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The Historical Context of Oil Palm Plantation in North Sumatra 

The history of oil palm expansion in Indonesia always correlates with global palm oil 

market demand. In the colonial record, the Dutch government implemented an "open 

door policy" to encourage foreign investment and to open agricultural production to the 

private sector in 1870. At the same time, the opening of the Suez Canal in 1869 make 

a faster route from the East Sumatera—becoming part of North Sumatra after 

Indonesian revolution—to European markets. Local rulers (Sultans) of East 

Sumatra granted long-term concessions to foreign companies, which were interested 

in developing export agricultural production to secure their own sources of raw 

materials.  In 1913, the Dutch corporations invested in tobacco plantations, the British 

invested in tea plantations, the Americans invested in rubber plantations, and the 

Franco- Belgians concentrated on oil palm plantations (de Waard, in Stoler 1995: 

19). 

 

The Franco-Belgian SOCFIN (Societe  Financiere)  was  the  first  corporation  that  

introduced  palm oil cultivation in  Sumatra, after its  long  experience in  West  

African  plantations.  Although The Dutch controls over a large area of the operating 

estates in North Sumatra, the Americans had a strong influence in global trade. Prior to 

World War II, about 75% of the palm oil produced in Sumatra was exported to the 

United States, and about 46% of Sumatra's rubber was channeled into automobile 

industries in the United States (Dootjes 1938, in Stoler 1995: 21). 

 

In the late nineteenth century, foreign corporations preferred recruitment of Chinese 

workers because of their diligence rather than local people, before realizing that 

there were cheaper workers in Java.  In 1911, about 50.000 workers were migrated 

from central Java to be recruited as labors at private plantations. From 1925 to 1929, 

rubber and oil palm plantations were expanding nearly doubled and therefore increased 

significant demand for labor forces (Broersma 1919, in Stoler 1995:  30). The 

plantation expansion made East Sumatra serious food-deficient and totally dependent 

on imported rice. After the economic depression, between 1930 and 1933, private 

corporations had to reduce labor costs through massive dismissals of labors; the work 

force was reduced from 336,000 to 170,500 workers, though some of them were 

rehired at 25% of the former wage. Nearly half of fired Javanese workers   had  

become  part  of  the  urban proletariat as  unskilled laborers for Chinese merchants  

or petty commodity producers in their own  right  in  the  rapidly  growing  trading  

of  Medan,   Pematang  Siantar,  Tebing  Tinggi,  and Kisaran (Stoler 1995: 35). 

 

During the Japanese occupation, vast areas of plantations were cultivated for food 

production for war-time stockpiles. By the end of the war,  about  52,000  hectares,  

including  the  rubber  and  oil palm plantations, were turned over to food production 

(Pelzer 1978: 24). During the period of Indonesia's national revolution, there is no 

significant expansion of oil palm  plantations,  and  Sukarno even withdrew from the 

international agencies in August 1965. Under Suharto's new administration,  Indonesia  

renewed  ties  with   foreign   investors   and   funding   agencies   by  joining  the 

International Development Agency (IDA) in 1968. In the mid-1970s, state-owned 
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plantation enterprise (PT Perkebunan Nusantara), accompanied by a World Bank-

promoted inclusion of smallholders through contract farming, led the expansion of oil 

palm plantations (McCarthy and Cramb, 2009: 115–16). From the 1980s onwards,  

the  government  opened  agricultural  production for foreign direct investment, and then 

oil  palm  plantations  have  expanded  rapidly  every  year,  as well as their social-

ecological consequences. 

 

After the fall of Suharto in 1998, the government policy liberalized the Indonesian 

economy and supported the large-scale expansion of oil  palm  plantations  under  The  

IMF-led  structural adjustment (Gellert, 2005). In 2005/06, Indonesia overtook  

Malaysia  as  the  largest  palm  oil producer in the world, even though capital from 

Malaysia has played a major role in the oil palm expansion in Sumatra (Casson, 2000). 

Malaysia and Indonesia are the two  major palm  oil exporting countries, supplying 

over 80% of the global market (Colchester and Chao, 2011). 
 

The Expansion of Oil Palm Plantation and Production in North Sumatra 

According to the report of Directorate General of Estate Crops (2016), the total area 

of palm plantations has increased every year, from 133.298 ha in 1970 to  11.260.277  

ha  in  2015.  Meanwhile, The Center for Agriculture Data and Information Systems, 

Ministry of Agriculture (2016) reported that oil palm plantation areas have increased 

significantly  on  smallholder-owned estates as 27,39% per year (on period 1980-

2016), followed by private enterprises as 13,45% per year, and state-owned 

enterprises as 4,13% per year. Independent smallholders  owned  40,28%, private 

enterprises owned 53,13%, and state-owned enterprises (PBN) only owned  6,61%  

of  oil palm plantations in Indonesia. 

 

The rapid increase of  smallholder-owned  estates  was  driven  by  the  Nuclear  

Estate  Scheme (NES) model which was  promoted by World Bank and other donors 

since the 1960s.  The smallholders in satellite ('plasma') areas surrounding a  core  

('nucleus')  plantation  would  be contractually obliged to sell  their  fresh  fruit  bunches  

(FFB)  to  the  nucleus  oil  palm  mill.  In  the early 1980s,  the  government  favored  

foreign  direct  investment  (FDI)   to   achieve   economic growth and grant new 

concessions to large private companies. From 1986,  rapid  expansion  of oil palm 

plantations occurred via joint government-private sector development schemes involving 

transmigrants  under the  PIR-Trans  model,  which  are  similar  to   the   earlier   

nucleus   estate schemes. In  general,  the  plantation  company  develops  the  'nucleus  

estate',   while   the   national bank provided the capital for land clearance, planting, and 

other inputs for the 'satellite areas', cultivated by smallholders. 

 

 

 
Table 1. 

Oil Palm Plantation Area and Production 
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Year 
Total Area 

(Ha) 

Production (Ton) Export Volume (Ton) 

Crude Palm 
Oil 

Kernel Palm 
Oil 

Crude Palm 
Oil 

Kernel Palm 
Oil 

1970 133.298 216.827 48.763 - - 

1975 188.825 397.253 81.116 - - 

1980 294.560 721.172 127.949 196.361 4.890 

1985 597.362 1 .243.430 258.457 518.760 98.055 

1990 1 .126.677 2 .412.612 503.803 1.015.580 158.303 

1995 2 .024.986 4 .479.670 942.063 1.265.024 311.399 

2000 4 .158.077 7 .000.508 1.400.102 4.110.027 578.825 

2005 5 .453.817 11.861.615 2.474.532 10.375.792 1.043.195 

2010 8 .385.394 21.958.120 4.391.624 16.291.856 4.102.318 

2015 11.260.277 31.070.015 6.214.003 26.467.564 1.809.307 

Source: Directorate General of Estate Crops (2016) 

 

North Sumatera is the second largest palm oil plantation area (1.427.021 ha 

with total production 5.193.135 ton in 2015), after Riau (plantation area 2.400.876 ha 

with total production 8.059.846 ton) (Directorate General of Estate Crops 2016). The 

state-owned enterprises in North Sumatera acquired bigger plantation area and 

production, compared to state-owned  enterprises  of other provinces, although it’s still 

less than private corporation and smallholders. Surrounded by vast areas of oil 

palm plantations and because of the successful expansion of the state-owned 

enterprises in North Sumatra, Sei Mangkei was  selected  by the  national government 

to be built as the center of downstream palm oil-based  industries.  In  the  other  

hand,  North  Sumatera  also  has the biggest numbers  of  palm  oil  companies  (336  

companies),  consisting  87  state-owned enterprises, 250 private enterprises,  followed  

by  West  Kalimantan  (322  companies),  and  Riau  (200 companies) (BPS 2018a). 

 

 

Table 1. Oil Palm Plantation Area (Ha) at Five Provinces in 2015 
 

No Province Smallholders State Private Total 

1 Riau 1.354.503 91.854 954.519 2.400.876 

2 North Sumatera 418.002 324.043 684.977 1.427.021 

3 West Kalimantan 382.285 51.428 710.472 1.144.185 

4 Center Kalimantan 146.277 - 995.728 1.142.004 

5 South Sumatera 431.104 49.051 471.928 952.082 

Source: Directorate General of Estate Crops (2016) 
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PTPN III has the largest oil palm plantations and rubber estates, which are 

spreading in 8 districts: Labuhan Batu Selatan, Labuhan Batu Induk, Labuhan Batu 

Utara, Asahan, Simalungun, Serdang Bedagai, South Tapanuli, and West Aceh.  In  

2015,  PTPN  III  owned  12  oil  palm mills with the capacity production around 585 

tons of fresh  fruit  bunch  (FFB)  per  hour,  and  8  rubber mills with the capacity 

production around 200 tons  per  day.  The  main  product  of  PTPN  III  is crude 

palm oil (CPO), kernels, rubbers, and other second derivative products of that 

commodity (PTPN III 2016). Meanwhile, PTPN VI has palm oil and tea mills in nine 

districts: Langkat, Deli Serdang, Serdang Bedagai, Simalungun, Asahan, Labuhan Batu, 

Padang Lawas, Batubara and Mandailing Natal. PTPN IV has 15 units  of palm oil  

mills  with  total capacity  around  154  tons  of wet tea leaves) per day, and one  

processing  mill  of  kernels  with  total  capacity  around  450  tons per day (Maulana 

2014). 
 

Environmental Disaster, Land Grabs, and Labour Exploitation 

The ecological impacts of oil palm expansion in Indonesia are well-documented, 

especially on the destruction of forest. Local communities have managed this land for 

generations, growing food, harvesting medicines and building materials.  During the   

New   Order   period, the government usually used military forces to intimidate and  

expel local people from their land in the name of national stability. The district 

governments proposed about 20 million hectares of land to be converted  to  large-

scale  oil  palm  plantations  from  which  local  people  have  derived their livelihoods 

(Marti 2008). 

 

In 2004, the National Land Agency found that state-owned oil palm enterprise PTPN 

II had developed oil palm plantations about 19,000 hectares outside of the permitted 

areas in North Sumatra. The land clearing for oil palm plantations often takes place 

outside of the licensed area boundaries. In 2005, WALHI reported that PT Panca 

Surya Agrindo cleared about 2,880 hectares outside of their HGU in Lancang Kuning, 

Riau.  In 2011, the land conflict occurred because PTPN III expanded and grabbed the 

land which had been utilized by local people in two villages (Meria Padang and Paya 

Bagas) of Tebing Tinggi.  PTPN III collaborated with military forces about 350 

members to evict local people from their land.1 Such eviction was also conducted by 

the private enterprise. PT London Sumatera (Lonsum) has grabbed and damaged 165 

ha of local people farmland for the sake of its oil palm expansion 

(https://www.mongabay.co.id).2 

 
The expansion of oil palm plantations has caused environmental degradation. There are 

some negative impacts of oil palm plantations on water resources, reported by local 

people: (1) water resources are not able to be accessed by local people because 

companies control over land; (2) degraded rivers and increased flooding; (3) water 

pollution caused by pesticides and herbicides of oil palm cultivation, worsened by the  

frequent release of untreated palm oil mill effluent (POME) into waterways (in Marti 

2008: 95). 

https://www.mongabay.co.id/
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Besides land grabs  and  environmental  degradation,  local  people  around oil palm 

plantations have to seek work on the plantations to survive, becoming labour reserve 

army. The plantations take advantage of the  labour reserve  as  casual  workers  to  

reduce  their  full-time  work  force,  hired daily for low wages (Li, 2017). According to 

the research conducted  by  the  Sajogyo  Institute  research team (Sitorus  dkk.  

2015),  labor  exploitation  in  the  oil  palm  plantations  of  North Sumatra has been 

driven by at least two patterns. First, permanent  workers  have  a daily target  to meet. 

They have to achieve over  the  target  along  seven  working  hours.  If  they  are  not  

able  to meet the target, they are not allowed to come  home  despite  passing seven 

working hours.  On the other way, if they are able to achieve the target before 

passing seven working hours, they are held to continue their works. Second, the  

casualization  of  oil  palm  plantation  work   aggravates labour exploitation. There are 

two types of casual workers: casual workers directly hired by the company,   called  

―BHL‖  (Buruh  Harian  Lepas),  and   casual  workers  brought  in  by  permanent 

workers  to  assist  them,  especially  for  collecting  individual  fruits,  called  

―brondolan‖.  The  casual workers get much lower wage than average incomes of other 

workers. 

 

The Sei Mangkei SEZ as the Center of Palm Oil-Based Industries 

The Sei Mangkei was established as special economic zone (SEZ) under Indonesian 

Government Regulation Number 29/2012. Surrounded by vast areas of oil palm and 

rubber plantations, it was designed for developing industrial clusters of downstream 

palm  oil  and  rubber   manufacturing factories. Without  considering  social-ecological 

crises  around the  project,  its   design   mainly focuses on  sustaining  economic  

expansion,  enhancing  global  trade  and  market,  and  accelerating  the capital 

accumulation. Its strategic location has been therefore developed to be integrated into 

mega-infrastructure projects such  as  the  trans-Sumatra  toll  road  development,  

which  connects  areas across  Sumatra,  and  Kuala  Tanjung  International  Seaport  

development,  which  faces  the busy Malacca Strait connecting global value chains. 
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Figure 1. Infrastructure Projects of IMT+ Subregion (Indonesia Malyasia and 

Thailand Growth Triangle) 
 

Source: ERIA (2009) 

 

The Kuala Tanjung Seaport development is part of  both  The  Comprehensive  Asia  

Development  Plan (CADP) and Chinese’s Belt and Road Initiative (BRI). It was 

previously included into The IMT+  Subregion  (Indonesia  Malyasia  and  Thailand  

Growth   Triangle)   economic   corridors designed by CADP (ERIA 2009), then 

integrated into the BRI projects as Indonesia and China agreed  to  sign  the  

cooperation  contract  at  the  second Belt  and   Road  Forum  (BRF)  in  Beijing  on 

25-27 April 2019.3 While the Kuala Tanjung  Seaport  project  has  been  designed  to  

be  a modern  seaport  city  and  downstream  aluminum-based  industries  for  global  

trade,  the  Sei Mangkei SEZ project has been connected through railway to Kuala 

Tanjung for  making  an easy access to international markets (PTPN III 2016). 

 
 

1 https://sumutpos.co/2011/03/15/digusur-ptpn-iii-tiga-warga-terluka/ 
2 https://www.mongabay.co.id/2014/03/03/ratusan-petani-tolak-kriminalisasi-dan-tuntut-
penyelesaian-konflik/ 
3 https://theinsiderstories.com/indonesia-china-signs-23-investment-and-trade-agreements/ 

https://sumutpos.co/2011/03/15/digusur-ptpn-iii-tiga-warga-terluka/
https://www.mongabay.co.id/2014/03/03/ratusan-petani-tolak-kriminalisasi-dan-tuntut-penyelesaian-konflik/
https://www.mongabay.co.id/2014/03/03/ratusan-petani-tolak-kriminalisasi-dan-tuntut-penyelesaian-konflik/
https://theinsiderstories.com/indonesia-china-signs-23-investment-and-trade-agreements/
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Figure 2. Economic Corridor Connectivity in North Sumatra 
 

 

 

Legend: 
 

 

 

 

 
 

 

 
 

 
 

: Existing toll road 

: Toll road project (Tebing Tinggi–Siantar–Parapat) 
: Toll road project across Sumatra 

(Medan–T. Tinggi–Sei Mangkei SEZ–Kisaran–Lampung) 

: Proposed toll road (Sei Mangkei–Pematang Siantar) 

: Existing railway (Medan–Pematang Siantar and Medan–Sei Mangkei–Kisaran–Rantau 
Prapat) 

: Railway project (Bandar Tinggi–Kuala Tanjung) 
 

According to the Sei Mangkei SEZ Masterplan, the designed area covering 

1.933,80 ha is planned to be developed into three phases:  for  first  phase,  around  

104  ha  had  been  developed from 2011 to 2015; for second  phase, around 640 Ha 

has been developed  from 2016 to 2020; and the third phase around 1.933,80 ha will 

be  the  final  development  until  2031.  The  total  funding needed for the project is 

about $ 9.214.944 (Rp. 129 trillion). As the center of downstream palm oil-based 

processing industries, the Sei Mangkei SEZ is estimated to be able to accommodate 

approximately 200 factory  units  (PTPN  III  2016).  This  economic  corridor  

expansion  is  expected to solve the economic slowdown of absorbing abundant  palm  

oil  commodities  for  global  market. This long-term capital project  through  opening  

up  new  production  capacities,  new  markets  and new labor possibilities, would lead 

to the greater social and economic inequality. 
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The State Roles on Boosting Capital Accumulation 

PT Perkebunan Nusantara III (PTPN III), a state-owned plantation enterprise in 

agroindustry, is designated to manage and develop the Sei Mangkei SEZ, as regulated 

under regency policy of Simalungun No. 188.45/193/BPPD/2013.4  This  state-owned  

plantation  enterprise  was  previously the initiator for proposing the Sei Mangkei 

industrial zone as special economic zone (SEZ). The assignment of PTPN III to execute 

the Sei Mangkei SEZ development is because  of its  historical record which is better  

than  the  other  state-owned  enterprises  in  developing  oil  palm  plantations and 

production.  However,  the  private  enterprises  have  expanded  and  produced   oil  palm 

plantations much bigger than  PTPN  III.  The  Sei  Mangkei  SEZ  development  is  

targeted  to  be more competitive in palm oil production. 

 

Not only does PTPN III have  an  important  role  in  managing  and  developing  the  

Sei  Mangkei SEZ, it also gets a special support from the central government by giving 

capital increase of government  budgeting.  As  regulated  under the  ministry   of   

finance  policy   No. 468/KMK.06/2014, PTPN III  gets capital addition around 

90% (Rp. 10 trillion) which is transferred  from  the  government  budgeting  for  

other  state-owned  plantation  enterprises,  and  then it becomes  the  holding  state-

owned  enterprise  in  agroindustry.  This  capital  boosting  is  to  create the flow 

acceleration of palm oil commodity for the sake of profit accumulation. 
 

The additional capital of PTPN III is far from adequate for the total calculated fund  of  

the  Sei Mangkei SEZ development. The government of Indonesia therefore offers and 

provides special investment schemes and  procedures,  with  various  kinds  of  fiscal  

and  non-fiscal  incentives,  for other countries or transnational corporations to  take  

part  in  the  Sei  Mangkei  SEZ  development. The investors  will  enjoy  fiscal  

incentives  such  as  exemption  or  reduction  of  corporate  tax  on both  building  and  

profit,  and  non-fiscal  incentives  such  as  simple   licensing   and   accessing services. 

In 2018, the only private corporation which has operated in the Sei Mangkei SEZ is 

PT Unilever Oleochemical Indonesia, producing fatty acid, surfactant, soap noodle, 

and glycerin. 

 

Magnifying Social-Ecological Crises 

 

The development of the Sei Mangkei SEZ and its infrastructures to the global market is 

not  only ignoring or reinforcing the old social-ecological crises but also creating the 

new ones. As  the downstream palm oil-based processing industries, the Sei Mangkei 

SEZ expectedly needs a great increase on palm oil supply demand and further 

plantation expansion, which requires continuous enclosure  and  dispossession  in  the  

forms  of  land  grabbing.The  local  people   without  farmland were forced to become 

labour reserve army which remained unemployed. The under-developed industries of 

Sei  Mangkei  SEZ  doubtlessly need  to  recruit  more  skilled  labors  in  mechanics 

rather than local farmers without land. 
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The Sei Mangkei SEZ  has been  developed  and  connected  to   the  other  mega-
infrastructure projects for global trade, especially  the  mega  project  of port-industrial 
complex in  Kuala  Tanjung as international hub.  Kuala  Tanjung  port  development  
has  caused  another  negative  social- ecological impacts. In April 2017, several 
fishermen organizations came to Central Jakarta to protest against the president’s 
maritime strategy  which  excludes  the  livelihood  of  traditional fishermen.

5
 

 

According to a survey by KNTI (2018), the expansion of the Kuala Tanjung port 

decreases the catching area for local fishermen along the coastal area. They have to sail 

further to catch the fish because of losing access to fishing grounds, and even worse 

when they are forced to make competition with big  fishing  trawlers.  Before  the  

expansion  of  the  port  development,  local fishermen have  earned  IDR 200,000 to  

300,000 a day,  but today it  is  hard  to  reach IDR 100,000  a day. 
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Keputusan Bupati Simalungun No. 188.45/193/BPPD/2013 

5 Anugerah Perkasa, CNN Indonesia, ProtesPoros Maritim, Nelayan gelar demo ke istana, 6 April 2017 

https://www.cnnindonesia.com/nasional/20170406073228-20-205315/protes-poros-maritim-

nelayan-gelar- demo-ke-istana 

 

https://www.cnnindonesia.com/nasional/20170406073228-20-205315/protes-poros-maritim-nelayan-gelar-demo-ke-istana
https://www.cnnindonesia.com/nasional/20170406073228-20-205315/protes-poros-maritim-nelayan-gelar-demo-ke-istana
https://www.cnnindonesia.com/nasional/20170406073228-20-205315/protes-poros-maritim-nelayan-gelar-demo-ke-istana

