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SUBSTANCE

Presidential Regulation (Perpres) Number 18 Year 
2020 on the National Mid-Term Development 
Plan (RPJMN) 2020-2024 has included a policy 
to develop a palm-oil based Biofuel (BBN), the 
raw material for which is met by empowering 
smallholder palm oil plantations in the National 
Strategic Project (PSN). This policy will impact 
biofuel development and the empowerment 
of self-subsistent palm oil farmers in Indonesia. 
However, there is still a gap in implementing 
said policy. This study aims to formulate a 
strategy to implement this policy. In formulating 
a policy implementation strategy, this study 
uses a descriptive approach by applying the 
Regulatory Impact Assessment (RIA) approach. 
Data is collected by distributing questionnaires 
and conducting semi-structured interviews 
with stakeholders relevant to this policy. The 
finding from this study is that implementation 
requires strong support from the government, 
because, until today, the policy process has 
only reached the drafting domain, and has not 
become the government’s work plan. Ministries 
and Agencies given the mandate to implement 
this policy, such as the Ministry of Agriculture 
and Ministry of Energy and Mineral Resources, 
must immediately include it in their work plan 
and budget plan. In addition, other policies are 
needed to support the implementation of this 
policy, such as a policy to improve the capacity 
of self-subsistent palm oil farmers and an 
incentive policy to develop a palm oil biofuel by 
empowering smallholder palm oil plantations

Key words: Biofuel, smallholder palm oil plant-
ations, regulatory impact assessment
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1. INTRODUCTION 

The availability of energy is fundamental for 
development. This is especially true for Indonesia, 
a developing country with an increasing rate of 
expansion and growth, thus requiring a large 
energy supply. Because of this, the government 
continues to focus on development in the 
energy sector. One strategy is to promote the 
use of Biofuel (BBN) as a New Renewable Energy 
(EBT) source. The development of biofuel aims 
to cover the shortage of domestic fossil fuel 
(BBM) production, utilize the abundant biofuel 
resources within the country, and support the 
global commitment to climate change.

Indonesia must cover the shortage of fossil 
fuel supply due to the steady decline of oil 
production (Cross Ministries Team, 2020). In 
1977, oil production was 1.7 million barrel per 
day (b/d), while in 2020, there was only 700 
thousand b/d (Widyastuti and Nugroho 2020). 
As a result, the Central Agency for Statistics 
(2020) recorded that energy imports continued 
to increase every year. In 2019, the import of light 
level fossil fuels was 776,008 terajoules, crude 
oil and condensate was 496,198 terajoules, and 
Liquified Petroleum Gas (LPG) and Refinery Gas 
was 260,270 terajoules. This oil and gas import 
continued to widen the deficit of Indonesia’s 
balance of trade (LPEM FEB-UI, 2020a).

To reduce this deficit, the Government of 
Indonesia has declared a program to use 30% 
biodiesel (B30) in 2020 (Saputra et al, 2021; 
LPEM FEB-UI, 2020b). The objective of this 
program is to find a New Renewable Energy, 
use clean energy, and reduce CO2 emissions; to 
control the dependency on fossil fuel imports, 
including diesel fuel imports; and utilize palm oil 
as a biofuel source (Saputra et al, 2021). 

In addition to Indonesia having an abundant 
palm oil production, the use of palm oil as a raw 
material for the biofuel industry has proven to 
be more efficient compared to other vegetable 
oils, such as soybean oil, sunflower seed oil, 
and rapeseed oil (Mekhilef, Siga, and Saidur, 
2011; Yasinta and Karuniasa, 2021). Moreover, 
the progressive growth of the palm oil market 
over several recent decades has shown its more 

suitable and attractive role as a raw material 
for energy and food sources compared to other 
vegetable oils (Dey et al, 2020). 

The large biofuel potential from palm oil has 
turned the biofuel use program into a National 
Strategic Project (PSN) in the National Mid-
Term Development Plan (RPJMN) 2020-20241. 
However, there are still many challenges to face 
to promote the use of biofuel, particularly palm 
oil-based biodiesel. The most crucial being the 
issue of the raw material supply chain from palm 
oil plantations to the biofuel industry (Khatiwada 
et al, 2021).

The raw material supply chain from self-
subsistent palm oil plantations to the biofuel 
industry is an aspect that needs to be improved. 
Indonesia has 5.3 million hectares of self-
subsistent palm oil plantations whose added 
value needs to be enhanced within the biofuel 
industry chain. This is important so that the 
added value enhancement through the biofuel 
industry is not only enjoyed by large palm oil 
companies. 

The fact is, until today, only large companies, 
with their integrated business from palm 
oil plantations to the biofuel industry, enjoy 
the added value of this new industry. These 
companies directly convert Crude Palm Oil (CPO) 
(around 10-11 million tons) into biodiesel in their 
own factories. Thus, the added value increase 
from CPO to biodiesel can reach 7-8% (Saputra 
et al, 2021). Self-subsistent palm oil farmers 
should also enjoy this added value because, in 
the national palm oil industry ecosystem, self-
subsistent palm oil farmers play a major role in 
improving the welfare of the rural community 
(Budidarsono et al, 2013).

Referring to RPJMN 2020-2024, the government 
has defined an issue in the governance of the 
national palm oil industry, specifically the 
unaligned palm oil downstream development to 
its upstream sectors. Since 2015, downstream 
sectors, throughout the biofuel industry, have 
grown rapidly and are able to create a new 
market for the national palm oil. However, its 

1. Presidential Regulation (Perpres) Number 18 Year 2020 on National Mid-Term Development Plan 2020-2024
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added value has not optimally reached small 
business actors, namely self-subsistent palm 
oil farmers. Despite the rise of CPO price, the 
TBS price at the farmer level does not rise 
comparably to the CPO price increase. The price 
increase transmission is not optimal due to an 
issue in the palm oil supply chain from farmers.

RPJMN 2020-2024 promotes palm oil downstream 
through the biofuel industry and empowers the 
inner self-subsistent palm oil farmers. These 
two programs can be integrated into a policy 
framework, namely developing a smallholder palm 
oil-based biofuel industry. Achieving this notion 
requires a significant change in the governance 
of both sectors, the palm oil plantations and the 
biofuel industry. The biggest challenge is building 
the capacity of self-subsistent palm oil farmers 
to be directly involved as suppliers in the biofuel 
industry chain.

This study attempts to analyze challenges and 
opportunities in implementing the biofuel usage 
policy for the development of self-subsistent 
palm oil farmers, using the Regulatory Impact 
Assessment (RIA) approach. The RIA method 
is used to analyze the Presidential Regulation 
Number 18 Year 2020 on RPJMN 2020-2024, 
specifically regarding the palm oil-based biofuel 
development policy, for which the raw materials 
are met by empowering smallholder palm oil 
plantations2. This study aims to: 1) analyze the 
biofuel usage policy in Indonesia, 2) analyze the 
opportunities and challenges in implementing 
the smallholder palm oil-based biofuel usage 
policy, and 3) formulate a policy strategy for 
building the capacity of self-subsistent palm oil 
farmers in supporting the raw material supply of 
the biofuel industry in Indonesia. 

2. Presidential Regulation (Perpres) Number 18 Year 2020 on National 
Mid-Term Development Plan 2020-2024, Annex I, page II.24.
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2. STUDY METHOD

This study analyzed the regulation on the 
development of the biofuel policy and the 
empowerment of smallholder palm oil plantations 
in Indonesia. The regulation that serves as 
the analysis unit of this study is Presidential 
Regulation No. 18 Year 2020 on RPJMN 2020-
2024, specifically regarding the policy to develop 
biofuel based on palm oil whose raw material 
is met by empowering smallholder palm oil 
plantations. The government has included this 
policy in the National Strategic Project (PSN). 

Conceptually speaking, this study began from 
the policy to develop biofuel in Indonesia, which 
was rolled out in 2006 through a program that 
mixed biodiesel with diesel fuel. Gradually, the 
government continued to improve biodiesel 
mixing to up to 30% (B30) until 2020. This policy 
is crucial to the development of the national 
energy sector, so the government has included it 
in the PSN. This study analyzed the development 
of regulations and the biodiesel policy, as the 

The data from this study comes from two sources, 
namely primary and secondary data. Secondary 
data was obtained from various sources, such as 
data published by the government, documents 
related to the use of biodiesel, articles published 
in journals, books, and various other sources 
relevant to the objective this study. Primary data 
was obtained using questionnaire and interviews 
with key informants. 

2.1. CONCEPT FRAMEWORK 

2.2. SOURCE AND TECHNICAL ASPECT 
OF DATA ANALYSIS 

initial process to understanding the regulatory 
framework and the policy to develop biofuel in 
Indonesia.

Next, this study analyzed the government’s 
policy in Perpres No. 18 Year 2020, regulating 
the policy to develop biofuel based on palm 
oil whose raw material is met by empowering 
smallholder palm oil plantations. In this section, 
the RIA approach was used to analyze the 
opportunities and challenges as well as the 
implementation strategy of this policy. In the 
first stage, RIA analysis was used to review the 
Presidential Regulation (Perpres) Number 18 
Year 2020 on RPJMN 2020-2024, specifically 
regarding the policy to develop biofuel based 
on palm oil whose raw material is met by 
empowering smallholder palm oil plantations. At 
this stage, there would also be an elaboration of 
10 basic questions which served as the standard 
set forth by the Organisation for Economic 
Cooperation and Development (OECD) on the 
RIA analysis method (OECD, 2008; OECD, 2009). 

In the second stage, impact assessment was 
done to the policy to develop biofuel based 
on palm oil whose raw material is met by 
empowering smallholder palm oil plantations, by 
elaborating the RIA concept developed by OECD. 
This assessment included: formulating problem, 
identifying objective, developing and selecting 
the best policy alternative, and formulating the 
strategy to implement the policy (OECD, 2008; 
OECD 2009).

Biofuel Policy

Perpres No. 18 Year 2020 
on RPJMN 2020-2024

“The policy to develop 
a palm-oil based biofuel 

whose raw material is met by 
empowering smallholder palm 

oil plantations”

Work plan and budget plan at 
the ministry/agency level in 

implementing this policy

Regulatory Impact 
Assessment 

Figure 2.1. Study Concept Framework 
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Table 2.1.  Number of Sample and Sample Criteria 

Type of 
Respondent

Target Realization

Number of 
Sample for 
Question-

naire

Number of 
Sample for 
Question-

naire

Number 
of 

Sample 
for 

Interview

Government 14 6 4

Business 
actors

12 1 3

Academics/
researchers

8 9 3

NGOs 14 10 3

Total 48 26 16

This data collection stage began by distributing 
questionnaire to respondents using purposive 
sampling. The respondents’ criteria were set 
forth as parties who understood about the 
policy of biofuel use, directly and indirectly 
involved in formulating and implementing the 
policy, and parties who have the competency 
regarding this policy, demonstrated by their 
previous researches. Next, the interview was 
done with key informants. In this case, these key 
informants were selected from respondents who 
have completed the analyzed questionnaire.

Based on the above criteria, the number of 
respondents was targeted at 48 respondents to 
complete a structured questionnaire. However, 
not all targeted respondents could be met in 
this study, since only 26 out of 48 respondents 
completed the questionnaire. On the other 
hand, interviews were done with a total of 16 
respondents. We used descriptive analysis to 
analyze the policy to develop biofuel based 
on palm oil whose raw material is met by 
empowering smallholder palm oil plantations.
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3. FINDINGS AND 
DISCUSSIONS 

The use of biodiesel as a new and renewable 
energy source in Indonesia was done by mixing 
biodiesel and diesel fuel into biodiesel fuel 
(biosolar). This mixing program was commenced 
in 2008 after the government issued the 
Presidential Instruction (Inpres) Number 1 Year 
2006 on the Acceleration of Supplying and Using 
Biofuels. In 2008, the government stipulated 
mixing 1% biodiesel into diesel fuel (B1). 

This biodiesel development initiative was 
actually a response to the rising global crude oil 
prices during 2004-2006. At the time, Indonesia 
was very dependent on fossil fuel imports, whose 
price was mostly subsidized by the government. 
As a result of this crude oil price increase, there 
was a rise in the amount of fuel subsidy in the 
government’s budget (Chelminski, 2018). Due to 
a heavy fiscal burden, the government increased 
the price of fuels (Mouroungane, 2010). This 
policy caused economic turmoil and increased 
the poverty rate (Dartanto, 2012).

3.1. REGULATORY FRAMEWORK 
FOR BIOFUEL USAGE POLICY 
IN INDONESIA

This condition made the government look for 
a strategy to reduce the use of fossil fuels. So, 
one of the breakthroughs was through the use 
of biodiesel (Kharina et al, 2016). However, 
this program suffered many setbacks, due to 
the less competitive price compared to fossil 
fuels at the time (Dharmawan et al, 2018). In 
addition, the raw material, which at the time 
was from the Jatropha curcas (Jarak Pagar) 
plant, was considered less efficient to create 
competitiveness for the biodiesel industry. 

In 2013, the government increased the biodiesel 
mixture by 10% (B10) and made it mandatory for 
public transportation to use it. The government 
provided incentive support to business owners/
actors or biodiesel producers to support this 
program (Arrumaisho & Sunitiyoso, 2019). This 
previously stagnant program began to gain 
traction due to the incentive support from the 
government. In addition, the use of palm oil raw 
material for the biodiesel industry became more 
competitive, thus in terms of business feasibility, 
fared better than Jarak Pagar.

This biodiesel usage policy gained momentum 
through the government policy to intensify 
using new and renewable energy during the first 
period of the Jokowi Administration. In 2015, 
the government increased the biodiesel mixture 
program from 10% (B10) to 15% (B15), and 
aggressively continued to increase it even more, 
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hence in 2020, the mixture had reached 30% 
(B30). This program has caused the biodiesel 
market orientation in Indonesia to change 
significantly, from initially export-oriented to 
becoming domestic market-oriented (Pambudi 
et al, 2019). Based on data from the Ministry 
of Energy and Mineral Resources (2019), from 
a total production of 8.39 million kilo liter, as 
many as 76,1% was absorbed by the domestic 
market and 23.9% by the export market. 

This acceleration was a response from the 
government to reduce fossil fuel imports 
and address the balance of trade deficit that 
continued to rise during this period. In addition, 
this program also served as the instrument 
to stabilize the falling palm oil prices due to 
overproduction, which if left unchecked, would 
impact the national economy (Nuva et al, 2019). 
It has been proven that with the B30 program 
since 2018, the government has been successful 
in reducing diesel fuel import by USD 2.53 billion 
and the CPO price continues to rise to reach its 
highest point in history, namely USD 1,365 per 
ton (BPDPKS, 2021). This means, besides acting 
as the government’s effort to increase the 
national energy mix, this policy also served as 
its response to the development of the national 
economic condition at the time.

On the incentive aspect, the government continues 
to strengthen its incentive provision. The goal is to 
improve industrial competitiveness and control 
the price of biodiesel to be equivalent to the 
price of diesel fuel. If previously the incentive was 
budgeted through the National Budget (APBN), 
since 2015, the biodiesel development incentive 
has been directly managed under the palm oil 
plantation fund collection policy. This fund is 
collected from the export payment of palm oil 
and its derivative products and is managed by the 
Managing Agency for Palm Oil Plantation Fund 
(BPDPKS) (KPK, 2016).

The incentive’s impact on competitiveness 
can be seen by the increasing interest from 
investors to invest in the biodiesel industry. In 
2020, there were around 19 companies that 
have built biodiesel factories in Indonesia, with 
a production capacity reaching 13.4 million 
kiloliters, with a total investment of USD 1.54 
billion. 

The use of palm oil plantation fund for biodiesel 
development incentive actually received critics 
from various parties. This incentive perceived 
to be inappropriate, because based on Law 
Number 39 Year 2014 on Plantation, which 
becomes the legal basis for the plantation fund 
collection, the fund is not allocated to be used 
for biodiesel development incentive (KPK, 2016). 
However, the government still used this fund for 
biodiesel development fund, arguing that it was 
done to stabilize the price of palm oil and keep 
its industry competitive. 

Next, in 2020, the government issued Law 
Number 11 Year 2020 on Job Creation. The Law 
Number 11 Year 2020 was a law that changed 
several other laws, including Law Number 39 
Year 2014 on Plantation, or was referred to as the 
Omnibus Law. The arrangement to use palm oil 
plantation fund in Article 93 Paragraph 4 of Law 
Number 39 Year 2014, which did not include the 
use of this fund for biofuel (biodiesel) incentive, 
was changed by Law Number 11 Year 2020 by 
including biofuel incentive in the plantation 
fund usage. 

The incentive policy was also followed with an 
obligation for Fossil Fuel Enterprises (BUBBM) to 
mix biodiesel, promoting an increase of biodiesel 
production. In 2009, when the biodiesel mixture 
program was first initiated by the government, 
the production was only 190 thousand kiloliters. 
As many as 119 thousand kiloliters or 62.6%,  were 
domestic consumption. In 2019, production has 
reached 6.9 million kiloliters, with the domestic 
consumption reaching 5.5 million kiloliters, 
or 79% from the total production (Ministry of 
Energy and Mineral Resources, 2019).

The success of this biodiesel usage policy 
provided an enormous hope for the fulfillment 
of the energy mix target. During the period 
of 2009-2019, the growth of Biodiesel use 
reached 85% per year. If this growth can be 
well maintained, the Government of Indonesia 
is optimistic that the energy mix target in 2025 
and 2050, respectively 23% and 31%, can 
be achieved (Ministry of Energy and Mineral 
Resources, 2019). Therefore, the government 
continued to try to increase the use of biodiesel 
mixture over 30% (B30) during the next period.
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However, this policy received critics from 
various parties, especially from smallholder 
palm oil farmers. Small business owners in the 
palm oil plantation sector felt that this policy 
was extremely biased towards large business 
owners. As one of the palm oil suppliers, 
farmers have yet to receive a large benefit out 
of this policy. According to palm oil farmers, 
this policy actually transferred the function of 
palm oil plantation fund for the development 
of smallholder palm oil plantations to giving 
incentives to biofuel companies3. 

The government, in Presidential Regulation 
(Perpres) No. 18 Year 2020 on RPJMN 2020-
2024, tried to change the direction of the 
development of biofuel based on palm oil by 
improving the raw material supply chain system 
for the biofuel industry. Previously, the raw 
material support for the biofuel industry was left 
to the market mechanism. In this Perpres No. 18 
Year 2020, the government tried to integrate 
the raw material supply chain system for the 
biofuel industry with the output produced by 
smallholder palm oil plantations. 

Through this Perpres, the government wants the 
development of palm oil-based biofuel industry 
to involve self-subsistent palm oil farmers. 
One of the initiatives has been done by the 
government by developing the green fuel palm 
oil-based biofuel in Musi Banyuasin District. This 
green fuel industry is based on the palm oil from 
smallholder palm oil plantations4. 

The inclusion of this policy in Perpres No. 18 Year 
2020 unlocks an opportunity to increase the 
added value for smallholder palm oil farmers. 
RPJMN 2020-2024 is a development planning 
document that guides the policymaking process 
and the government’s work plan and budget 
plan development for developmental activities 

3.2. REVIEW ON THE POLICY TO 
DEVELOP BIOFUEL BASED ON 
PALM OIL WHOSE RAW MATERIAL 
IS MET BY EMPOWERING 
SMALLHOLDER PALM OIL 
PLANTATIONS

3. Interview result with the Association of Palm Oil Farmers.
4. Interview result with a respondent from the government 
5. Interview result with the Palm Oil Farmer Association and academics 

in Indonesia for five years. Which means, 
Perpres No. 18 Year 2020 is very strategic in 
implementing national and local development 
programs. All palm oil developments in the 
next five years, both in the upstream and 
downstream sector, is directed to improve the 
development of biofuel whose raw material 
is met by empowering smallholder palm oil 
plantations.

However, a work plan requires a good execution. 
Not everything that has been planned can be 
executed according to the goals and targets of 
the plan. Policies and programs enshrined in 
RPJMN often cannot be implemented by the 
government, or if they can, the intended goals 
and targets cannot be achieved (KPK, 2019). 
Therefore, a method to conduct assessment on 
the policy and program plan is needed.

In this study, the RIA approach is used to test 
whether the policy to develop biofuel based 
on palm oil whose raw material is met by 
empowering smallholder palm oil plantations 
can be implemented according to the goals 
and targets intended by the government. The 
following are a number of key points in the 
RIA approach that needs to be addressed in 
assessing this policy.

A. Is the problem of the policy correctly 
defined by the government?

Referring to RPJMN 2020-2024, the government 
has actually defined the problem in the 
governance of the national palm oil industry, 
namely the lack of alignment between the 
development of palm oil downstream and the 
upstream sectors. Since 2015, the downstream 
sector, namely the biofuel industry, has been 
rapidly growing and are able to create a new 
market for the national palm oil. However, the 
added value has yet to be optimized to reach 
small business actors, namely smallholder palm 
oil farmers. Despite the rise of CPO price, the 
TBS price at the farmer level has not increase 
comparably to this CPO price rise. The price 
increase transmission has not been optimal due 
to a problem in the palm oil supply chain from 
the farmers5.
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B. Is the action of the government in 
formulating this policy appropriate?

Has the government defined the problem of 
this policy correctly?

Figure 3.2.  Respondents’ Answers on the Problem 
Definition in the Smallholder Palm Oil Plantation 

Development-based Biofuel Policy 
(Source: processed by the 2021 survey data)

this aspect, we can see that there is a need to 
reformulate the problem definition according to 
facts on the field in formulating this policy.

Based on respondents’ opinions, 50.0% of the 
total respondents answered that this policy 
was appropriate. However, there were 42.3% 
respondents who answered inappropriate, the 
rest, 7.7%, answered did not know. In the short 
term, increasing the supply of raw material from 
smallholder palm oil plantations to the biofuel 
industry is an effort to strengthen palm oil farm-
ers’ position in the palm oil market, especially in 
the domestic market7. However, in the long run, 
a sustainable policy is required. This policy plan 
was deemed to not be designed for the long 
run and the basis was just in the form of pilot 
programs, such as the one in Musi Banyuasin 
District. This also became a reason why many 
respondents answered inappropriate.

The need to downstream palm oil is inevitable, 
so that Indonesia does not continue to export 
raw materials to the international market (Cross 
Ministries Team, 2020). Not to mention, down-
stream of palm oil through developing biofuel is 
a strategic step towards national energy security 
and improving the competitiveness of the palm 
oil plantation sector. But, there are so many 
problems at the upstream sector, especially 
for smallholder palm oil plantations, that this 
downstream policy is still far from an effort to 
improve the governance of smallholder palm 
oil plantations. We truly support the palm oil 
downstream program integration with the de-
velopment of smallholder palm oil plantations, 
but there must be a special program that di-
rectly targets improvements on the governance 
aspect of smallholder palm oil plantations, 
such as the smallholder palm oil revitalization 
program, productivity improvement program, 
farmer institutional aspect strengthening pro-
gram, a program to resolve smallholder palm 
oil plantations within forest areas, and so on. 
These programs need to actually be developed 
before achieving palm oil downstream based on 
smallholder palm oil plantation empowerment.

6. Interview result with academics and NGOs
7. Interview result with the government, palm oil companies, and academics

The government then acknowledged this 
issue and tried to conduct a policy design by 
integrating the development of biofuel with 
smallholder palm oil plantations. However, 
RPJMN 2020-2024 has not seen the actual 
root problem. The problem did not simply 
lie in the supply chain, but there was a gap in 
land ownership and production input between 
smallholder palm oil farmers and palm oil 
companies. With a governance that followed 
this market mechanism, palm oil farmers were 
being eliminated, because they did not have 
the power to intervene the market6. So, when 
the policy to empower farmers to support the 
development of the biofuel industry was issued, 
an intervention to this root problem needed to 
be done. If not, market power would once again 
eliminate smallholder palm oil farmers in the 
supply chain of the national palm oil industry. 
In essence, this policy and program are only 
temporary, with no guarantee of sustainability.

Similarly, 57.7% respondents involved in the 
survey mentioned that the issue regarding  
palm oil-based biofuel policy, integrated with 
the development of smallholder palm oil 
plantations, has not been  well-defined by the 
government. Only 23.1% said that the issue has 
been well-defined in RPJMN 2020-2024. From 
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C. Is the current policy the best move that 
the government can make?

D. Is there a legal basis for the policy?Is the government policy to integrate the 
development of the biofuel industry and 

empowering smallholder palm oil plantations 
appropriate?

Figure 3.3.  Respondents’ Answer on the Appropriateness 
of Government Policy to Integrate the Development of the 

Biofuel Industry with the Empowerment of Smallholder 
Palm Oil Plantations

(Source: processed from the 2021 survey data)

As previously explained, this policy was one 
of the government’s efforts to promote the 
improvement of smallholder palm oil plantations’ 
competitiveness in the national palm oil industry. 
By integrating the development of the biofuel 
industry and the empowerment of smallholder 
palm oil plantations, the government intended 
to improve the welfare of smallholder palm oil 
farmers.

Hence, promoting so that this policy gets included 
as a primary agenda in RPJMN 2020-2024 was the 
right move. When this policy gets included in the 
RPJMN, the government will turn this policy into 
a government work plan and budget plan. Thus, 
policy implementation can gain various support 
from all stakeholders. If it is not in the RPJMN, this 
policy may not be implemented as a program and 
budgeting in the National Budget. So, in terms of 
policy strategy, including this policy in Perpres No. 
18 Year 2020 on RPJMN 2020-2024 was the right 
move8.

In terms of legal framework, this policy already 
has a strong legal basis, because it was included in 
Perpres No. 18 Year 2020. In terms of regulatory 
and policy governance, this Presidential Regulation 
(Perpres) was able to reach all key stakeholders, 
especially in the government, such as the Ministry 
of Agriculture, Ministry of Industry, and Ministry of 
Energy and Mineral Resources. This policy could 
even reach local governments.

However, many respondents, namely 69.2% 
respondents, still stated that this policy does 
not have a strong legal basis. Only 26.9% stated 
it is already strong. The interview result with 
stakeholders stated that the inclusion of a policy 
into RPJMN does not necessarily mean it is 
effective to promote governance improvement. 
In many cases, strategic policies in RPJMN do not 
get implemented in the government work plan. 
This is because unpacking policies from RPJMN 
requires a political decision at the ministry and 
agency level. Often, this political decision is 
far from the direction and policy mentioned in 
RPJMN (KPK, 2019).

8. Interview result with the government and academics

Is the policy on developing biofuel based on 
smallholder palm oil plantations already sound 
as a legal basis for program implementation?

Figure 3.4.  Respondents’ Answer on the Legal Basis of 
the Government Policy to Integrate the Development of 
the Biofuel Industry and Empowerment of Smallholder 

Palm Oil Plantations 
(Source: processed from the 2021 survey data)



14

Is this policy provide benefits for the 
development of smallholder oil palm 

plantations and the biofuel industry in 
Indonesia?

Figure 3.5.  Respondents’ Answers on the Benefits of the 
Government Policy to Integrate the Development of the 
Biofuel Industry with the Empowerment of Smallholder 

Palm Oil Plantations 
(Source: processed from the 2021 survey data)

E. How many levels of government 
bureaucracy are involved for the 
coordination of this policy?

F. Is the policy beneficial compared to the 
cost?

RPJMN is developed structurally and system-
atically as the government’s formal document 
for development planning in five years. In 
addition to being a part of the National Long 
Term Development Plan (RPJPN), RPJMN also 
accommodates political interests of the elected 
president and vice president. The vision, mission, 
and program offered by the president and 
vice president elect during their campaign are 
included in the framework to develop RPJMN. 

In terms of bureaucracy in preparing the 
document, this RPJMN represents all stakeholders 
in development, starting from the community level, 
village government to the national government. 
Therefore, the RPJMN development must go 
through a bottom up development planning 
discussion. Which means, to systematically prepare 
the document, all stakeholders must be involved. 
The levels of the government bureaucracy involved 
start at the village government, district/city 
government, provincial government, and national 
government levels. At the national government 
level, it horizontally involves ministries and 
agencies.

A good policy is a policy that benefits the 
public. In principle, a policy is made to resolve 
an issue and provide a guide on the issue 
resolution process to create improvements for 
the public. However, in the policymaking and 
implementation process, the benefits intended 
from the policy are often not achieved, on the 
contrary, it can adversely impact the wider 
community.

Besides the benefit aspect, a good policy can also 
calculate the cost arising from its development, 
implementation, and supervision processes. 
A good policy has a greater benefit value 
compared to its cost. In this condition, some 
countries have used the Cost-Benefit Analysis 
(CBA) method in developing a policy.

Regarding the policy to develop palm oil biofuel 
based on smallholder palm oil plantations 
empowerment, the government did not use 
the CBA approach, thus it was unknown how 
large was the benefit from this policy and how 
much was the cost incurred by this policy. This 
was because Indonesia did not use the CBA 
approach, rather only using academic papers in 
developing policy.

However, there was some interesting fact 
found from the survey result. It turned out that 
many respondents stated that this policy had 
no benefits for the public, mainly for palm oil 
farmers and the biofuel industry. Around 76.9% 
of the total respondents stated this and only 
7.7% responded that this policy was beneficial, 
while the remaining 15.4% answered I don’t 
know.
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G. Is the distribution of the policy impact 
transparent in the community?

H. Is the policy clear, consistent, 
understood, and accessible by users?

I. Do all stakeholders have the same 
opportunity to convey their opinions?

As what normally happens when developing 
a policy, the government has never properly 
analyzed the impact of the policy and conveyed it 
to the public. There was a development planning 
discussion process in developing RPJMN. However, 
the biofuel development and smallholder palm 
oil plantation empowerment policy may not 
necessarily be discussed in this process. Of course, 
when the policy impact was not calculated, the 
community has never learned about said impact.

RPJMN 2020-2024 is the government’s official 
document and can be accessed by the public 
through various government portals, such as 
the Development Planning Agency, Ministry of 
Finance, and others. As a planning document 
that entails a comprehensive development 
direction and strategy, the existence of this 
policy is one of hundreds of other policies. 
Therefore, for the general public, it is difficult 
to clearly understand this policy, unlike for 
the government, academics, or development 
planners, who are experienced in developing 
and implementing RPJMN.

The problem of policy consistency also becomes 
an issue. As previously mentioned, many 
development plans that have been formulated 
in RPJMN are inconsistently implemented in 
the form of working programs. In addition, 
the political factor serves a major role in 
determining policies. It has yet to be seen that 
this policy will become a work agenda of the 
government, especially in the ministries and 
technical agencies managing it.

All stakeholders should have the same 
opportunity to convey their opinions 
regarding this policy. This is regulated in the 
RPJMN development guideline. However, the 
policymaking process in RPJMN often does 
not open any opportunity for stakeholders to 

J. How can the compliance in 
implementing this policy be achieved?

A policy in RPJMN must be unpacked into a 
strategic plan from the technical implementing 
ministries and agencies. This strategic plan is a 
planning document that the ministries and agen-
cies must have, which serves as the derivative of 
RPJMN. From the strategic plan, the government 
work plan and budget plan containing the pro-
grams and budget plan in each of the program 
are developed. After gaining approval from the 
House of Representatives (DPR), the ministries 
and agencies implement the programs. Further-
more, to examine the compliance on the program 
and budget implementation, every year the Audit 
Board (BPK) conducts an audit, and the Inspec-
torate General within said ministry and agency 
conducts supervision.

In the case of this policy, several technical min-
istries have included it in the strategic plan. For 
example, in the Ministry of Agriculture, this policy 
has become a part of the agricultural sector’s 
developmental agenda and strategy. Despite this, 
in the program plan development, we did not 
find any program supporting this policy from the 
smallholder palm oil plantation empowerment 
aspect (the Ministry of Agriculture, 2020). Which 
means, this policy only serves as a developmental 
discourse, and has yet to be turned into specific 
programs by the Ministry of Agriculture.

provide their inputs. In the case of this policy, 
there has yet to be a discussion between the 
government and stakeholders in formulating 
relevant policies, because this process was 
not transparent and no documentation can be 
referred to.
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A. Formulating Problem 

B. Identifying Objectives

C. Developing and Selecting the Best Policy 
Alternative 

In this stage, we formulate problems that can be 
resolved with the policy on developing biofuel 
based on palm oil whose raw material is met by 
empowering smallholder palm oil plantations, 
which is included in Perpres No. 18 Year 2020 
on RPJMN 2020-2024. The following are several 
problem formulations:

1. Can this policy increase the competitiveness 
of smallholder palm oil plantations in the 
national palm oil industry?

2. Can this policy guarantee the raw material 
supply chain for the biofuel industry from 
smallholder palm oil plantations?

3. Can this policy guarantee sustainability for 
smallholder palm oil plantations?

4. Can this policy increase the competitiveness 
of the national biofuel industry?

5. Is this policy supported by the government’s 
capacity in promoting the program on devel-
oping biofuel based on palm oil whose raw 
material is met by empowering smallholder 
palm oil plantations?

Referring to Perpres No. 18 Year 2020 on RPJMN 
Year 2020-2024, the government has two 
objectives in this policy. First is to strengthen palm 
oil downstream for biofuel. This first objective is 
a part of the sustainability of the biodiesel and 
diesel fuel mixture program, which has currently 
reached 30% (B30). The government thinks this 
biodiesel type biofuel development program will 
provide a significant economic impact. In addition 
to reducing fossil fuel imports, this program 
largely contributes to the national energy mix 
target achievement, through the development 
of bioenergy. In order for the acceleration of this 

To address the above problem formulation 
and policy objective, this policy cannot stand 
on its own without the support from other 
policies. The following are several other policy 
options that the government can implement 
to strengthen the policy on developing biofuel 
based on palm oil whose raw material is met by 
empowering smallholder palm oil plantations 
(Table 3.1.).

Based on the survey result with stakeholders, 
there are five policy options the government 
need to choose to support this policy. First is the 
incentive policy for Research and Development 
(R&D) activities for the biofuel industry. This is 
the option many stakeholders stated. The rea-
son is that current biofuel technology can only 
process palm oil into Fatty Acid Methyl Ester 
(FAME) or biodiesel. The production process is 
irrelevant if integrated with smallholder palm 
oil plantations. This industry has a long supply 
chain, from Palm Fruits processed into CPO, fol-
lowed by RBD Palm Oil, and last from RBD Palm 

From policy review process above, next we 
will conduct the RIA analysis. There are several 
stages of this RIA analysis.

3.3. RIA ANALYSIS

9. Interview result with the government
10. Interview result with the palm oil farmer association
11. Interview result with the government

biofuel development program to continue to run 
smoothly, the government has made this program 
a national strategic program in RPJMN 2020-20249.

Second, to strengthen the empowerment of 
smallholder palm oil plantations. This second 
objective is the effect of the B30 program not 
directly giving an added value for smallholder 
palm oil farmers. In fact, in the plantation sector 
ownership structure, smallholder palm oil farmers 
have a great contribution. But, their existence 
in the industry chain is not optimal10. If the 
downstream of palm oil continues to be promoted 
without optimizing the presence of smallholder 
farmers in the industry chain, the market gap 
between companies and farmers will widen. This 
is not good in the governance of the national palm 
oil industry. Therefore, the government wants to 
improve the competitiveness of smallholder palm 
oil plantations in the chain of the national palm oil 
industry11.
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Oil to FAME. With this condition, it is difficult to 
ensure that the palm fruits from smallholder 
palm oil plantations have been included into the 
raw material chain for the biodiesel industry12.

It requires technology to enable integration, one 
of which is through the green fuel technology 
currently being developed by Bandung Institute 
of Technology (ITB). This technology can directly 
process palm oil from smallholder palm oil plan-
tations into green gasoline, green diesel, and 
bioavtur (biodiesel for aviation industry). Even 
though the palm oil quality is low grade, it can 
still be developed. This is different from FAME, 
which requires high grade palm oil. Thus, palm 
fruits from smallholder plantations, which on 
average are low grade, can be collected in this 
industry. This technology has been developed 
from catalyst research conducted by research-
ers from ITB .  However, this technology has only 
reached a laboratory scale development, and 
requires R&D to enter  the market on an indus-
trial scale. Therefore, incentive support in R&D 
is required so that the policy to develop biofuel 
based on smallholder palm oil plantations can 
be well-developed.

Table 3.1. Policy Options to Support the Policy on Developing Biofuel based on Palm Oil Whose Raw Material is met by 
Empowering Smallholder Palm Oil Plantations

Policy Options Rank Total Legal 
Basis Benefits Cost

Market 
Competitive-

ness

Incentive for R&D for the 
Biofuel Industry 1 15,39 3,04 4,19 4,04 4,12

Improving productivity for 
smallholder palm oil planta-
tions

2 14,70 2,58 4,31 3,46 4,35

Helping smallholder palm oil 
farmers to obtain ISPO certifi-
cation

3 14,54 2,69 4,12 3,42 4,31

Resolving the legality issue of 
smallholder palm oil farmers 4 14,34 2,62 4,38 3,19 4,15

Strengthening the institutional 
aspect of smallholder palm oil 
farmers

5 14,31 2,58 4,23 3,23 4,27

12. Interview result with the academics
13. Interview result with the government and academics
14.Interview result with palm oil farmer association and NGOs

Second, improving productivity for smallholder 
palm oil plantations. This policy option was 
selected as the second option by stakeholders. 
This is because the main problem faced by 
smallholder palm oil plantations is the low land 
productivity as a result of farmers’ reduced ability 
to apply Good Agriculture Practices (GAPs). In 
addition, smallholder palm oil farmers also have 
limited access to production inputs, such as 
quality seeds, fertilizers, capital, and so on. These 
are the main causes of low land productivity from 
smallholder palm oil plantations14. Therefore, 
if smallholder palm oil plantations are included 
in the biofuel industry chain, the main thing 
that needs to be done is designing policies 
and programs to improve the productivity of 
smallholder palm oil plantations.

Third, helping palm oil farmers to obtain ISPO 
certification. This policy is considered relevant 
to help improve the competitiveness of self-
subsistent palm oil plantations to face the 
complex market pressure, especially in terms 
of sustainability. This also serves as a support 
for self-subsistent palm oil farmers to fulfill the 
ISPO certification requirement by 2025, which is 
mandatory for all self-subsistent palm oil farmers 
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to comply with. In addition, the sustainability 
standard in developing biofuel has become the 
market demand. Therefore, as a raw material 
source for this industry, ISPO certification for self-
subsistent palm oil farmers becomes important 
to support the policy on developing biofuel based 
on smallholder palm oil plantations.

Fourth, resolving the legality issue surrounding 
smallholder palm oil farmers. Resolving the 
land legality issue becomes the fourth option 
conveyed by stakeholders to support the 
smallholder palm oil plantation-based biofuel 
development program. This policy is important 
because land legality can boost land productivity 
and strengthen farmers in meeting the ISPO 
certification requirement. So, when including it 
in the supply chain of the biofuel industry, land 
legality does not become a reason for farmers 
to not meet the palm oil requirement as the raw 
material for the biofuel industry.

Fifth, strengthening the institutional aspect of 
smallholder palm oil farmers. This is a policy 
option also mentioned by stakeholders to support 
biofuel development based on smallholder 
palm oil plantations. The institutional aspect 
of smallholder palm oil farmers will serve as 
a platform for farmers to access government 
programs. In addition, this institution will be 
encouraged to be included in the palm oil 
processing sector, for example the production 
of CPO, which is the raw material for the biofuel 
industry. This is also in line with the government’s 
policy to promote farmers’ corporatization15, 
where this policy will also be included in the 
agenda of RPJMN 2020-2024. So, all of these can 
support the policy on developing biofuel and 
empowering smallholder palm oil plantations.

D. Policy Implementation Strategy 

The above analysis is then followed up by 
developing a strategy to implement the policy on 
developing biofuel based on palm oil whose raw 
material is met by empowering smallholder palm 
oil plantations. Before that, we need to conduct 
a Strength, Weakness, Opportunities, Threats 
(SWOT) analysis, so that the strategy can address 
the five problem formulation mentioned above.

15. Interview result with the government 
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Table 3.2. SWOT Analysis on the Policy on Developing Biofuel based on Palm Oil whose Raw Material is met by Empowering 
Smallholder Palm Oil Plantations

STRENGTHS WEAKNESSES 

1. The government has implemented a program to 
develop a biodiesel type biofuel with a mixture 
percentage of 30% (B30);

2. Funding support can be done through the palm 
oil plantation fund managed by BPDPKS;

3. Indonesia has large smallholder palm oil planta-
tion areas that can be optimized to supply raw 
materials for the biofuel industry;

4. This policy has been included in RPJMN 2020-
2024 and has become a national strategic 
program.

1. This policy has not been made into a work-
ing program at the Ministry of Agriculture, 
and there is no guarantee that this policy 
will be implemented at the ministry level;

2. The capacity of palm oil farmers is insuffi-
cient to be included in the biofuel industry;

3. The existing green fuel technology has not 
reached an industrial scale.

OPPORTUNITIES THREATS 

1. Market demand from biofuel continues to 
increase, both domestically and internationally;

2. The government continues to intensify the use 
of new and renewable energy in the national 
energy mix;

3. High global commitment regarding the develop-
ment of green industry and clean energy.

1. Many palm oil farmers have no land legality, 
some even have plantations in forest areas;

2. Outside of palm oil fund, there are no 
funding sources for this policy from the 
National Budget/Local Budget (APBN/
APBD) and the funding capacity is affected 
by the COVID-19 pandemic;

3. Pressure on environmental issues can 
disrupt the implementation of this policy;

4. High competency in the struggle for raw 
materials among other downstream 
industries, such as the cooking oil and 
oleo-chemistry industries.

From this SWOT analysis, there are several 
strategies that can be done to implement the 
policy on developing biofuel based on palm 
oil whose raw material is met by empowering 
smallholder palm oil plantations.

First, the government must ensure that this policy 
can be made into a work plan and budget plan by 
ministries and agencies relevant with this policy. 
Ministries and agencies mandated to implement 
this policy must make its derivative in the forms 
of ministry and agency strategic plan, work plan, 
and budget plan. The goal is so that this policy 
can be included in the program and budget 
in their respective ministries and agencies. 
This policy should also be included in the Key 

Performance Indicator (KPI) of each minister 
mandated to oversee this policy. Therefore, all 
directorates at these ministries and agencies will 
focus on implementing programs related to this 
policy, because the minister’s performance will 
be assessed from the implementation of these 
programs.

Second, the government needs to formulate 
an incentive policy on the development of 
smallholder palm oil plantation-based biofuel 
development. This incentive is crucial at the 
early stage of smallholder palm oil plantation-
based biofuel development. At the early stage, 
the economics of scale in this industry has not 
been achieved. Which means, the produced 
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4. CONCLUSION AND 
RECOMMENDATION 

From the discussion above, we can conclude 
several things. First, the inclusion of the policy 
on biofuel development based on palm oil 
whose raw material is met by empowering 
smallholder palm oil plantations in Perpres No. 
18 Year 2020 on RPJMN 2020-2024 is a strategic 
aspect to promote the competitiveness of 
smallholder palm oil plantations in Indonesia. 
As small business actors, smallholder palm oil 
farmers need support to be able to get into the 
national palm oil industry. This Perpres opens the 
opportunity for smallholder palm oil plantations 
to be included in the biofuel industry chain.

Second, this policy has only reached the design 
domain, and has not become a working program 
from the relevant ministries and agencies. This 

biofuel products are less competitive compared 
to other fuels. Without an incentive policy, 
these smallholder palm oil plantation-based 
biofuel products will not sell on the market. 
Therefore, the proper incentive scheme needs 
to be designed to improve the competitiveness 
of smallholder palm oil plantation-based biofuel 
products. The government also needs to provide 
incentive to R&D to develop the technology for 
smallholder palm oil plantation-based biofuel. 
This technology is essential so that the integration 
between the biofuel industry and empowerment 
of smallholder palm oil plantations can be done 
properly.

Third, the government needs to build the 
capacity of smallholder palm oil farmers to 
be included in the biofuel industry chain. This 
is a key problem that will hinder this policy. 
Currently, in terms of capacity, it is very difficult 
to encourage smallholder palm oil farmers to be 
included in the biofuel industry. Various problems 
occur in the field, such as low productivity, access 
to production inputs, land legality, institutional 
problems, and other problems. Without a policy 
from the government to intervene in these 
problems, it will be difficult to implement this 
policy.

can be seen by the absence of a work plan from 
the Ministry of Agriculture to develop a program 
related to the empowerment of smallholder 
palm oil plantations to be included in the biofuel 
industry.

Third, it is not easy to implement this policy 
due to various limitations, both from the biofuel 
industry side and the smallholder palm oil 
plantation side. On the biofuel industry side, 
the technology that can integrate the biofuel 
industry with smallholder palm oil plantations is 
still in  a trial stage and has yet to be proven to be 
applicable on an industrial scale. Furthermore, 
the products produced in this industry are less 
competitive compared to other fuel products 
on the market. This needs the government’s 
support to increase product competitiveness.

Additionally, the main issue facing small holder 
plantations is the lack of capacity for farmers 
to enter the biofuel industry. Currently, the 
productivity of smallholder palm oil plantations 
is low, access to production inputs are limited, 
land legality is contentious, there are many 
problems related to sustainability, and so on. If 
these cannot be addressed, it will be difficult for 
smallholder palm oil plantations to get into the 
biofuel industry chain.

The government can choose several solutions, 
namely placing self-subsistent palm oil farmers as 
the main actor of biodiesel commerce; creating 
a regulation on CPO distribution from upstream 
to downstream; creating a partnership regulation 
that includes marketing, price, mentoring, and 
time assurances; providing incentives to palm oil 
factories undertaking the smallholder-business 
partnership; establishing a self-subsistent farmer 
technical assistance policy at the partnership 
level. 

The engagement of self-subsistent farmers 
in the biodiesel supply chain and commerce 
means that palm oil produced by farmers can 
be absorbed as raw materials. The absorption of 
these self-subsistent farmers’ products is done 
through farmer institutions, then proceeds to 
palm oil factories, then into biofuel factories. 
The establishment of these self-subsistent 
farmer institutions is not an easy and fast thing 
to do, and this presents its own challenges that 
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must be addressed by the government. The 
main issue until today is that there has yet to be 
a credible farmer institution or organization, let 
alone one upholding a commitment to supply 
raw materials in the long run. 

From this conclusion, there are several recom-
mendations that the government needs to do so 
that this policy can be implemented properly:

First, the Ministry of Agriculture needs to unpack 
or derivate the policy on biofuel development 
based on palm oil whose raw material is met by 
empowering smallholder palm oil plantations 
into a work plan and budget plan, so that 
this program can be implemented as soon as 
possible;

Second, the Ministry of Agriculture and offices 
managing palm oil plantation affairs at the 
local level need to design smallholder palm oil 
plantation capacity building programs, focusing on 
the integration of self-subsistent palm oil farmers 
into the biofuel industry chain. These programs 
can be in the form of improving productivity of 
smallholder palm oil plantations, strengthening 
the institutional aspect of smallholder palm 
oil farmers, a program that provides access to 
production inputs, strengthening land legality and 
resolving smallholder palm oil plantations within 
forest areas, and strengthening smallholder 
palm oil farmers to get into the ISPO certification 
system;

Third, the Ministry of Finance and BPDPKS 
need to formulate an incentive system for the 
development of biofuel based on smallholder 
palm oil plantation empowerment. This incentive 
can be directed to: (1) developing R&D for 
smallholder palm oil plantation-based biofuel, (2) 
price incentives on the produced products, and 
(3) taxation incentives to support the industry’s 
competitiveness;

Fourth, the Ministry of Energy and Mineral 
Resources develops a master plan to develop 
biofuel based on smallholder palm oil plantations 
and encourages it to become a priority program 
in achieving the national energy mix target.
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