of
Estate Crops reported that because
of palm oil, farmers’ incomes
have increased from USD 920 per
household per hectare per year
in 2005 to USD 1607 in 2011,
or an annual increase of 12.24%
(Caroko et al., 2011). In order to
maintain these lucrative returns,
the Indonesian government has
projected and planned for a
continued expansion of the sector,
as is detailed in the next section.

FUTURE PROJECTIONS FOR
THE INDONESIAN OIL PALM
SECTOR

The palm oil industry is a very
important sector for the future
of the Indonesian economy.
Indonesia plans to achieve
annual economic growth rates of
7.5% over the period of 2011 to
2015, and expansion of oil palm
plantations is among the 22 major
economic activities identified
by the government to reach this
goal (Wibisino et al., 2011). With
world commodity prices for oil
palm expected to remain above
the 1980-2005 average for the
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next decade (Butler et al., 2009),
and the new and growing demand
for biofuels locally and around the
world, the Indonesian government
has continued to target the oil
palm plantation sector for rapid
expansion.

According to a Ministry of
Agriculture report, Indonesia has
identified 21 million hectares
of land as ‘very suitable’ for
oil palm development, and
another 42 million hectares that
is ‘suitable’ (Interviewee 149,
2011). Approximately half of all
agricultural expansion in Indonesia
now is due to an expansion in oil
palm production (Wicke et al.,
2011), with a planting rate of
400 000 ha annually (Sawit Watch,
2007). The Indonesian government
has announced plans to double the
area of land planted with oil palm
by bringing another 7 million
hectares of land under cultivation
in the near future (McCarthy and
Zen, 2010). Currently, 20 million
hectares of new plantation permits
in total have already been approved
(Tarigan, 2010). Permits for about
1.5 million hectares more are
being processed by government
authorities, and an additional 2.1
million hectares are at the proposal
stage (Carokoetal., 2011), bringing
a total of almost 24 million hectares
slated for oil palm development
already. The government’s goal
is to eventually increase its oil
palm plantation area to at least 30
million hectares, to reach a CPO
output of 40 million tonnes per
year by 2020 (Surya and Akbar,
2010, Interviewee 148, 2011).

Indonesia has devised plans and
policies to address the demand for
biofuels in particular, in the light
of local and global (especially the
European) demand (Sawit Watch,
2007). Locally, Indonesia’s National
Energy Policy 2006 (Caroko et al.,
2011) has targeted that biodiesel
derived from palm oil will replace
20% of the diesel consumed in
the country in the near future

(Zhou and Thomson, 2009). To
achieve this goal, a task force was
established to coordinate biofuel
development in the country, called
the Timnas Bahan Bakar Nabati
(National Biofuel Development
Team) (Caroko et al., 2011).
Hence, Indonesia has introduced
new plans to allocate 6 million
tonnes of palm oil to the biofuel
industry each year (World Growth,
2011). This policy also seeks to
expand palm oil-based biodiesel
production capacity from 600
million litres to 3 billion litres by
2017, and the national government
has put aside USD 1.1 billion
to develop up to 11 additional
oil-based biodiesel plants in
2010 for this reason (Rist et al.,
2010). To supply these plants, the
Ministry of Forestry had identified
about 22.8 million hectares of
convertible forestlands that could
potentially be used for biofuels
production purposes (Caroko et
al., 2011). In line with this, the
government developed further
plans in 2006 allocating 4 million
additional hectares of land by 2015
to investors interested in planting
new crops to specifically boost
biofuels production (Greenpeace,
2007).

These projections and plans
reflect the Indonesian government’s
continued commitment to reap the
benefits of this lucrative sector,
seemingly at any cost (Interviewee
149, 2011). As argued above,
these attitudes towards continued
expansion and exploitation can be
traced back to the natural resource
exploitation trend espoused since
the early days of independence in
Indonesia (Barber, 1998).

With only 53 million hectares
left of ‘frontier forest’ (Fatah and
Udiansyah, 2009), Indonesia’s goal
to increase oil palm hectarage to 30
million from the current 7 million
would mean that upon completion
of this expansion, only 30 million
hectares of frontier forests would
remain. One explanation for the

push for rapid expansion is that
yield per hectare of oil palm in
Indonesia is not increasing, and
may in fact be declining due to soil
quality degradation (Cooke, 2006),
so that in order to make maximum
profit, continued expansion of
hectarage is necessary (Suharto,
2011). Therefore, plantation
companies have to continue to
convert new land into plantations
to keep up with demand. According
to many environmental groups and
scholars, this rate of conversion
is unsustainable (Harrison et al.,
2009; Hunt, 2010; Fatah and
Udiansyah, 2009).

Another potential threat to the
continued growth of the sector has
been research linking commercial
oil palm plantations to forest
fires and haze. For example, a
World Wildlife Fund for Nature
(WWF) study showed that 65%
to 80% of forested area burned
in Indonesia was in commercial
oil palm concessions (Saharjo,
1999). Burning is known as the
most cost-efficient way to clear
land in preparation for planting
(Chiew, 2010; Then, 2010;
Nesadurai, 2010), and the smoke
produced by these fires often
travel across national boundaries
causing transboundary haze that
is hazardous to health. It was
widely accepted that the 1997
haze around the South-east Asian
region, and the other haze events
following that, were caused by
smoke coming from deliberate,
large-scale commercial burning for
land clearance and conversion into
oil palm plantations (Fairhurst and
McLaughlin, 2009; Tan et al., 2009;
Colfer, 2002; Caroko et al., 2011;
Casson, 2002).

Environmental groups like
Greenpeace and Friends of the
Earth have used these arguments of
deforestation and air pollution to
encourage Western countries like
Australia and the countries of the
European Union to place various
restrictions on palm oil sales there,
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causing demand for the product to
drop there. However, with the main
destinations of Indonesian CPO
being India and China (Moore,
2010; Interviewee 149, 2011),
these trade restrictions are unlikely
to seriously affect the upward
trajectory of the Indonesian oil
palm plantation sector.

CONCLUSION

Indonesia is currently the world’s
largest producer of palm oil, a
position that it has held for the
last few years. As discussed, the
agricultural sector has been an
important engine for overall
economic growth in the South-
east Asian region. Accordingly, this
article has explored the importance
of this sector to Indonesia, and
explains the significant role of
the state in encouraging and
directing expansion of this sector.
Indeed, Indonesia’s oil palm boom,
is a result of a specific policy
goal that was formulated by the
Indonesian government in the
1980s to replace Malaysia as the
world’s largest palm oil producer
(Van Gelder, 2004). Furthermore,
Indonesia was able to control the
market by strategically opening
and closing foreign investments
in the sector according to need.
For example, Indonesia allowed
for significant influx of investment
in the sector from neighbouring
countries during the aftermath
of the AFC, which significantly
helped Indonesia on its path to
recovery from the crisis. Despite
concerns about deforestation and
haze-causing forest fires caused
by industry expansion, the oil
palm sector continues to be an
important source of revenue,
foreign exchange, and rural
employment for Indonesia, and
Indonesia is currently pursuing an
extensive biofuel policy to further
fuel the expansion of the sector.

ACKNOWLEDGEMENT

The author would like to thank the University of Sydney and the
University of Malaya for providing funding for this research, and also for
field-work in Indonesia, Malaysia and Singapore. The author would also
like to thank the government officials and industry experts who hosted
her and agreed to be interviewed during her field-work.

REFERENCES

BARBER, C V (1998). Forest resource scarcity and social conflict in
Indonesia. Environment, 40: 4.

BASIRON, Y (2007). Palm oil production through sustainable plantations.
European Journal of Lipid Science and Technology, 109: 289-295.

BROWN, R A (2006). Indonesian corporations, cronysim and corruption.
Modern Asian Studies, 40: 953-992.

BUTLER, R A; LIAN, P K and GHAZOUL, J (2009). REDD in the red:
palm oil could undermine carbon payment scheme. Conservations Letters,
2: 67-73.

CAROKO, W; KOMARUDIN, H; OBIDZINSKI, K and GUNARSO, P
(2011). Policy and institutional frameworks for the development of palm
oil-based biodiesel in Indonesia. Working Paper. Centre for International
Forestry Research, Jakarta. p. 18.

CASSON, A (2002). The political economy of Indonesia’s oil palm sector.
Which Way Forward? People, forests and Policymaking in Indonesia (Colfer,
CJ and Resosudarmo, I A P eds.). Institute of South East Asian Studies,
Singapore. p. 221-224.

CHALIL, D (2008). An Empirical Analysis of Asymmetric Duopoly in the
Indonesian Crude Palm Oil Industry. Ph.D, University of Sydney. p.10-29.

CHIEW, H (2010). Re: former Environmental Reporter, M15 on 29 March
2010. The Star.

COLFER, C]J P (2002). Ten propositions to explain Kalimantan’s fires. -
Which Way Forward? People, Forests and Policymaking in Indonesia (Colfer,
CJ and Resosudarmo, I A P eds.). Institute of South-east Asian Studies,
Singapore. p. 319-320.

COMPLIANCE ADVISOR OMBUDSMAN (2009). Complaint from
communities in Kalimantan and civil society in relation to activities of
the Wilmar Group of Companies. Ginal Ombudsman Assessment Report.
Multilateral Investment Guarantee Agency, Jakarta. p. 3.

COOKE, F M (2006). Recent developments and conservation
interventions in Borneo. State, Communities and Forests in Contemporary
Borneo (Cooke, F M ed.). The Australian National University E Press.
Canberra. p. 9.



THE GROWTH AND PROSPECTS FOR THE OIL PALM PLANTATION INDUSTRY IN INDONESIA

DI, S (2011a). Export tax shield. Indo Plantations Sector Outlook. CLSA
Asia Pacific Markets, Jakarta. p. 4.

DI, S (2011b). Tread cautiously. Indo Plantations Sector Outlook. CLSA
Asia Pacific Markets, Jakarta. p. 3.

DUNCAN, CR (2007). Mixed outcomes: the impact of regional autonomy
and decentralisation on indigenous ethnic minorities in Indonesia.
Development and Change, 438: 711-733.

EWING,JJ (2011). Forests, food and fuel: REDD+ and Indonesia’s land-
use conundrum. Asia Security Initiative Policy Series 1. S. Rajaratnam
School of International Studies, Singapore. p. 7.

FAIRHURST, T and MCLAUGHLIN, D (2009). Sustainable oil palm
development in degraded land in Kalimantan. World Wildlife Fund,
Kent. p. 7-34.

FAOSTAT (2009). Area Harvested of Oil Palm Fruit in Indonesia — 1961-
2009. Food and Agriculture Organization of the United Nations.

FATAH, L and UDIANSYAH (2009). An Assessment of Forest Management
Options for Preventing Forest Fire in Indonesia. Economy and Environment
Programme for South East Asia, South Kalimantan.

GELLERT, P K (1998). A brief history and analysis of Indonesia’s forest
fire crisis. Indonesia, 65.

GELLERT, P K (2005). The shifting natures of ‘development’: growth,
crisis and recovery in Indonesia’s forests. World Development, 33: 1345-
1364.

GREENPEACE (2007). How the palm oil industry is cooking the climate?
Greenpeace, Jakarta. p. 13.

HARRISON, M E; PAGE, S E and LIMIN, S H (2009). The global impact
of Indonesian forest fires. Biologist, 56: 161.

HIRSCH, P and WARREN, C (1998). Introduction: through the
environmental looking glass. The Politics of Environment in South-east
Asia: Resources and Resistance (Hirsch, P and Warren, C eds.). Routledge,
New York. p. 6.

HUNT, C (2010). The costs of reducing deforestation in Indonesia.
Bulletin of Indonesian Economic Studies, 46: 187-192.

INDONESIAN GOVERNMENT (1998). Bahan informasi dalam rangka
pertemuan Working Group for Sub Regional Fire Fighting Arrangement
(ARA) di Singapura pada tanggal 6 Mei 1998. Department Kehutanan dan
Perkebunan Kantor Wilayah Propinsi Riau, Pekanbaru.

INTERVIEWEE 148 (2011). Re: Fauna Flora International, 30 November
2011.



OIL PALM INDUSTRY ECONOMIC JOURNAL VOL. 12 (2)/SEPTEMBER 2012

INTERVIEWEE 149 (2011). Re: Leuser Foundation, 1 December 2011.
INTERVIEWEE M28 (2010). Re: TH Plantations, 14 April 2010.

INTERVIEWEE M#41 (2010). Re: Ministry of Plantation Industries and
Commodities, 11 May 2010.

ISTOCK ANALYST (2009). Indonesia’s palm oil contributes 4.5 pct
to GDP (online). Available: http://www.istockanalyst.com/article/
viewiStockNews/articleid/3660667, accessed on 6 October 2010.

JARVIS, D; RICHMOND, N; PHUA, K H; POCOCK, N; SOVACOOL, B
Kand D’AGOSTINO, A (2010). Palm oil in South-east Asia. Asian Trends
Monitoring Bulletin: 2-12.

JOMO, K S (2003). Reforming East Asia for Sustainable Development.
Asian Business & Management, 3: 7-38.

KOH, L P and WILCOVE, D S (2007). Cashing in palm oil for
conservation. Nature, 448: 993-994.

KUALA LUMPUR KEPONG BERHAD (2010). Annual Report. Kuala
Lumpur Kepong Berhad, Ipoh.

LAW, H D (2010). Re: former Minister, Ministry of Natural Resources
and Environment (M29), 15 April 2010.

LEE, P O (2011). Time to save ASEAN’s forests. Viewpoints. Institute of
South East Asian Studies, Singapore. p. 1.

MARINOVA, N (1999). Indonesia’s fiery crises. J. Environment &
Development, 8: 70-81.

MASRIPATIN, N: RUFI'IE, G K; GINTINGS, N; SIREGAR, C A:
SUGARDIMAN, R; WIBOWO, A; DARMAWAN, W S; RAHMAN,
S: MARYANI, R; PRIBADI, A: NURFATRIANI, F;: PUSPASARI, D:
IMAMNUDIN, R and PRADJADINATA, S (2009). National Strategy:
Reducing Emissions from Deforestation and Forest Degradation in Indonesia.
Readiness Phase Draft, August 2009. Ministry of Forestry Jakarta.

MATHEW, K G (2010). Re: former Plantation Manager, Sime Darby
Plantation (M8), 20 March 2010.

MCCARTHY, J and CRAMB, R A (2009). Policy narratives, landholder
engagement, and oil palm expansion on the Malaysian and Indonesian
frontiers. The Geographical Journal, 175: 112-123.

MCCARTHY, J and ZEN, Z (2010). Regulating the oil palm boom:
assessing the effectiveness of environmental governance approaches to
agro-industrial pollution in Indonesia. Law & Policy, 32: 153-179.

MCCARTHY, ] F (2010). Process of inclusion and adverse incorporation:

oil palm and agrarian change in Sumatra, Indonesia. The Journal of Peasant
Studies, 37: 821-850.

10



THE GROWTH AND PROSPECTS FOR THE OIL PALM PLANTATION INDUSTRY IN INDONESIA

MENTERI PERTANIAN REPUBLIK INDONESIA (2003). Keputusan
Menteri Pertanian Nomor: 250/Kpts/KP150/4/2003 tentang Pembentukan
Komisi Minyak Sawit Indonesia (Pertanian, M ed.).

MINISTRY OF FORESTRY (2009). REDD methodology and strategies
summary for policy makers. REDDI: Reducing Emissions from Deforestation
and Forest Degradation in Indonesia. Ministry of Forestry, Indonesia Forest
Climate Alliance, Jakarta.

MOORE, P F (2010). Re: Project Manager, [IUCN-WWEF Project Firefight
South-east Asia (MI5), 27 June 2010.

NATURE (2007). Focus on surfectants. Nature, 3.

NESADURALI H (2010). Re: Senior Lecturer for International Studies,
Monash University Sunday Campus (M36), 28 April 2010.

NOMURA, K (2009). A perspective on education for sustainable
development: historical development of environmental education in
Indonesia. International Journal of Educational Development, 29: 621-627.

ONG, C T and CHAI, LS (2011). Plantation (Malaysia). Sector Update.
Maybank, Kuala Lumpur.

OTHMAN, J (2003). Linking agricultural trade, land demand and
environmental externalities: case of oil palm in South East Asia. ASEAN
Economic Bulletin, 20: 244-55.

PICHLER, M (2011). Palm oil and agrofuels in South-east Asia: a political
ecology framework for studying human-nature interactions and the
role of the state. International Conference on International Relations and
Development 2011. p. 13.

PRASETYO, F A; SUWARNO, A; PURWANTO and HAKIM, R (2009).
Making policies work for Payment for Environmental Services (PES):
an evaluation of the experiences of formulating conservation policies in
districts of Indonesia. J. Sustainable Forestry, 28: 415-433.

RAJENTHRAN, A (2002). Indonesia: an overview of the legal framework
of Foreign Direct Investment. ISEAS Working Papers: Economics and
Finance. Institute of South-east Asian Studies, Singapore. p. 122-123.

RIFIN, A (2010). The effect of export tax on Indonesia’s crude palm oil
(CPO) export competitiveness. ASEAN Economic Bulletin, 27: 173-84.

RIST, L; FEINTRENIE, L and LEVANG, P (2010). The livelihood impacts
of oil palm: smallholders in Indonesia. Biodiversity and Conservation, 19:
1009-1024.

ROBERTI, M (1989). Agribusiness: Asia’s next economic miracle. Asian
Finance. p. 54-56.

SAHARJO, BH (1999). The role of human activities in Indonesian forest
fire problems. Impacts of Fire and Human Activities on Forest Ecosystems
in the Tropics (Suhartoyo, H and Toma, T eds.). Tropical Forest Research
Center, Mulawarman University, Samarinda, Indonesia. p. 143.

11



OIL PALM INDUSTRY ECONOMIC JOURNAL VOL. 12 (2)/SEPTEMBER 2012

SAMSUL; FIRMAN; MUHIB; SYARWANI; HELMI; NURDIN and
ZAKARIA (2007). The Golden Crop? Palm oil in post-tsunami Aceh.
Aceh: Eye on Aceh. p. 1-6.

SANDKER, M; SUWARNO, A and CAMPBELL, BM (2007). Will forests
remain in the face of oil palm expansion? Simulating change in Malimau,
Indonesia. Ecology & Society, 12: 37-40.

SAWIT WATCH (2007). Palm oil for biofuels increases social conflicts
and undermines land reform in Indonesia. Open letter to the European
Parliament, the European Commission, the governments and citizens of
the European Union. Sawit Watch. p. 1-2.

SCHWARZ, A (1990). No business like agribusiness. Far Eastern Economic
Review. p. 56-58.

SUHARTO, R (2011). Sustainable Palm Oil Development in Indonesia.
Indonesia Palm Oil Commission, Jakarta. p.19.

SUMIANI, Y; HASLINDA, Y and LEHMAN, G (2007). Environmental
reporting in a developing country: a case study on status and
implementation in Malaysia. J. Cleaner Production, 15: 895-901.

SURYA, M T and AKBAR, A (2010). Re: Deputy Directors [(Surya 19)
and (Akbar I110)], Wahana Lingkungan Hidup Indonesia, 30 June 2010.

SUTTON, K (2001). Agribusiness on a grand scale — FELDA’s sahabat
complex in East Malaysia. Singapore Journal of Tropical Geography, 22:
90-105.

TAN, K T: LEE, K T; MOHAMED, A R and BHATIA, S (2009). Palm oil:
addressing issues and towards sustainable development. Renewable and
Sustainable Energy Reviews, 13: 420-427.

TARIGAN, A (2010). Re: Executive Director [Tarigan (I123)], 16 July
2010. Sawit Watch.

THAN, M (1998). Introductory overview: development strategies,
agricultural policies and agricultural development in South-east Asia.
ASEAN Economic Bulletin, 15: 1-12.

THEN, S (2010). Re: Environmental Reporter (M14), 28 March 2010.
The Star.

VAN GELDER, ] W (2004). Greasy palms: European buyers of Indonesian
palm oil. Castricum: Friends of the Earth. p. 19.

VARKKEY, H (2011a). Update 1 — A Wilmar to invest $ 900 million in
Indonesia palm oil products. Reuters. 7 February 2011.

VARKKEY, H (2011b). SBY vows to protect palm oil interests. Jakarta
Post. 26 March 2011.

VARKKEY, H (2010). Palm oil sector to become larger contributoir to
GDP. Bernama Daily Malaysian News. 30 March 2010.

12



THE GROWTH AND PROSPECTS FOR THE OIL PALM PLANTATION INDUSTRY IN INDONESIA

WAHID, M B; ABDULLAH, S N A and HENSON, I E (2004). Oil palm
— achievements and potential. Proc. of the 4™ International Crop Science
Congress. p. 3.

WALHI and SAWIT WATCH (2009). Memorandum: issues surrounding
Malaysian palm oil investments and plantation operations in Indonesian
palm oil industry. p. 1-5.

WALHI; SAWIT WATCH and CELCOR (2009). Malaysian palm oil and
logging investments and operations. Factsheet. p. 5-9.

WICKE, B; SIKKEMA, R; DORNBURG, V and FAAIJ, A (2011). Exploring
land use changes and the role of palm oil production in Indonesia and
Malaysia. Land Use Policy, 28: 193-206.

WIDIANARKO, B (2009). Democratization, decentralisation and
environmental conservation in Indonesia. Asia-Pacific NGO Environmental
Conference, 2009. p. 2.

WORLD GROWTH (2011). The economic benefit of palm oil to
Indonesia. World Growth. Virginia. p. 4-13.

WORLD INVESTMENT REPORT 2009. TNCs and agricultural
production in developing countries. World Investment Report 2009:

Transnational Corporations, Agricultural Production and Development.
UNCTAD, Geneva. p. 130.

ZHOU, A and THOMSON, E (2009). The development of biofuels in
Asia. Applied Energy, 86: 11-20.

13



