
Agriculture

Indicator 2015 Source

Total size of sector ($) $116.5 billion BPS

Share of sector in the economy (% GDP) 14.6% BPS

Sector ranking in the Indonesian economy 3rd largest BPS

CAGR 2010-14 (%) 3.1% BPS

YoY sector growth 2014-15 (%) -1.9% BPS

Largest company in sector PT. Perkebunan Nusantara (PTPN) AmCham 

Largest US company in sector Cargill AmCham 

Size of US companies in sector ($) $7.2 billion BEA*

% share of US companies in sector (%) 6.2% BEA*

FDI (realized) by US companies in sector ($) $2.6 million BI

Exports of US companies in sector ($) $5.1 billion US Census

Imports of US companies in sector ($) $3.2 billion US Census

Total workforce in the sector (formal sector only) 37.7 million BPS

% employment of sector in total Indonesian workforce 32.9% BPS

NOTE *BEA DATA FOR 2014

BPS BADAN PUSAT STATISTIK / STATISTICS INDONESIA

BEA BUREAU OF ECONOMIC ANALYSIS, US DEPARTMENT OF COMMERCE
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FIGURE 8.1

SECTORAL GDP (US$ BILLION) (LHS)

YOY CHANGE IN SECTOR GROWTH (%) (RHS)

Sector Overview  

The agriculture sector, including 

fisheries and forestry, is hugely 

important in Indonesia, employing 

about 33 percent of the country’s 

formal labor force, and many millions 

more in the informal agriculture sector. 

It is also of global importance because 

Indonesia is the largest producer 

of crude palm oil in the world, and 

a leading producer of high value 

commodities such as cocoa, rubber and 

coffee, and a major exporter of fish and 

seafood. In recent years, export crops 

have come to dominate land use across 

the archipelago to take advantage of 

spikes in global food prices. However, 

while Indonesia is a major exporter of 

several food commodities, it is also 

heavily reliant on imports of other food 

staples, such as soybeans, wheat, 

corn and sugar. For example, soybean 

imports from the US were valued at 

$794 million in 2015, according to 

data from the US Census, and provide 

2.2 million tons of the total national 

soybean consumption of 2.8 million 

tons annually. Almost all of Indonesia’s 

wheat is also imported, with imports 

from the US worth $105 million in 2015.  

Agriculture accounts for about 14.6 

percent of Indonesia's total economy, 

making it the third-largest sector of 

economic activity, valued at $116.5 

billion in 2015. In terms of trade with 

the US, Indonesia’s agricultural exports 

to the US far outweigh its imports, 

with almost twice as much value being 

exported to the US as imported from 

the US, at $5.1 billion vs. $3.2 billion 

in 2015. It is also a major focus of US 

FDI, valued at $2.6 billion in realized 
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FDI in the same year (US Census data). 

However, agriculture has struggled to 

grow since 2012 and has contracted in 

size annually since that year.   

The agricultural sector is highly 

fragmented, and is made up of 

state-owned plantations, known as 

PT. Perkebunan Nusantara (PTPN), 

large private plantations and food 

crop farms, together with millions of 

smallholders. Given that agriculture 

contributes about 14 percent to GDP, 

when taking into account the number 

of people employed implies very low 

levels of productivity. Another drag 

on productivity is that as younger 

people leave the land for the cities, 

the average age of farmers has been 

rising, with 80 percent of the country’s 

farmers now aged over 45. This holds 

back the implementation of new 

farming methods based on  

modern technology. 

Indonesia’s reliance on imports of 

soybeans, wheat, corn and sugar, 

and its difficulties in achieving self-

sufficiency in the national staple, rice, 

have put food security on the national 

agenda. Concerns have also been 

raised due to the relative stagnation 

of the sector, with many crop yields 

in decline due to changing weather 

patterns in recent years and a  

decrease in both private and public 

sector investment. Food security is 

one of the top priorities of President 

Joko Widodo’s government. However, 

one of the worries among foreign 

investors is that, in the government’s 

view, it appears that food security 

equates to food self-sufficiency. While 

the intention may be commendable, 

such policies can have unintended and 

adverse consequences, and  

these potential impacts are not  

being taken into consideration in  

the policymaking process. 

The government has adopted 

numerous policies to try to boost 

yields and productivity in order to 

achieve its food security goals. 

Unfortunately, however, some of 

these policies have had the opposite 

effect to the ones intended, limiting 

the growth of the sector and causing 

domestic prices to rise for local 

consumers. In addition, as with 

infrastructure in general, agricultural 

infrastructure, especially irrigation and 

transportation systems, is in urgent 

need of upgrading. Only through 

such upgrading will productivity be 

enhanced and investment attracted 

back into the sector. It seems to 

be a major missed opportunity for 

Indonesia not to view investment in 

agriculture as going hand-in-hand with 

increased food security. In particular, 

foreign investment is constrained by 

restrictions on foreign ownership, 

while low levels of land registration and 

complicated land rights hinder both 

domestic and foreign investors.  

In recent years, especially with the 

rise of economic nationalism in the 

build-up to the general election in 

2014, erratic policies seemingly not 

based on hard data and evidence 

Given that agriculture 
contributes about 14 percent 
to GDP, when taking into 
account the number of people 
employed implies very low 
levels of productivity
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have led to restrictions on imports of 

agricultural commodities ranging from 

beef to onions, garlic and soybeans. 

As a result, Indonesian consumers 

have experienced major shortages 

driving significant price increases in 

these staples. Beef is an example of 

Indonesia’s apparent emphasis on self-

sufficiency over food security: since 

quotas were introduced in 2011, beef 

prices have steadily increased and now 

stand at over IDR 130,000/kg. The 

average annual per capita consumption 

of beef in Indonesia is a mere 1.7kg, 

among the lowest levels in ASEAN.9 

As a result of unofficial restrictions on 

corn imports in 2015, the price of corn 

feed has risen from IDR 2,500/kg in 

early 2015 to around IDR 4,000/kg in 

2016, which in turn has impacted the 

production of poultry, raising the price 

of chicken from IDR 8,000/kg to about 

IDR 14,000/kg over the same period.10 

There are several challenges in 

agriculture that have led foreign 

investors to shy away from the sector. 

First is the legal framework. This 

shuts out much foreign investment 

by imposing restrictions on foreign 

ownership to a maximum of 30 percent 

(Law No. 13/2010 on Horticulture), 

fully effective from 2015. There is also 

the prioritization of domestic needs, 

which must be fulfilled before export 

can be allowed. The law also gives the 

government the authority to limit or 

prohibit the import of certain products 

to protect the “national interest.” 

Furthermore, if the price of imported 

products is lower than the “normal 

price” in Indonesia and causes a loss to 

domestic producers, the government 

is entitled to take anti-dumping 

measures. It is unclear what the 

“normal price” means in practice. 

This legal framework gives rise to the 

second major issue, which is erratic 

policymaking. In an attempt to slow 

down imports, the new licenses 

required by companies to import food 

products and the reintroduction of the 

old State Logistics Agency (Bulog) 

quota system have significantly 

increased the risks for companies 

in providing imports. Orders can be 

placed and shipments made from 

overseas to ports in Indonesia, but by 

the time a vessel docks the original 

one-month validity of the import 

license may have expired. As a result, 

vessels may have to wait months 

in port to obtain a new license, all 

the while incurring demurrage fees. 

Alternatively, restrictions imposed 

on one commodity, for example corn, 

may create a search for unrestricted 

(but less efficient) alternatives, 

for example feed wheat, to reduce 

the risk to suppliers. In this case, if 

the government were to then move 

to restrict feed wheat, this could 

pose serious existential risks to the 

sustainability of the meat industry  

in Indonesia.  

9 http://www.insideindonesia.org/rethinking-indonesia-s-beef-self-sufficiency-agenda-2 
10 USDA Foreign Agricultural Service. 2015. Gain Report. Grain and Feed Update. Global Agricultural Information Network. 
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There are similar erratic policies that 

affect plantations and processing. 

For example, while the Negative 

Investment List (DNI) has seen some 

improvements this year, there is a 

new rule that requires 20 percent 

of feedstock for food processing to 

come from the foreign investors’ 

own plantations, despite the fact 

that in many cases all feedstock for 

foreign firms comes from domestic 

smallholders. However, foreign 

companies need to comply with 

the restriction limiting plantation 

ownership to a maximum 100,000 

ha. under one legal entity, which 

also limits their ability to cultivate a 

minimum 20 percent themselves. This 

then threatens major processing plant 

investments made by foreign investors, 

as they can no longer comply with 

the regulations in supplying feedstock 

for processing. Similarly, processing 

often requires blending in order to 

make international standard products, 

such as cocoa. This is why cocoa is 

imported from Ghana and the Ivory 

Coast. If restrictions are imposed on 

the import of cocoa in order to raise 

the price of domestic cocoa, this would 

make blending impossible and threaten 

the survival of the cocoa processing 

industry in Indonesia. 

Third, there is a serious data problem 

in the agriculture sector that the 

government is increasingly cognizant 

of. Agricultural production data from 

local governments are grossly over-

estimated in comparison with industry 

data, and subsequent policy decisions 

are then made based on this erroneous 

information. The problem stems from 

the perverse incentives that encourage 

local governments to inflate production 

data. This issue is compounded by the 

relatively low level of human resources 

in the field. For example, total corn 

production in 2013 was 18.5 million 

tons, based on data from the Central 

Bureau of Statistics (BPS), while the 

industry reported total production 

of no more than 8 million tons. 

Import quotas based on such huge 

discrepancies cannot but lead to supply 

deficiencies and sudden price spikes. 

Foreign companies would be more 

than happy to share their expertise 

and data with the government to help 

build a data system that could be more 

effective and accurate. However, the 

incentives at the local level continue to 

encourage inflated production data. 

Fourth, there is a lack of evidence-

based policymaking. Law No. 18/2012 

on Food mandated the establishment 

of the Food Security Agency by 2015 

reporting directly to the president. This 

should be a very positive development, 

as the agency can provide expert 

advice to policymakers prior to 

decision-making. However, the Food 

Security Agency (Badan Ketahanan 

Pangan, or BKP) is only as good as 

the data it is fed, and there are still 

wide disparities between industry and 

government agricultural data, making 

it impossible for the agency to develop 

reliable evidence-based analysis. 

The Role of US Companies in  

the Agriculture Sector  

The largest US companies operating 

in the agriculture sector include 

names such as Cargill, Monsanto, 

HM Sampoerna (Philip Morris 

International), Du Pont, Mars Inc., and 

Elanco Animal Health.  As mentioned 

in the overview, the largest US 

agricultural import into Indonesia is 

soybean, which provides just under 

80 percent of Indonesia’s total 

soybean consumption. The value of 

US soybeans imports to Indonesia 

was $794 million in 2015. Soybeans 

are highly significant in the Indonesian 

diet, being used in tofu, which is hugely 

popular in many products. While there 

are efforts underway to try to boost 

local production, US imports will likely 

remain vital to the Indonesian tofu 

industry for the foreseeable future. 

The second-largest agricultural import 

from the US is raw cotton, at $293 

million in 2015. The US is a major global 

cotton producer and exporter, and raw 

cotton is purchased by Indonesia to 

supply the local textile industry. The 

third-largest agricultural import to 

Indonesia from the US is pulpwood and 

wood pulp, which are mainly used in 
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the production of paper. US pulpwood 

and wood pulp imports into Indonesia 

were worth $261 million in 2015. In 

addition to these top three imports, 

animal feeds, dairy products and eggs, 

corn and wheat are all significant 

agricultural imports from the US, each 

in excess of $100 million in 2015. It is 

also worth mentioning that Indonesia 

is a major importer of US tobacco, 

which is used by HM Sampoerna, and 

other cigarette manufacturers, in 

the blending process with Indonesian 

tobacco in the manufacture of 

cigarettes. In 2015, the value of 

tobacco imports from the US was  

just over $60 million.  

Looking at Indonesia agricultural 

exports to the US, once again using 

US Census data, by far the largest 

export is fish and shellfish, valued at a 

staggering $1,677 million in 2015. This 

single export alone is worth more than 

the top four US agricultural imports 

to Indonesia combined. The second-

largest product is natural rubber, with 

exports to the US worth $973 million 

in 2015, followed in third place by 

food oils and oilseeds at $673 million. 

Tobacco product exports to the US 

were $351 million in 2015, with green 

coffee worth $339 million, and teas 

and spices worth $252 million. 

80
the largest US agricultural import into Indonesia is soybean, which provides just under 
80 percent of Indonesia’s total soybean consumption. The value of US soybean imports 
to Indonesia was $794 million in 2015. Soybeans are highly significant in the Indonesian 
diet, being used in tofu, which is hugely popular in many products.

US–Indonesia Investment Report 2016  



Finally, looking briefly at the major 

US companies operating in Indonesia, 

Cargill, active in the country since 

1974, provides food, agriculture, 

financial and industrial products and 

services, employing 19,000 people 

here. The company is important 

in helping Indonesia to feed its 

large population, while reducing 

environmental impacts and improving 

people’s lives and communities. 

Its major products include animal 

nutrition products, cocoa, grains 

and oilseeds, palm oil and sugar. 

HM Sampoerna, a subsidiary of 

Philip Morris International, has 

significant agricultural operations and 

relationships with Indonesian farmers 

to cultivate the majority of the tobacco 

and cloves that go into global and local 

cigarette brands. Monsanto provides 

agricultural products that support 

Indonesian farmers to produce more 

from their land while conserving natural 

resources such as water and energy. 

The company provides Indonesia with 

seed brands in crops such as corn, 

oilseeds, and fruit and vegetables, 

together with leading in-the-seed trait 

technologies for farmers, which are 

aimed at protecting yields, supporting 

on-farm efficiency and reducing on-

farm costs. Dupont provides a wide 

range of products, such as hybrid corn 

seeds and crop protection chemicals, 

food ingredients, soy proteins, 

enzymes for feeds, detergents, 

textiles and polymers for packaging. 

Mars Inc. is one of the world’s leading 

confectionary producers. As such, 

the company has major operations 

in Indonesia to cultivate cocoa for 

use in the production of chocolate. 

Lastly, Elanco Animal Health develops 

and markets products to improve 

animal health and protein production. 

It provides a line of science-based 

products and services that help to 

enhance the lives of animals, advance 

food safety and improve disease 

management and production  

efficiency of livestock and poultry.

Vital & Growing: Adding Up the US-Indonesia Economic Relationship



+ Major foreign investors 

in the agriculture 

sector regret the lack 

of consultation by 

the government with 

stakeholders. This is a 

lost opportunity, as the 

major stakeholders could 

be more closely involved 

in data collection on 

the government’s 

behalf, providing a 

more balanced and 

realistic view of the 

supply chain. One idea 

would be to use the 

resources and technical 

ability of stakeholders 

to provide regular input 

to the government on 

production with a  

view to informing 

decision-making. 

+ The sad irony of the 

drive to achieve self-

sufficiency in agriculture, 

while also boosting the 

incomes of farmers, 

is that the constant 

state intervention has 

the opposite effect, 

creating supply deficits, 

for example in beef, 

corn and soybeans. 

Therefore, one idea 

would be to allow 

market forces to play a 

greater role and provide 

incentives to responsible 

companies in the sector 

to boost yields. The 

government might 

consider selecting just 

one or two products as 

pilots and compare the 

results over time with 

more tightly controlled 

food commodities 

managed by Bulog. 

+ The government might 

consider introducing 

incentives to attract far 

higher levels of FDI into 

poorer rural areas where 

unemployment and 

under-employment are 

high. This might include 

looking at income-tax 

breaks, land-tax refunds 

or subsidized electricity, 

as well as streamlining 

the various restrictions 

imposed on foreign 

investors in rural areas. 

This would likely lead 

to higher crop yields as 

foreign investors in turn 

incentivize smallholders 

and help create jobs. The 

various CSR programs 

that large investors 

would bring to remote 

rural regions would be 

another plus. Again, the 

government could start 

by experimenting with 

a small number of crops 

first, perhaps starting 

with cocoa. 

+ Indonesia could use 

the experience of China 

to learn how to best 

incentivize agriculture. 

After all, China has 

more than five times as 

many mouths to feed 

as Indonesia and has 

achieved remarkable 

success in the past 

three decades in terms 

of agricultural output. 

Careful incentivizing 

of the sector using 

major foreign investors 

among others has been 

instrumental to this 

success. Indonesia could 

use win-win policies that 

have already succeeded 

in China. 

Ideas for Incentivizing Growth in 

the Agriculture Sector 
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