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EXECUTIVE SUMMARY 

 

1. Background and objective of the study  

Agricultural commodities in Indonesia in particular rice, beef, shallots, chilis, sugar and salt 

experience big price fluctuations, in which price spikes becoming an annual tradition. These lead 

to price risks for consumers and producers. Studies report that there are many factors 

contributing to the price increases including, exchange rate movements, given the internationally 

traded nature of some of the commodities (i.e., beef), increasing input costs, fuel costs and growth 

in GDP per capita. Anti -competitive behaviors might contribute to price increases as well. These 

include anti-competitive mergers, abuse of dominance, cartels and price fixing, vertical restraints 

and exclusive practices.  

The Competition Commission in Indonesia has identified competition of staple foods as a priority 

area to be focused on in order to deal with high and volatile prices. This study aims to examine 

structure, conduct and performance in the six food products (rice, beef, sugar, salt, chilis and 

shallots). The results of the study aims to be utilized to provide recommendations for each food 

sector on how to address the problems identified and provide solution to improve the functioning 

of these markets in the best interest of the consumers and the producers from the viewpoint of 

competition policy. 

This market study was prepared for the purpose of supporting to draw up policy 

recommendations, but this is not represent the opinion of specific agency. This study is a 

collaboration between Institut Pertanian Bogor (IPB) and Komisi Pengawas Persaingan Usaha 

(KPPU) with the support of Japan Fair Trade Comission (JFTC) and United Nations Conference on 

Trade and Development (UNCTAD). This study has received financial support from Japan 

International Cooperation Agency (JICA) and the copyright is in JICA. 

 

2. Market structu re and Conduct 

2.1. Sugar 

Market structure  

The market structure of sugar is presented in the figure below. From the sugar factory to the big 

traders the market structure is characterized by oligopsony and after that level the market 

structures are characterized by oligopoly. 
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2.2. Rice 

Market structure  

Farmers faced an oligopsony market when dealing with traders whoare smaller in number. In 

addition, the price is mostly determined by the traders. They can be independent or an employee 

of the rice mills. The independent traders face an oligopsony market when dealing with the rice 

mill. Meanwhile, the rice mills face an oligopoly market when dealing with the wholesalers. Rice 

mill s have the choice to whom they sell the rice which depends on the demand or  price.  

Rice Market Structure at Various Market Level 

Seller Buyer Market Structure  

Farmers Traders Oligopsony 

Traders Rice Mills Oligopsony 

Rice Mills Wholesalers Oligopsony 

Wholesalers Retailers Oligopoly 

 

2.3. Shallot s 

Market structure  

The market structure of shallots indicates an oligopsony market. This structure is characterized 

by many sellers and  fewer buyers (see table below). 

Traders  Buyer  Market Structure  
Farmer Collectors Oligopsony 
Collectors Large Traders Oligopsony 
Large traders Wholesalers Oligopsony 
Wholesalers Sub Wholesalers Oligopoly 
Sub Wholesalers Retailers Oligopoly 
Retailers Consumers Oligopoly 

 

 

2.4. Chili  

Market structure  

The market structure of chilisis presented in the table below. 

Seller Buyer  Market Structure  
Farmers Middlemen/collectors Oligopsony 
Middlemen/collectors Large traders Oligopsony 
Large traders Wholesalers Oligopsony 
Wholesalers Sub-wholesalers Oligopoly 
Sub-wholesalers Retailers Oligopoly 
Retailers Consumers Oligopoly 

 

2.5. Beef 

Market structure  

The market structure of beef is imperfect  as the live cattle and beef markets are classified as a 

disintegrated market. This structure tends to be oligopsony, i.e, the price is determined by fewer 
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buyers, relative to the sellers. On the other hand, the beef market structure tends to be oligopoly, 

i.e., the price is determined by  fewer sellers in comparison to the buyers. 

 

 

 

 

 

 

 

 

 

 

 

 

 

2.6. Salt 

Market structure  

Salt farmers face an oligopsony market with traders being limited in numbers.  

Seller Buyer  Market Structure  

Farmers Traders Oligopsony 

Traders Salt Processor Oligopsony 

Salt Processor Wholesalers Oligopoly 

 

Conduct 

Sugar 

Sales are by an auction system owned by SOEs. Farmers can therefore avoid the control by one 

party or one company. The number of D1 traders is getting smaller.  

Other fraudulent actions that will affect the sugar market are (1) illegally sourced sugar and (2) 

GKR entering the market,which is illegal and especially occurs in the border areas. Entry into  GKR 

to GKP markets can be caused by excess supply or buyers for GKR being unable to distribute all 

the GKR they  own. Weak supervision by  the authorities causes this fraud to occur. However, the 

starting point of this all is the supply of GKP which is still not enough to cover demands and the 

high prices of national production and is more expensive than imported sugar. 
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Rice 

The ten largest rice mills in Indonesia are located  in the central rice production area. The four 

largest market shares (CR4) are only 13.7% and when the concentration ratio is below 20 the 

industry is considered to be highly competitive. The trend of CR4 is increasing, in 2010 the value 

was 10.82% and in 2014 it increased to 13.7%. However, rice millers cannot sell directly to the 

wholesalers but, only through the agents. 

 

Shallot s and Chili s 

For the chili and shallot commodities, the traders depend on the wholesale markets around 

Jakarta for sales. More than 70% of is sold there. Wholesaler market tradrers have an opportunity 

to hamper free competition since they may decide to only buy chili and shallots from traders they 

already know. Only large traders, who are well-known, will be accepted as their suppliers. Limited 

access between these marketing agencies is due to the existence of bonds between them: funds, 

family relationships and long-standing relationships. This provides barriers for new entrants 

(new traders) to sell chili and shallots directly to the wholesale markets. 

 

Beef 

In some cases, imported beef enters the traditional market. Traders, have been known to mix 

imported and local meat and sell  by using local meat prices that are higher than imported beef.  

In the supply chain of beef, the high risk is  in the transporting of live cattle. Because the vehicles 

used are not designed specifically to transport live cattle, the stress level can be very high. This 

leads to a decrease in the weight of the live cattle, as well as the quality of beef and unfortunately 

the death of some cattle. In fact, the weight of live cattle is a determinant of the profit that will be 

obtained by those in the market. 

To return the weight of the cattle to the pre-transported initial weight require s time and money.  

Consequently, animal cruelty occurs. Examples are the eyes of cattle being covered  with chili or 

balm, so the cattle do not collapse during the trip. To restore the initial weight, the cattle are often 

forced to drink a lot of water (glonggongan cattle). The practice damages their  internal organs 

and reduces the quality of the meat. 

 

Salt 

According to Statistics Indonesia, there are 118 salt processing plants in 2014 which is considered 

a medium to large enterprise. Meanwhile there are 55 units of micro and small salt processing in 

2014 listed. The concentration ratio or CR4 for the industry is 71.96% which means that the four 

largest plants/firm s in the industry holds thismajority of the market share. This number 

increased from 64.52 in 2013.  

Related to the industry conduct, there are several unfair industry activities which affect especially 

farmers, caused by collusion between the marketing institutions, these activities including: 
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¶ Salt farmer numbers are significantly more than the processer. This, coupled with the traders 

and suppliers being mostly in the employ of the processors, which has the effect that the 

farmer are generally dictated to regarding the price being offered.  

¶ In the purchasing system, traders and supplier have the authority to determe the weight of 

the salt purchased. For every sack the tradersassume the weight is 50 kg, although the weight 

can reach easily 55-60 kg. This activity can not be stopped since all the traders are usually the 

employee of the supplier. Therefore, farmers have no power and it is controlled by all the 

traders.  

¶ In salt processing, there is an accusation that they control the supply and price especially 

among the processors in Madura. These accusations were investigated in 2006 by KKPU. 

 

 

3. Performance  

Price trend  

By using monthly price data from January 2012-December 2016 for sugar, rice, chili, shallots and 

beef the study calculated the mean and coefficient variation for each commodity. The coefficient 

variation of consumer price was higher than the producer price, showing that consumer prices 

tended to fluctuate compared to the producer price. From this analysis it can be seen that the 

trend of price formation at consumer level is determined by the marketing margin. 

For rice, the average producer prices in the period of analysis was  IDR 4,310 per kg (in the form 

of unhusked rice or dry mill-rice). The average consumer prices was  IDR 9,290 per kg. The co-

efficient variation of consumer price was higher compared to producer price indicating that rice 

prices at the consumer level fluctuated more compared to producer prices. For rice, both for 

producer and consumer prices have similar trend. As such, in order to reduce price for the 

consumer,  the price for  the producer  should be reduced as well. 

For red and small chili commodities, there is a similar pattern in which consumer prices  

fluctuated compared to producer prices. Similarly, the prices of shallots and beef at consumer 

level fluctuated compared to the producer level. For salt, the variation of producer and consumer 

prices were almost similar.  

Red chili, small chili and shallots are dominated by the marketing margin. This can be seen from 

the CV value of the consumer price that is greater than the CV producer price. 

 The values of CV at consumer price for red chilli, small chilli and shallots are greater than 20% 

showing very big fluctuations. 

For beef and salt, the values of CVs at the producer prices is almost equal to the values of CVs at 

the consumer prices. The prices formed are influenced by the producer price and the marketing 

margin.  

 

3.2. Price asymmetry  

The cointegration of producer and consumer prices occurs in the six commodities under study. 

Then, the causality test is conducted. Among them, causality can be identified for three 
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commodities, chili, beef and rice. For the other commodities, i.e., shallots, sugar and salt, the 

causality in which whether producer price (PP) affects consumer price (PP) or vice versa is 

inconclusive.  The values of the Wald test in the short run are significant at the 1% level for chili 

and the 5% level for beef and rice. As such, we reject the null hypothesis showing that there is 

evidence of price asymmetry between producer and consumer prices of chili and rice. For chili, 

the price rises or falls at producer level pass to consumer level but, is not fully transmitted. In the 

case of chili, the price reduction changes at the producer level is not fully transmitted to a price 

reduction for  the consumer, showing that they are not benefiting from the price reduction at the 

ÐÒÏÄÕÃÅÒÓȭ ÌÅÖÅÌȢ &ÏÒ ÒÉÃÅ, the price reduction at the production level will not be fully transmitted 

to price changes at the consumer level. Similarly, we also find evidence of price asymmetry in 

beef. The price reduction at the consumer level will be fully transmitted to the producer level, but 

increasing of the price will not be fully transmitted to producer prices. This shows that producers 

might not benefit from a price increase at the consumer level.  

 

4. Conclusion and Implication  

In this market study, some problems from the viewpoint of competition policy were found. 

Common with six commodities, there are many intermediary venders between producer and the 

final consumer, which is thought one of cause of the high distribution cost and high consumer 

price. And the number of players participating in each distribution stage is small and there are 

few new entrants in each distribution stage. The reason why new entrants are not promoted is 

not always clear, but there is a need to further survey about the cause that competition is not fully 

activated in the commodity market. 

What is suggested by this market study is that government should actively promote streamlining 

of disribution of commodities. As one of solution, it should be strengthen the legal system on 

wholesale market to reduce information asymetry and to realize high transparent market pricing. 

And although several government agencies are involved in the agricultural sector, it is necessary 

to review existing regulations cross-sectionaly and improve the regulation that is not functioning 

well to strengthen competitiveness. And supervision along the supply chain of the commodities 

should be conducted more intensively by KPPU in order to avoid unfair transactions in the 

market. 
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Chapter 1 Background and Study Design  

 

1.1. Background  

In Indonesia, food price stability is the one of main issue faced by producers and consumers with 

big price fluctuations occuring in almost all staple food. These fluctuations cause price risks to 

both consumers and producers. Higher price will reduce their access to sufficient and good 

quality food. This increasing price of staple food (particularly rice) will increase the number of 

households below the poverty line. As such, there is a connection between food price and the 

poverty issue in Indonesia. Warr (2005) found that raising rice prices caused poverty in 

Indonesia. This is because rice accounts for a large share of the budget. Similar situations occur 

in many developing countries, such as Bangladesh, Madagascar and Vietnam in which higher 

prices of staple foods increased poverty (Barret and Dorros, 1996; Minot and Goletti, 2000; and 

Ravallion, 1990).  

While higher prices of staple foods might increase the incentive for farmers to invest in new 

farming activities, the spillover effect of increasing pricesis reduced because farmers are 

consumers as well. Farmers, particularly smallholders of land will not gain a benefit from 

increasing prices of staple foods. For example, Warr (2005) reported that increasing rice prices 

in Indonesia only provides benefit for rich farmers. This is a similar situation to the case of price 

ÒÅÄÕÃÔÉÏÎ ÏÆ ÓÔÁÐÌÅ ÆÏÏÄ ÉÎ ×ÈÉÃÈ ÆÁÒÍÅÒÓȭ ÃÏÍÍÉÔÍÅÎÔ ÔÏ produce staple food in the next session 

will reduce after they have experienced low prices (White et al., 2007). This result was confirmed 

by Sahara (2012) in the case ofchili production, in which many small farmers avoid planting chili 

in the next plantation time after they received low prices. 

Most agricultural commodities in Indonesia particularly rice, beef, shallots, chili, sugar and salt 

experience big price fluctuations. It is almost an annual tradition. The Indonesian government 

represented by the Ministry of Agriculture has issued regulation number 63 year 2016 about 

price references for the five commodities (salt was not included in the regulation). Large  price 

fluctuations still occur in the markets. For example, the prices of chili (small chili) reached about 

IDR 150,000-IDR 200,000 in the retail markets at the beginning of 2017. The prices were far 

above the reference prices set by the Ministry of Trade which was only IDR 29,000 per kg. 

Similarly in March 2017, the price of shallots at the retail market reached about IDR 40,000 per 

kg. This price was 25% higher compared to reference price set in the regulation which is only IDR 

32,000 per kg.  

Previous reports reveal there are many factors contributing to the price increases including 

exchange rate movements given the internationally traded nature  (i.e., beef), increasing input 

costs, fuel costs and growth in GDP per capita that might drive the demand for food. Besides, anti-

competitive behaviors in the value chain of the commodities might contribute to price increases. 

These include mergers, abuse of dominance, cartels and price fixing, vertical restraints and 

exclusive practices (OECD, 2013). This increases the need for more supervision by competition 

authorit y in Indonesia.  

The Competition Commission of  Indonesia has identified the staple foods as a priority area to be 

focused in order to dealing with high and volatile prices. 
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Ensuring competition at different stages of the supply chain is essential since the chain is a 

complex series of inter-related markets in which concentration, mergers and acquisitions are 

increasing and large multi-product retailers might have dominant roles (OECD, 2013). 

Competition may relate to buyer power, which in turn can relate to vertical relations between 

actors at each stage of the food supply chain. The competition among traders may also include 

the overall functioning of the food supply chain.  As such a comprehensive study aims to assess 

market structure,  concentration, competition and efficiency of the six commodities is vital.  

This study aims to: (1) provide a review of the economic, trade and agricultural policies as well 

as the regulations that apply to the six food products (rice, beef, sugar, salt, chili and shallots), (2) 

analyze the market structure and interactions between market players, (3) look into cost and the 

price trends in the selected products, (4) identify the competition issues and other relevant 

problems in the markets, (5) provide recommendations for each food sector studied on how to 

address the problems identified and (6) provide a solution to improve the functioning of these 

markets in the best interest of consumers. 

This study traces the product starting from the producer to the end consumer. The study area is 

chosen from locations which is considered to be the central production areas of the commodity. 

The data is collected on each level with several institutions are questioned. 

This market study was prepared for the purpose of supporting to draw up policy 

recommendations, but this is not represent the opinion of specific agency. This study is a 

collaboration between Institut Pertanian Bogor (IPB) and Komisi Pengawas Persaingan Usaha 

(KPPU) with the support of Japan Fair Trade Comission (JFTC) and United Nations Conference on 

Trade and Development (UNCTAD). This study has received financial support from Japan 

International Cooperation Agency (JICA) and the copyright is in JICA. 

 

1.2. Study Design 

In order to reach the expectations of the study, the study team will utilize the method consisting 

of both quantitative and qualitative work. Secondary and primary data (interviews of key 

stakeholders and Focus Group Discussion) will be collected to fulfill the expectations of the study. 

Based on the six expectations above, details of method proceeds in this study will be divided into 

three phases. 

ü Phase 1 ɀ Exploratory phase  

There are two objectives in phase 1: (1) to inventory policies and regulations applying to 

the six commodities in Indonesia and (2) to review organization and structure of the food 

sector from other developing countries. This phase will be proceeded by conducting 

literature review and collecting (inventory data) of:  

a) policies and regulations of the six commodities. In Indonesia, there are several 

forms of regulations and policies issued by Indonesian Parliament House (DPR)-

Law, President through Presidential Regulations, Ministry Regulations through 

Government/Ministry managing the six commodities (Ministry of agriculture, 

Ministry of Trade, Ministry of Industrial, etc.) and Regional Government through 

Regional Regulations. There is a possibility that policies and regulations issued by 
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DPR, President, Ministry and Local Government might be overlap. Bilateral 

agreements affecting the development of six commodities will also be reviewed.  

b) current practices the organization and the structure of the food sector particularly 

taken from other developing countries. 

Output of phase 1: 

The primary output of this phase is an interim report discussing the policies and 

regulations of the six commodities in Indonesia (Chapter II in the study report) and the 

current practices of the organization and structure of the food sector from other developing 

countries (Chapter/Section V in the study month).  

ü Phase 2 ɀ  Analyzing the market structure, concentration, competition and efficiency of the 

six commodities. The objective of Phase 2 is dedicated to accomplish expectation 

2, 3 and 4 as outlined in the TOR. Specifically this phase will assess (1) market 

structure and interaction between players along the value chain of the six 

commodities, (2) efficiency from the perspectives of costs, margin, price trends 

and asymmetric prices of the selected commodities, (3) competition issues in the 

markets of the six commodities. This phase will rely on primary data (Interview 

with actors along the value chain of the six commodities and Focus Group 

Discussion) in the selected regions and secondary data (particularly for price 

trends and symmetric price). In this phase, the study team proposed a 

framework as presented in Figure 1. 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

Figure 1 Framework of the study: market structure, concentration, competition and 
efficiency 

The framework proposed by a study team based on the value chain and Structure-Conduct-

Performance approaches. The approaches will be applied for each commodity focused in 

the study. This is because each commodity has specific aspect. For example, rice needs rice 

millers as the actor in the value chain, while for horticulture commodities (chili and 

shallots) the roles of processors in Indonesia are not quite as important since consumers 

prefer to consume horticulture products in a  fresh form.  
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According to Weber and Labaste (2010), value chains are a key framework for 

understanding how inputs and services are brought together and then used to grow, 

transform, or manufacture a 

product; how the product then 

moves physically from the 

producer to the customer; and 

how value increases along the 

way. The value chain 

perspective provides an 

important means to understand 

business-to-business 

relationships that connect the 

chain, mechanisms for 

increasing efficiency, and ways 

to enable businesses to increase 

productivity and add value. It 

also provides a reference point 

for improvements in supporting 

services and the business 

environment. It can contribute 

to pro-poor initiatives and 

better linking of small 

businesses with the market.  In 

the value chain approach, the 

study team can map the actor, 

the costs and  information (e.g., 

price information) among the 

actors involved in the value 

chain of the six commodities. 

The value chain approach will 

be utilized together with SCP. 

SCP assumes that market structure determines market conduct which then determine the 

market performance or social welfare features of the equilibrium (Pepall et.al, 2005; 

Carlton and Perloff, 2015). Figure 2 describes the relationships among structure, conduct 

and performance and shows how basic condition and government policy interacts (Carlton 

and Perloff, 2015). Market structure describes the competitive environment in the market 

for any good or service (Hirschey, 2008). Baye (2010) explains several factors that affect 

the market structure including number of firms, relative size of firm, technological and cost 

consideration, demand condition and the ease which firm can enter and exit the industry. 

This market structure will affect the market conduct of the industry. Conduct refers to the 

ÂÅÈÁÖÉÏÒ ÏÆ ÔÈÅ ÆÉÒÍ ÉÎ ÔÈÅ ÉÎÄÕÓÔÒÙȢ 4ÈÅ ÆÉÒÍȭÓ ÃÏÎÄÕÃÔ ÉÓ ÒÅÆÌÅÃÔÅÄ ÏÎ ÔÈÅ ÓÔÒÁÔÅÇy and 

policy facing the competition in the industry (Arsyad and Kusuma, 2014). The indicators of 

market conduct include, pricing behavior, integration and merger activity, research and 

development and advertising. This market conduct will determine the market 

performance. Market performance refers to the profit and social welfare in the industry 

Source: Carlton and Perloff (2015) 
 Figure 2 Structure, conduct and performance paradigm 
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(Baye,2010). Market performance ÉÓ ÒÅÆÌÅÃÔÅÄ ÉÎ ÐÒÏÆÉÔÁÂÉÌÉÔÙ ÌÅÖÅÌȟ ÅÆÆÉÃÉÅÎÃÙ ÁÎÄ ÆÉÒÍȭÓ 

growth (Arsyad and Kusuma, 2014). 

The study team determined whether market structure include as oligopoly or olygopsony, 

the study team uses the criteria as presented in Table 1. 

Table 1 Characteritics of oligopsony and oligopoly markets. 
Number of buyers and 

sellers 
Market power Difficulty to entry and 

exit market 

1. Henderson and Quandt 
(1980): 
 
Oligopoly:  
Å Anoligopolistic market 

contains a number 
sufficiently small 
sellers, so the actions of 
any individual seller 
have a perceptible 
influence upon his 
rivals 

Å A market with a small 
number greater than 
two sellers 
 

Oligopsony: 
A market with a small 
number greater than two 
buyers 

 
2. Pearce  (1992): 
 
Oligopoly:  

A market in which the 
number of sellers is few 

 
Oligopsony: 

A market in which a few 
buyers face a very large 
sellers 
 

3. Ferrer (2013) 
a. Oligopoly - There are a 
few sellers of the 
product.  
b. Oligopsony - There are 
few buyers of the 
product. 

Oligopoly:  
Low to high subject to mutual 
interdependence 
  
Oligopsony: 
Sellers will have to deal with 
the increased negotiating 
power of the only few buyers. 

Oligopoly: Difficult  
Oligopsony: Difficult  

 

In this study, the application of value chain and SCP will rely on primary data obtained from 

field trip s for each commodity in the selected regions. The activities in this phase include: 
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1. Selecting regions to be focused in the study. The value chain approach states that 

market (demand side) for certain commodity will depend on the supply side 

(producers and intermediaries involved in the chain. As such, it is important to assess 

the product flows of the six commodities both from producer and consumer sides.  

Focusing on the product flows from the main production regions producing the six 

commodities can be the best strategy proposed in the study. The main production 

regions for the six commodities are: 

a. Rice  : West Java Province   

b. Shallots : Central Java Province 

c. Chili  : West Java Province 

d. Salt  : East Java Province 

e. Beef  : East Java  Province 

f. Sugar : East Java Province 

In each province, the study team will focus on the main production district producing 

the commodity. For example, the main production zone for salt in East Java is in 

Madura. The information with respect to districts in each province will be 

determined based on secondary data (production aspect, see detail in Annex).  

 

2. After getting the map of the chain for each selected commodity, the study team will 

conduct interview with  the actors along the chain. The interview will focus on some 

aspects including: 

a. Assess the costs, margin and information flow of each selected commodity by 

using the value chain approach. The data collected also will include the system of 

product handling and logistics connecting from the  farmers to the intermediate 

stage and on to the final users/distributors/consumers. Quantify the structure of 

costs in the handling, storage and logistical movement of the product/animals 

through the value chain, variations in these costs among different 

sourcing/distribution channels and perhaps, differences in costs at different time 

periods/production seasons.  

b. Assess the market structure, including the size and type of each actor, patterns of 

intermediation, cooperation and integration, processes for price discovery, etc. 

and how these serve to promote or inhibit the current performance of the value 

chains. The SCP approach will be utilized in this stage. 

c. Identify the competition issues and other relevant problem in the markets such as 

the number of buyers in each stage of the value chains, the existence of rent 

seekers and at what level of the value chain  they inhabit , the supply issue and the 

existing supporting institutions available along the chain such as cooperative and 

farmer groups. This will be conducted by using the SCP approach. 

3. FGD to meet with the stakeholders involved in the six commodities (business 

association, producer association, importer, distributor and relevant 

government/ministry) in a selected study location.  

Besides using primary data, the study team will also use secondary data during  phase 2, 

particularly to analyze price trends and asymmetric price issues for each selected 
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commodity. This is particularly to assess the efficiency analysis. Price trends at producer 

and consumer prices will be performed by using trend analysis and graphics. The prices 

data at the consumer and producer levels will also be used to conduct asymmetric price 

analysis. Examining price asymmetry is essential to investigate price efficiency along the 

value chain. Evidence of asymmetric prices show that a group of society is not benefiting 

from a price reduction (consumers) or increase (producers) that would under conditions 

of symmetry, have taken place sooner (Meyer and Cramon-Taubadel, 2004). Miller and 

Hayenga (2001) state that the slow response of price changes between the producer and 

the consumer levels show inefficiency and inequity of price transmission in the value chain.  

Following Rao and Rao, (2005), Reziti and Panagopoulos (2007) and Capps and Sherwell 

(2007), three steps in assessing asymmetric priceare utilized; (1) checking the 

cointegration issue, (2) testing causality relationship between producer (farm) and 

consumer prices, and (3) analyzing asymmetry price. 

1. Cointegration issue 

The Augmented Dickey Fuller (ADF) test is utilized to confirm the stationary price series 

data at producer and consumer levels. Next, for each price series that are cointegrated in 

same order, the application of the Johansen and Juselius, (1990) is utilized to test their 

cointegration (see equation 1 and 2).   

ä
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ttit ePP
1

1m        (1) 

where tP  is vector of producer and consumer prices (PP and CP); and te is Gaussian 

residuals 

In order to determine the rank of P and to reach the conclusion about the number of co-

integration equations, we re-parameterize the equation (1) into the VECM form (equation 

2). 
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whereP is a matrix of long run and adjustment parameters; 
jB  is matrix of the short-run 

parameter; te is vector of i.d; and jis the number of lags. Trace statistics will be used in 

testing the cointegration between producer and consumer prices for each province. 

 

2. Causality test 

To investigate the causality between producer and consumer prices, we applied Granger 

causality test (equation 3 and 4). In equation 3, a regression equation of the producer prices 

is run as a function of lagged producer and consumer prices. Equation 3 is consisted of 

consumer prices as a dependent variable and two independent variables, i.e. lagged 

consumer and producer prices (Granger & Engle, 1987). Following Reziti and Panagopoulos 
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(2007) and Koutroumanidis,  Zafeiriou, and Arabatzis (2009), the causality test is 

concluded by applying a weak exogeneity test. 
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The conclusion is indicated below; 

(i)  if 1p Ё π ÁÎÄ 2p  Ё πȟ ÔÈÅÒÅ ÉÓ Á ÆÅÅÄÂÁÃË ÌÏÎÇ-run relationship between the two 

variables 

(ii)  if 1p = 0 and 2p  Ё πȟ ÓÏ tPP  in the long-run causes tCP  

(iii)  if 1p Ё π ÁÎÄ 2p  = 0, so tCP  in the long-run causes tPP  

 

3. The issue of Asymmetry: ECM 

Suppose there is a causality between producer price (PP) and consumer price (PP), 

assuming that PP cause PC, the ECM-EG model as follow.  
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The plus (+) superscripts on the coefficients and the variables indicate that changes in the 

variables are positives. The minus (-) superscript indicate that changes in the variables are 

negative (Rao and Rao, 2005).  To test the existence of asymmetric price transmission 

hypothesis in equation (3) a formal F-test will be utilized as the null hypothesis indicate in 

equation (4). The evidence of the asymmetric price transmission in the rice supply chain is 

included if the null hypothesis is rejected. 

210 : pp=H  

Output phase 2: 

The primary output of phase 2 will be two reports: 

a. Interim report, consists of secondary data analysis and preliminary results of field 

research  

b. Draft final report as a synthesis report presenting field research on market 

structure of the six commodities (Chapter III in the study report) and the issues 
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of concentration, competition and efficiency of the selected commodities (Chapter 

IV in the study report).  

 

ü Phase 3 ɀ Proposing policy recommendations for the six commodities 

The main objective of this phase is to propose policy recommendations for each selected 

commodity focusing on how to address the problem identified and provide solution to 

improve the functioning of these markets in the best of interest of consumers and 

producers. As outlined previously, not only consumers will receive negative impact when 

big price fluctuations occur in the food market. Increasing prices will reduce the welfare of 

the producer as well, considering farmers act as consumers as well. The policy 

recommendation will be derived from results at phase 1 and 2.  These results will be also 

presented in a focus group discussion (FGD) with key policy makers at national level to 

have feedback and inputs.   

Output: 

The output will be a final report that outlines policy recommendations concerning of each 

product (Chapter VI in the study report). The output will be utilized by competition 

authority (KPPU) and regulatory authorities (RAs) in understanding, enhancing and 

promoting competition of the six selected products. 



 

Chapter 2 Overview of the Six Commodities  

 

This chapter provide an overview of the six commodities focused in the study which cover: price, 

production, consumption and exporting & import ing. Important policies with respect to the six 

commodities are also discussed. 

 

2.1. Sugar 

2.1.1. Price 

As a commodity experienced with intensive policy intervention in both domestic and 

international markets, sugar price at both the farmer and retail levels is quite complicated. This 

price is not purely following the law of supply and demand. This section discusses the 

mechanisms of sugar price formation and the development, both at the farmer and retail levels. 

Prior to trade liberalization in 1998, sugar price at the farmer level was determined by the 

government through BULOG, the price is  known as provenue price. The price analysis shows that 

in determining the provenue price, the government considers the retail price target to be 

achieved, cumulated inflation as the representation of production and transportation costs and 

the price of fertilizer which represents the production cost (Susila, 2004). All the three variables 

are positively correlated to provenue price. In other words, the increase in production and 

transportation costs are two considerations in determining provenue prices, aside from the retail 

price. For example, if inflation increases by 1%, then price at the farmer level increases by about 

0.84%. Furthermore, if the price of fertilizer increases by 1%, then the price also increases by 

about 0.60%. 

Due to a regulation by the government, sugar price at the farmer level is relatively stable and 

increasing in line with the changes of those three factors. Thus, the sugar price at the farmer level 

is relatively predictable, making it easier for farmers to make decisions. In the period 1985-1977, 

sugar price at the farmer level increased at a rate of 6.6% per year, very close to the inflation rate, 

which was between 6% -8% per year. Until 1977, the price at the farmer level had not exceeded 

IDR 1,000 per kg. The maximum price was only IDR 911 per kg. 

In 1998-2002, the government released the sugar price at the farmer level on the free market 

mechanism. Although there were efforts to set provenue price as happened in 1999-2000, the 

policy is no longer effective because the price mechanism that occurs is following the free trade. 

This happens because BULOG no longer has the sole authority, whether in terms of imports or 

purchasing the sugar from farmers. Thus, in the regime period of this liberalization policy, the 

price of sugar is determined more by the free market mechanism that refers to the price of sugar 

in the international market. 

If before the liberalization policy, the price at the farmer level was still below IDR 1,000 per kg, 

then at the beginning of the period of liberalization, the price immediately jumped to IDR 2,100 

per kg. However, this  price spike was not beneficial to farmers because the economic crisis that 

occurred at that time had caused the cost of sugar production to increase sharply. The price was 

below the average cost of sugar production estimated between IDR 2,300 - 2,800 per kg.  
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This situation had triggered a decline in farmer area and production at that time, where national 

production reached its lowest point in 1998 and 1999. 

The commerce policy for importing sugar, intr oduced in September 2002, changed fundamentally 

the price formation for the farmer. This was the beginning of the Controlled Policy Regime. One 

of the basic essences of this policy, related to the price of sugar at the farmer level, is that sugar 

imports can be done if the Farmers Benchmark Price (HPP) at least IDR 3,410 per kg. This policy 

basically guarantees that the price at the farmer level is at this level. The  sugar price each year 

changes in line with the calculation of the cost of sugar production. Broadly speaking, the process 

of HPP formation is as shown in Figure 3. The Government uses  the various aspects of the sugar 

palm concession set forth in the Decree of the Minister of Inflammation RI. It is expected that the 

HPP will be established by the Government through the Ministry of Trade in April before the 

milling season begins. 

 

Figure 3 The process of forming HPP 

Under that mechanism, HPP over the past 5 years had increased in line with the increase in Cost 

of Production (BPP) (Figure 4). Farmers also urged the HPP increase is to keep pace with the rise 

in BPP due to a 10% increase in land rent per year, an increase in wages and an increase in the 

cost of agricultural inputs & tools. In 2016, with a BPP of IDR 8,790, the HPP is set at IDR 9,100 

per kg. In 2017, the Government no longer stipulates the HPP but sets the reference price at the 

farmer level of IDR 9,100 and the Highest Retail Price (HET) of IDR 12,500 per kg. 
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Figure 4 Main cost of production and farmer benchmark price 2012-2016 

Data from 2012 to 2016 shows that the change of HPP is relatively small. This is also the case of 

auction prices as thesehave not increased significantly. The increase in the auction price in 2016 

is slightly higher than in previous years, which is around IDR 1,000 per kg. The big increase 

actually happened for the retail price in 2016. The data shows that the retail price is more affected 

by the commerce margin. 

Margin distribution began to change since 2013, i.e., the margin of commerce is as great as the 

farmer's margin. In 2016, there is a very striking phenomenon, that is the margin of commerce is 

1.5 bigger than the farmer's margin. It seems that the magnitude of this margin caused retail 

prices in 2016 to be high. The retail price determiner appears to be more influenced by the trader 

than the auction price. The underlying supply problem seems to be the cause of the commerce 

margin being enlarged. 

 
Figure 5 Farmer benchmark, auction, and retail prices 2012-2016 
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Table 2 Auction price, retail and distribution of farmer and management margins 

Year 
 

Price (IDR per kg) Margin (IDR per kg) Margin Distribution  

BPP Auction Retail 
BPP to 
Auction 

Auction 
to Retail 

Total Farmers Commerce Total 

2012 7,902 10,982 11,516 3,080 534 3,614 27% 5% 31% 

2013 8,070 9,518 11,548 1,448 2,030 3,478 13% 18% 30% 

2014 8,790 9,640 10,416 850 776 1,626 8% 7% 16% 

2015 8,860 10,006 11,384 1,146 1,378 2,524 10% 12% 22% 

2016 8,790 11,063 13,514 2,273 3,344 5,617 16% 23% 39% 

Source: Ministry of Trade, processed 

 

2.1.2. Production an d Consumption  

Production and consumption  

Sugarcane that is milled by a sugar factory is divided into factory-owned sugar grown (HGU) on 

leased land from the community and sugarcane planted by smallholders. The production of 

plantation white sugar (GKP) in 2016 had decreased as had the size of the farmed area (Table 3). 

This production is far below what was obtained in 2015. The decline in sugar production in 2016 

is mainly due to reduced cropping and low yield because of less favorable climatic conditions (wet 

spell). 

Table 3 Harvest area and GKP production 

Year 

Large Estate Smallholders Estate Total 

Area Production Area Production Area Production 

(000 ha) (000 ton) (000 ha) (000 ton) (000 ha) (000 ton) 

2011      192.5       959.4       242.5     1,284.2       435.0     2,243.6  

2012      194.9     1,147.5       247.8     1,445.1       442.7     2,592.6  

2013      208.7     1,185.3       262.3     1,368.2       471.0     2,553.5  

2014      187.1     1,062.8       290.0     1,516.6       477.1     2,579.4  

2015      186.8     1,050.2       275.0     1,573.7       461.8     2,623.9  

2016      173.9       905.8       266.9     1,297.9       440.8     2,203.7  

Source: Statstics Indonesia,  2016 

Of the total production of GKP, private sugar factory produces sugar at 44.5% and state-owned 

companies at 55.5%. Ownership of sugar is divided into sugar owned by the company (self-owned 

sugar) and sugar owned by farmers. In 2016, sugar is controlled by State Owned Enterprises 

(SOEs) by 25.8% or about 570 thousand tons, while the balance is  sugar owned by farmers and 

privately. Sugar owned by farmers and privately is sold freely by auction to D1 level traders 

meeting the price agreement. This allows the trader to hold sugar up to 74.2% of the total 

production. The distribution of control of sugar will affect the distribution and price formation 

ranging from the level of the auction price to the retail price. Figure 6 shows the current 

proportion ownership of sugar (GKP) ex-cane.   
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Figure 6 Distribution of gkp ex-cane ownership 

There are currently 47 sugar factories from SOEs and 15 private sugar factories primarily using  

cane. These sugar factories are spread throughout Sumatra, Java, and Sulawesi. State-owned 

factories are generally factories with relatively old technology. The number of SOEs sugar 

factories  are 100+ years are 33  (73%). Most of SOEs sugar factories have a milling capacity of < 

4,000 tcd (34 factories). Several state-owned enterprises are not operating due to lack of raw 

materials and low efficiency. This closure is in line with the plan of the sugar factories owned by 

BUMN. This re-structuring is aimed at improving the factory performance, quality and yield. 

Table 4 Active sugarcane factory 

Company Location Total 

SOEs   
PTPN II North Sumatra 1 
PTPN VII South Sumatra 1 
PTPN VII Lampung 1 
PTPN IX Central Java 8 
PTPN X East Java 10 
PTPN XI East Java 15 
PTPN XII East Java 1 
PTPN XIV South Sulawesi 3 
PT RNI West Java 4 
 East Java 3 
Private   
PT Laju Perdana Indah South Sumatra 1 
 West Java 1 
PT Pemuka Sakti Manis Indah Lampung 1 
PT Gunung Madu Plantation Lampung 1 
PT Sugar Group Co. Lampung 3 
PT Madubaru Yogyakarta 1 
PT Kebon Agung East Java 1 
 West Java 1 
PT PG Gorontalo Gorontalo 1 
PT Industri Gula Nusantara Central Java 1 
PT Gendhis Multi Manis Central Java 1 
PT Kebun Tebu Mas East Java 1 
PT Sukses Mantap Sejahtera NTB 1 

Source: Ministry of Industry (2017) 
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Table 5 Sugarcane production by province and farming category, 2016 (Ton) 
No Province  Smallholder  Government  Private  Total  

1 Sumatera Utara 5,644 24,593  30,237 

2 Sumatera Selatan 1,101 57,861 29,849 88,811 
3 Lampung 130,592 76,467 570,054 777,113 

4 Jawa Barat 38,490 42,219  80,709 

5 Jawa Tengah 268,020 1,682 10,250 279,952 

6 DI Yogyakarta 12,246   12,246 

7 Jawa Timur 1,233,975 132,941 2,191 1,369,107 

8 Gorontalo 5,899  39,233 45,132 

9 Sulawesi Selatan 7,627 24,590  32,217 

Total  1,703,594 360,353 651,577 2,715,524 

Source: Directorate General of Estate Crop, 2016 

Production of sugar made from sugarcane is still far from the total consumption of sugar which  

reached 6 million tonnes in 2016. This consumption consists of plantation white sugar (GKP) for 

dir ect household consumption and rafined sugar (GKR) for the food and beverage industry needs. 

Increased consumption of GKP is relatively small because it is only caused by the increase of 

population. While the increase in consumption of GKR is greater in line with the development of 

the food and beverage industry also other industries based on GKR. 

Table 6 National sugar total needs 

No. Year 
Sugar needs (000 ton) 

GKP GKR Total 
1 2011 2,769 2,251 5,020 
2 2012 2,735 2,638 5,373 
3 2013 2,686 2,815 5,501 
4 2014 2,888 2,976 5,864 
5 2015 2,928 2,790 5,718 
6 2016*) 2,989 3,033 6,002 

Growth per year (%) 1,44 5,51 4,05 

Source: Ditjenbun, Kemenperin; *) : Preliminary data 

 

GKP Trade Balance 

National GKP supply comes from various sources but; for the GKP it is mainly from sugarcane 

processed by GKP sugar factories. In the case of supply shortages, import s will be either raw sugar 

or white sugar. The permission for white sugar import is owned only by BULOG. Meanwhile, the 

import ing of raw sugar in the form of special assignment is given to the parties who have a 

production license. Furthermore, raw sugar is processed in GKP or GKR sugar factories. The 

results will  enter the GKP market. The following illustration shows the current flow of sugar 

supply. 

For example, the GKP trade balance is presented in Table 7. If it is assumed that monthly 

consumption is fixed and only increases during national holidays. If  the overall condition of the 

2016 GKP trade balance shows a deficit of ± 815 thousand tons and this supply is only sourced 

from GKP sugarcane. But if supply also calculates the end of 2015 stock and includes the export-

import of GKP, there is a surplus of 275 thousand tons. The problem is that the supply distribution 

does not occur in accordance with consumption, resulting  in a period with a deficit or surplus. 
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Figure 7 Sources of national sugar supply 

 
Table 7 The GKP trade balance based on sugarcane and import 2016 

Month Supply 
Production of 
ex-sugarcane 

Import  Consumption Stock 

Jan 816,592  -     247,461  569,131  

Feb 569,131  -      247,461  321,670  

March 324,906  3,236    247,461  77,445  

Apr 91,371  13,926    247,461   (156,090) 

May 15,799  69,640  102,249  247,461   (231,662) 

June 119,557  342,728  8,491  247,461   (127,904) 

July 255,794  304,438  79,260  296,953   (41,159) 

August 457,163  498,322    247,461  209,702  

Sep 559,802  350,100    247,461  312,341  

Oct 755,886  358,870  84,675  247,461  508,425  

Nov 682,025  173,600    247,461  434,564  

Dec 523,456  88,892    247,461  275,995  

Total 2,478,427  2,203,752  274,675  3,019,024    

Source : Sugar Company and Directorate General of Plantation, processed 

A surplus of 275 thousand tons is 1 month of consumption. Therefore, in the following year, so 

that GKP trade balance if it does not have a deficit, it will require an additional supply of 5 months 

of consumption.  

 

2.1.3. Export and Import  

The non-fulfillment of GKP production to supply the demand of direct household necessities 

forced the Government to import sugar, in the form of white  and raw sugar. Imports of sugar to 

meet the needs of GKP reach 1 million tonnes in the form of raw sugar. Raw sugar imports are  
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then processed in some GKR sugar factories and some in GKP sugar factories which have the 

ability to process the raw sugar. 

All of GKR supply are still supplied by GKR sugar factories using raw imported sugar materials 

from some major sugar-producing countries. The importing of raw sugar is calculated based on 

the GKR requirement by the industry as evidenced by the contract between GKR sugar factories 

and the food and beverage industry. The volume of raw sugar imported for GKR factories is 

currently around 3.2 million tons. If the import of raw sugar for the food and beverage industry 

is added to GKP needs, the total import reaches 4 million tons. If the sugar requirement is about 

± 6 million tonnes, it means more than 66% still can be covered from imports. 

Table 8 The development of sugar imports in 2009 - 2014 

Year 
Import of Raw Sugar (tonne) 

White sugar(ton) 
for GKR for GKP Total 

2009 2,237 149 2,386 13 

2010 2,469 110 2,579 447 

2011 2,268 128 2,396 118 

2012 2,770 533 3,303 61 

2013 2,937 394 3,337 20 

2014 2,700 158 2,858 21 

2015 2,800 600 3,400 - 

2016 3,220   84 

 Source: Ministry of Trade RI; NSC Journal 

 

2.1.4. Government Regulation and Policy  

2.1.4.1. Price  

There are three main factors determining the retail price which are HPP, the margin between the 

price level of consumers and producers and distribution costs. The flow of domestic sugar price 

formation is presented in Figure 8. This indicates that if the HPP is set by the Government 

increases, then the retail price will rise. However, the increase of HPP is not immediately 

transferred to an increased in retail price. Based on the data contained in sub-chapter 2.1, it is 

seen that the effect of HPP on retail prices is slightly higher in 2016. The price becomes very 

elastic because of the additional costs of distribution. The further the distance between producers 

and consumers, the higher the retail price. Data from the Ministry of Trade reviewed by AGI 

(2015) shows that, in areas with lower transportation cost, the total margin is 15-21%. While in 

the area with expensive transportation, the margin can reach 50%. The total margin from the 

producer to the consumer according to this study, is about 20% of the price at the consumer level. 
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Figure 8 The flow of domestic sugar price formation 

In 2016, the margin from producer to consumer was above 20%, it was  about 39%, so the retail 

price became very high. The margin gap from the retail to the producer price increased by about 

6% and the margin of commerce increased by about 11%. This is the basis for the Government to 

take several steps to control prices at the retail level. The steps taken by the Government include: 

1) Setting a sugar HET of IDR 12,500 per kg 

2) Assigning BULOG to purchase sugar owned by BUMN (PTPN and RNI) at IDR 10,500 per 

kg. 

3) In 2017, BULOG's purchase price is set by the Government at IDR 9,700 per kg (Letter of 

the Minister of Trade No. 885 of 2017) both for sugar owned by SOEs(PTPN and RNI) and 

farmer. 

4) In order to support price stability, SOEs (PTPN and RNI) and the farmers must sell all of 

their sugar to BULOG. 

5) Giving import permits in accordance with the supply needs of GKP domestic. 

6) Conducting price controls in the market and with wholesalers. 

The point worth examining the impact of this policy is: 

1) If the determination of HET the government is carries it out with consequents and strict 

supervision, it will have an impact on the stability of the auction price of sugar. Traders 

will try to keep their trading margins not to be significantly down so that they will try to 

push down the auction price. If the auction price remains high, the retail price will not be 

at HET level. Data obtained by the Ministry of Trade which shows that retail prices in early 

2017 was still above IDR 14,000 per kg. This is likely due to the lack of sugar stock, so that 

traders take the margin of commerce more than the normal level. 

2) The purchase price of sugar owned by BUMNis set at a price of IDR 10,500 gross 

(including taxes, etc.) by BULOG. It will affect the income of sugar companies. This is due 

to the high level of HPP in some of the sugar factories owned by BUMN. 

3) Sales of sugar owned by PTPN and RNI, to BULOG may not be able to influence the market, 

because the control of processed sugar is by SOEȭs mostly owned by farmers. If the sugar 

owned by the farmer is sold to the traders and combined with the private sugar which is 

also sold to traders, then the amount is greater than sugar controlled by BULOG. However, 

if all plantation white sugar is purchased by BULOG, it will be dominated by them. 
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4) Imports in the form of processed raw sugar combined with plantation white sugar will be 

able to cause competition problems for local sugar. If the price that is owned by farmers 

decreases, then the farmers will switch to other commodities. Data from sugar production 

in 2016 shows a decline in the sugarcane area compared to 2015. If this happens then the 

target of self-sufficiency for plantation white sugar will be very difficult.  

 

2.1.4.2. Domestic Sugar Trading  Policy  

In general, various government policies relating to trade and distribution can be divided into 

three policy regimes (Table 9). Sugar is a commodity that gets serious attention from the 

government. Therefore, the government's policy on distribution and price aspects are quite 

intensive, especially until 1997. During this period, the policy of price stabilization and 

availability of sugar was very prominent. 

The foundation of the price stabilization regime begins with the government policy set in the 

Presidential Decree No. 43/1971, issued on July 14, 1971. The material or subject matter of this 

policy concerns to procurement, distribution and marketing. This policy clearly has a very wide 

coverage because it involves three strategic things. The essence of this policy is to authorize 

BULOG, to maintain price stability and to supply of sugar. This decree marks the beginning of 

BULOG's role as a stabilizer institution for the domestic sugar market. 

In the period 1970-1980, the amount of BULOG controlled stocks ranged from 50-80% of the total 

stock. When the TRI program began to take place and the share of farmer's sugar became larger, 

the stock and supply of sugar from outside BULOG was increasing. Therefore, since 1980, BULOG 

purchased all domestic sugar production and distributed it to the market. On the other hand, the 

role of BULOG was stronger as a stabilizing institution (Amang, 1994). 

The sugar trading policy is considered to have some weaknesses such as uncleared sugar quality 

specifications. To that end, the government refined the policy by Decree of Minister of Industry 

and Trade. 527 / MPP / Kep / 2004 junto Decision of Minister of Industry and Trade No. 02 / M / 

Kep / XII / 2004 junto Decision of Minister of Industry and Trade No. 08 / M-DAG / Per / 4/2005. 

The essence of the policy was the provision of ICUMSA that clearly distinguished between 

plantation white sugar, refined sugar and raw sugar. 

The fuel price hike at the end of 2005 which was more than 100%, caused the cost of production 

to increase sharply, especially due to the increasing transportation costs. It  is known, that 

transportation costs have a share of about 30% of the overall cost. Coupled with an increase in 

other costs such as fuel price increases, production costs increased to around IDR 4,400 / kg. 

Based on these considerations as well as in the effort to increase food security, increase of 

regional economic activity and maintain good momentum to achieve food self-sufficiency, the 

government again raised the benchmark price of farmers through Minister of Trade Decree No. 

19 / M-DAG / PER / 4/2006, April 19, 2006. With this  policy,the price of sugar was set at IDR 

4,800/kg.  

This policy continues to grow with the dynamics of the international sugar market and the 

increasing domestic demand for sugar. Increased sugar prices, which were considered as an  

extraordinary condition, encouraged the government to issue a regulation about reference prices 
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of some food commodities. Permendag No. 42 / M-DAG / PER / 5/2016 set Farmers Benchmark 

Price (HPP) of IDR 9,100 per kg. ByHPP and auction at around IDR 11,000, sugar price should be 

at the retail level of only IDR 13,000 per kg. In fact, the price at the retail level on average reached 

IDR 14,000, moreover the highest price reached more than IDR 16,000 per kg. With this incident, 

the government was assigning BULOG to import sugar and obligate SOEs sugar factories to sell 

its sugar to BULOG at a set price. 

Table 9 Policies related to the domestic sugar market 

Name of Policy Subjects Aim(s) 

Keppres No. 43/1971, 14 July 1971 Procurement, distribution 
and marketing of sugar 

To keep sugar stability as a staple 
food 

Surat Mensekneg No.  B.136/ABN 
SEKNEG/3/74, 27 Mach 1974 

Non-PNP sugar control, 
supervision and distribution 

As an explanation of43/1971 which 
includes sugar of PNP 

Kepmen Perdagangan dan Koperasi 
No. 122/Kp/III/81, 12 March 1981  

Domestic sugarcane 
commerce arrangement 

To ensure smooth procurement and 
distribution of sugar and increase in 
farmer's income 

Kepmenkeu No. 
342/KMK.011/1987  

Determination of domestic 
and imported price of sugar 

To ensure price stability, devisa, and 
narrowing income of farmers and 
factories 

Inpres No. 5/1997, 29 December 
1997 

Farmers-owned sugarcane 
development program 

To Provide roles to business actors in 
the framework of free trade 

Kepmenperindag No. 
25/MPP/Kep/1/1998  

Commodities in which its 
commerce is governed  

To encourage efficiency and smooth 
flow of goods 

Kepmenhutbun No. 282/Kpts-
IX/1999, 7 May 1999 

Determination of provenue 
price of sugar production of 
farmers 

Avoiding losses of farmers and 
encouraging increasing in production 

Kepmenperindag No. 
363/MPP/Kep/8/1999, 5 August 
1999 

Sugar import commerce Reduction of government budget 
burden through import of sugar by 
producers 

Kepermenindag No. 230/MPP/ 
Kep/6/1999, 5 June 1999 

Revoke the Minister of 
Industry and Trade Decree 
no. 363/MPP/Kep/8/1999  

Imposition of import tariff on sugar to 
protect domestic industry 

Kepmenperindag No. 
643/MPP/Kep/9/2002, 23 
September 2002 

Sugar import commerce Restrictions on sugar importers as 
only importers of sugar producers 
and as registered sugar importers for 
increasing in income of farmers / 
producers 

Kep Menperindag No. 
527/MPP/Kep/2004 jo Kep 
Menperindag No. 
02/M/Kep/XII/2004 jo Kep 
Menperindag No. 08/M-
DAG/Per/4/2005  

Import regulation, sugar 
quality, and soil nutrient 
reference of farmers 

Restriction on sugar importers; sugar 
quality, time of import, and buffer / 
guarantee price 

Kep Mendag N0. 19/M-
DAG/PER/4/2006, 19 April 2006 

Sugar price determination of 
farmers 

Food security, economic growth, and 
self-sufficiency in sugar 

Permendag 42/M-
DAG/PER/5/2016, April 2016 

Farmers Benchmark Price 
Determination (HPP) 

Ensures farmers' profits and 
encourages the development of 
national sugar 

 BULOG assignment in 
importing white sugar and 
raw sugar 

Increases the supply of sugar to keep 
retail prices under control 

 Purchase of sugar owned by 
BUMN Company by BULOG 

Adding control of sugar by the 
Government (BULOG) to be able to 
become market price determinant 

Permendag No. 27, tg 4 April 2017 Determination of Highest 
Retail Price 

Control of retail price of sugar 

Source: Sudana et al. (2000) and Susila (2005); Ministry of Trade (2017) 
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2.1.4.3. Production  

Policies in the field of production are made with the aim of increasing sugar production based on 

sugarcane. Sugar production is determined by the area and productivity of sugar per hectare. 

Therefore, basically national sugar policies are grouped into production policy, arrangement of 

old sugar factories, and development of sugarcane plantation & new sugar factories: 

 

Production 

1) Increased production and quality of sugar through the Government sugar factories, 

revitalization of private factories and development of sugarcane plantation & new sugar 

factories. 

2) By 2030, the national sugar production will reach 5.9 million tonnes as the result of 

existing sugar factories co-operating and the new factories developing  about 20 units. 

3) The quality of sugar produced through this agreement between the sugar factories and 

the new sugar factories development must meet SNI standards. 

 

 

Revitalization of Existing Sugar Factories 

The existing sugar factories arrangement is intended to improve performance and efficiency. 

Therefore, the existing factories arrangement must meet the following criteria: 

1) The design capacity is at least 4,000 expandable to 6,000 TCD. 

2) Factory efficiency (overall recovery) of at least 80%. 

3) Guarantee of the availability of sugarcane raw materials according to capacity with 

maximum effective milling time is 135 days with a minimum time of  120 days. 

4) Have adequate working areas in accordance with the needs of sugarcane raw materials. 

5) The quality of sugar meets the SNI "gula pasir" as a requirement for the unification of a 

single sugar market. 

6) Diversified products other than sugar. 

7) Cost of sugar production is lower than IDR 6,500 per kg. 

 

Improving the productivity and quality of cane 

1) Productivity of sugar per hectare of at least 6 tons (productivity of sugarcane minimum is 

75 tons per ha with sugar content (rendement) as much as 8.5%) 

2) The level of trash and young stem is a maximum 5% 

 

Construction of a new sugar mill 

1) The development of new sugar factories and new plantation area outside of Java is 20 

units with a minimum capacity of 8,000 TCD, along with the ability to produce sugar at 

least 127,500 tons per year per factory. To support the operation of the factories, it is 

required ± 15,000 ha of planted area which intotal area is about 20,000 ha. The total new 

planted area then is about 300 thousand ha and land needs around 400 thousand 

hectares. 

2) Starting in 2018, at least 2 new sugar factories must be built. New factories should be 

projected to start in 2019. 
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3) New sugar factories must have the technology that supports the diversification of 

sugarcane-based products. 

4) Design the construction of a new factory in a cluster consisting of at least 3 sugar factories 

so that able to support other sugarcane-based industries. 

 

2.1.4.4. Investment  

Based on an Integrated and Competitive Sugar Industry Policy Review conducted by the Ministry 

of Industry (2015), the current investment policies on sugar are: 

1. Government Regulation Number 18 of 2015 concerning Income Tax Facilities for 

Investment in Certain Business Fields and/or in Certain Regions 

¶ It is a revision of the previous Government Regulation No. 52 of 2011 which includes 

only 129 companies. Since May 6, 2015, tax discount (tax allowance) can be filed by 

investors. The government invites the investors or companies wishing to apply for 

a tax allowance for 143 business sectors covered by the Government Regulation 

Government Regulation No. 18 of 2015 on Income Tax Facilities for Investment in 

Certain Business Fields and / or in Specific Areas. 

¶ The sugar industry includes certain business sectors and areas as referred to in the 

regulation while the agricultural machinery industry is included in some  business 

sectors. 

¶ Taxpayers conducting an investment may be granted an Income Tax facility if they 

meet the following criteria: (i) have a high investment value or for export, (ii) have 

a large labor absorption; or (iii) have a high local content. 

2. Presidential Regulation No. 39 of 2014 concerning Field of Closed and Open Business 

with Requirements in the Field of Investment 

¶ Sugar-related business fields in this regulation include: (i) seed industry of 

sugarcane plantations with less than or equal to more than 25 ha, (ii) plantation 

business with an area of 25 ha or more or up to a certain area without and by 

processing unit which is integrated with processing unit that has the same capacity 

or up to a certain capacity, (iii) research and development of science, technology 

and engineering, agricultural genetic resources, GMO (genetically modified), (iv) 

raw sugar industry-reserved for MSMEs, vi) sugar industry (plantation white sugar, 

rafined  and raw sugar) through the development of new factories and expansion, 

firstly, they must build their own sugarcane plantation in accordance with the 

legislation. 

¶ In general, the regulation is balanced in the sense of providing proportional space 

between the protection of the sugar industry/sugarcane farmers from trade 

liberalization traps and attracting foreign investment to play a role in accelerating 

the increase of national sugar production towards self-sufficiency. 

¶ Sugarcane plantations and factories are not included in the negative List of 

investment, so that they remain open to domestic and foreign investment, but with 

certain conditions intended to maintain the existence of the factories. The new 
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investment also aims to encourage a healthy and dynamic competition with existing 

sugar factories. 

¶ Foreign capital ownership and/or investment locations for ASEAN countries 

remains 95% as a maximum level with 5% representing the share of local shares 

(Indonesian companies) and plantations development involving local farmers. This 

rule also applies to the sugarcane seed industry, whether with an area of 25 ha or 

equal and more than 25 ha which open to foreign investment with maximum 

ownership of 95%.  

¶ Especially for research & development of science, technology & engineering in the 

form of GMO, the share of foreign ownership can be increased from a maximum of 

40% to 95%. Such actions are needed to accelerate a technology transfer of 

sugarcane production by utilizing the latest biotechnology based research results, 

particularly through the release of improved varieties. 

¶ Development of new sugar factories to produce various types of sugar (GKM, GKP, 

GKR or liquid sugar) must build their own garden. This applies for factories which 

both of integrated with downstream industries producing derivative products 

(bioethanol / acetic acid / alcohol / L-lysine from drops, biofertilizer from filter 

cake, bagasse-based co-generation, particle board / multidensity fiber / canvas 

brake from bagasse, cattle feed from sugarcane, etc.) or not integrated. This limit 

also applies both for Java and other areas. 
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2.2. Rice 

2.2.1. Price 

The rice price at the farmer is in the form of harvested dry unhusked rice (Gabah Kering Panen 

per GKP). During the period of January 2008 until April 2017, the highest price occurred mostly 

in the month of January or February. On the other hand, the lowest price during the year mostly 

occurred in the month of March or April during the peak of the first harvest (Figure 9). During the 

same period, the average price increase is 0.55% and the highest increase occurred in 2011 with 

the average increase of 1.9%. 

The government set the minimum price for the farmer in order to avoid a low price especially 

during the harvest season. In order to insure the price level was not lower than the minimum 

price, BULOG (government-owned parastatal institution) has the obligation to buy the unhusked 

rice from the ÆÁÒÍÅÒȭÓ ÁÔ ÃÅÒÔÁÉÎ ÐÒÉÃÅ ÌÅÖÅÌȢ The minimum price increased gradually and currently 

the price of harvested dry unhusked rice is set at IDR 3,750 kg for  the farmer. 

The unhusked rice for the farmer will be dried and decreasing the water content also it will be 

processed in the rice mill. The unhusked rice in the rice mill is called mill dry unhusked rice 

(Gabah Kering Giling per GKP). According to the survey conducted by Statistics Indonesia, the 

ÃÏÎÖÅÒÓÉÏÎ ÒÁÔÅ ÆÒÏÍ ÔÈÅ ÕÎÈÕÓËÅÄ ÒÉÃÅ ÉÎ ÔÈÅ ÆÁÒÍÅÒȭÓ ÌÅÖÅÌ ɉ'+0Ɋ ÔÏ ÕÎÈÕÓËÅÄ ÒÉÃÅ ÉÎ ÔÈÅ ÍÉÌÌȭÓ 

level (GKG) is 83.12%. The reduction is caused by the decrease in the water content and loss 

during the drying process. 

Source: Ministry of Agriculture (2017) 

Figure 9 Unhusked rice price level  and government minimum price level, January 2008-April 
2017 

 

Based on ÔÈÅ ÐÒÉÃÅ ÏÆ ÕÎÈÕÓËÅÄ ÒÉÃÅ ÁÔ ÔÈÅ ÆÁÒÍÅÒ ÁÎÄ ÒÉÃÅ ÍÉÌÌȭÓ ÌÅÖÅÌȟ ÔÈÅ price moves in the same 

ÄÉÒÅÃÔÉÏÎȢ 3ÉÍÉÌÁÒ ÔÏ ÔÈÅ ÐÒÉÃÅ ÁÔ ÆÁÒÍÅÒȭÓ ÌÅÖÅÌȟ ÔÈÅ ÐÒÉÃÅ ÁÔ ÔÈÅ ÒÉÃÅ ÍÉÌÌ ×ÉÌÌ ÐÅÁË ÄÕÒÉÎÇ *ÁÎÕÁÒÙ 

and February. Meanwhile the lowest price will occur during March or April and during the peak 

harvesting period (Figure 10).The average increase of mill dry unhusked rice (Gabah Kering 

Giling per GKP) during the period of January 2008 until April 2017 was 0.62% higher than the 

ÁÖÅÒÁÇÅ ÉÎÃÒÅÁÓÅ ÏÆ ÔÈÅ ÕÎÈÕÓËÅÄ ÒÉÃÅ ÉÎ ÔÈÅ ÆÁÒÍÅÒȭÓ ÌÅÖÅÌ ɉ'+0Ɋ ×ÈÉÃÈ raised by 0.55% in the 

same period. The highest average increase of the dry unhusked rice in the mill level (GKG) price 
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occurred in 2010 at 2.1%. Meanwhile in 2016, the price tended to decrease with an  average of 

0.27%. 

In addition, looking at the price difference between the two levels of price, the price level tends 

to increase in recent years. In 2008, the average price difference was IDR 321.34 per kg and  

increased until in  2016 the difference was IDR 857.49 per kg. Considering the conversion 

between GKP and GKG, the price difference increases. In 2008, the average price difference is IDR 

740.85 per kg and increased with the average price difference of IDR 1652.24 per kg in 2016. This 

shows that the margin for traders have increased significantly during this period. 

 
Source: Ministry of Agriculture (2017) 

Figure 10 Unhusked price in farmer and rice mill, January 2008-April 2017 
 

The unhusked rice will be processed in mills to produce rice ready to be consumed. Then, the rice 

will be transferred from the rice mill to the traders to sell to the consumers. Looking at the price 

at these two levels, the price difference has the tendency to increase over the years. In 2013, the 

average difference was IDR 838 per kg and in 2016, the difference increased by 90% to IDR 1,598 

per kg. This indicates that the margin gained by the traders has increased siginificantly. The 

increase can be caused by the increase of profit or the increase in the cost of  moving the rice from 

rice mills to the consumers. 
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Source: Ministry of Agriculture and Ministry of Trade (2017) 

Figure 11 Rice price in rice mill and consumer, January 2013 ɀ April 2017 

 

2.2.2. Production  

The unhusked production in mill level (GKG) during the period of 2000 until 2015 has an  average 

increase of 2.6% (Figure 12). The highest increase occurred in 2009 with an increase of 6.75%. 

Meanwhile, the highest decrease occurred in 2001 with a figure of 2.8%. This increase was due 

to a larger harvested area and productivity. During the same period, the harvested area increased 

in average by 1.22%, meanwhile productivity increased on average by 1.31%. By the conversion 

rate of 58 % from unhusked rice in ÆÁÒÍÅÒȭÓ ÌÅÖÅÌ ɉ'+0Ɋ  ÒÉÃÅ, in 2015 reached 52.6 million tonnes 

of rice.  

 

Source: Statistics Indonesia (2017) 

Figure 12 Unhusked rice production at  mill level (GKG), 2000-2015 

Based on Table 10, the largest rice producers are East Java, West Java, Central Java, South 

Sulawesi, South Sumatera, North Sumatera, Lampung, West Sumatera, West Nusa Tenggara, and 

South Kalimantan. These provinces contribute around 80.1 percent to the total rice production in 

Indonesia, by an average growth rate of 6.7% per year. 
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Table 10 Rice production by Province in 2014-2016 (Tonne) 

Province 
Rice Production by Province (Tonne) 

2014 2015 2016 
Value Percentage Value Percentage Value Percentage 

Aceh 1,820,062 3% 2,331,046 3.1% 2,205,056 2.8% 
North Sumatera  3,631,039 5% 4,044,829 5.4% 4,609,791 5.8% 
West Sumatera  2,519,020 4% 2,550,609 3.4% 2,503,452 3.2% 
Riau 385,475 1% 393,917 0.5% 373,536 0.5% 
Jambi 664,720 1% 541,486 0.7% 752,811 0.9% 
South Sumatera  3,670,435 5% 4,247,922 5.6% 5,074,613 6.4% 
Bengkulu 593,194 1% 578,654 0.8% 642,754 0.8% 
Lampung 3,320,064 5% 3,641,895 4.8% 4,020,420 5.1% 
Kepulauan Bangka 
Belitung 

23,481 0% 27,068 0.0% 35,388 0.0% 

Kepulauan Riau 1,403 0% 959 0.0% 627 0.0% 
DKI Jakarta 7,541 0% 6,361 0.0% 5,342 0.0% 
West Java  11,644,899 16% 11,373,144 15.1% 12,540,550 15.8% 
Central Java 9,648,104 14% 11,301,422 15.0% 11,473,161 14.5% 
DI Yogyakarta 919,573 1% 945,136 1.3% 882,702 1.1% 
East Java 12,397,049 17% 13,154,967 17.4% 13,633,701 17.2% 
Banten 2,045,883 3% 2,188,996 2.9% 2,358,202 3.0% 
Bali 857,944 1% 853,710 1.1% 845,559 1.1% 
West Nusa Tenggara  2,116,637 3% 2,417,392 3.2% 2,095,117 2.6% 
East Nusa Tenggara 825,728 1% 948,088 1.3% 924,403 1.2% 
West Kalimantan 1,372,695 2% 1,275,707 1.7% 1,364,524 1.7% 
Central Kalimantan 838,207 1% 893,202 1.2% 774,466 1.0% 
South Kalimantan 2,094,590 3% 2,140,276 2.8% 2,313,574 2.9% 
East Kalimantan 426,567 1% 408,782 0.5% 305,337 0.4% 
North Kalimantan*) 115,620 0% 112,102 0.1% 81,854 0.1% 
North Sulawesi 637,927 1% 674,169 0.9% 678,151 0.9% 
Central Sulawesi 1,022,054 1% 1,015,368 1.3% 1,103,168 1.4% 
South Sulawesi  5,426,097 8% 5,471,806 7.3% 5,727,081 7.2% 
Southeast Sulawesi 657,617 1% 660,720 0.9% 696,954 0.9% 
Gorontalo 314,704 0% 331,220 0.4% 344,869 0.4% 
West Sulawesi  449,621 1% 461,844 0.6% 548,536 0.7% 
Maluku 102,761 0% 117,791 0.2% 99,088 0.1% 
North Maluku 72,074 0% 75,265 0.1% 82,213 0.1% 
West Papua  27,665 0% 30,219 0.0% 27,840 0.0% 
Papua 196,015 0% 181,769 0.2% 233,599 0.3% 
Indonesia  70,846,465  100%  75,397,841  100%  79,358,439  100%  

 

Figure 13 shows the largest rice producer in Indonesia. In the period 2014-2016, the largest 

produces rice are East Java, West Java, and Central Java. Those provinces give an average 

contribution  of 47.5% of the total rice production in Indonesia by an average growth rate of 6.1 

percent per year. It shows that rice supply in Indonesia still relies on production from Java Island. 




















































































































































































































































































































































