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RESUME 
 

 

 
The development of oil palm plantations can be categorized as a pioneer in economic activity 

because it can convert degraded land located in remote and underdeveloped areas such ex-logging 
areas into an economic engine that produces an "economic cake" that is enjoyed by the surrounding 
community. 

Not only that, the development of oil palm plantations by corporations (state and private) and 
smallholders (plasma and independent) can encourage the growth of the supporting service sector, 
such as transportation services, financial services/banking, goods supplier services/office services, 
food trade services, food shops/ restaurants, inter-city trade services, and others. Their economic 
activities are capable of developing agropolitan area that becomes the new economic growth center.  

Apart from being a pioneer in new economic growth in degraded land areas, oil palm plantations 
are also able to play a role in increasing farmer's income and regional economic growth (GDRP). The 
implication is being able to transform degraded land which is a source of poverty into a locomotive for 
reducing rural and urban poverty. 
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INTRODUCTION 

For developed countries, it is difficult to 
find out how th economy started or the zero 
point of the economy. How the spinning 
wheels of economy is known as Say's Law, 
which is "supply creates its own demand" is 
only found in textbooks and is no longer 
found in the real world. 

In contrast to developing countries such 
as Indonesia, it is not difficult to find an 
economic zero point because there are still 
many regions that are just starting to spin 
the wheels of their economic activities. The 
areas in question are not urban areas but 
rural areas. 

The development of oil palm plantations 
can be categorized as a pioneer in economic 
activity in an area. Initially, oil palm 
plantations were generally developed in 
remote areas, periphery, underdeveloped 
areas, and degraded land, where no 
economic activity has been developed in this 
area. This area can also be said to be a “ghost 
town” because it’s uninhabited or has a small 
population. 

Oil palm plantations are the first 
economic engine in the degraded land and 
create an “economic cake” that can be 
enjoyed by local communities in the form of 
job creation and income-generate. These 
effects then also spin the wheels of other 
economic sectors so that can generate the 
largest economic impacts. 

This article will discuss how the 
development of oil palm plantations can be a 
pioneer and economic locomotive in the 
regions. Moreover, we will also discuss how 
the emergence of new economic growth 
centers in palm oil center areas in Indonesia. 
  
 

RESTORATION OF DEGRADED LAND 

Degraded land in this article refers to a 
remote area, suburban, isolated, shrubs, 
hinterland, rarely even uninhabited, and 

infrastructure is not yet available. This area 
is not only degraded ecologically but also 
degraded socially and economically. In other 
words, the degraded land area has not been 
reached by development naturally so that its 
development is very underdeveloped. Ex-
logging and ex-mining areas can be an 
example of degraded land. In regional 
economics study, this area also known as a 
ghost town. 

The effect of massive logging between 
1960-1990 on Sumatra, Kalimantan, and 
Sulawesi (Forest Watch Indonesia, 2001) has 
left many of these degraded lands. Degraded 
land due to ex-logging (HPH) area is usually 
in the form of shrubs remains of uninhabited 
logging barracks, damaged access road, 
abandoned logging ports, and absence of 
economic activities in this area. 

The degraded land is also the main 
source of land origin for the development of 
oil palm plantations in Indonesia. This is 
confirmed by the study of Gunarso et al. 
(2013) who revealed that most of the oil 
palm plantation land in Indonesia comes 
from degraded land. 

The process of oil palm plantations in 
restoring degraded land into new economic 
growth centers in various regions in 
Indonesia can be divided into three phases 
of the development process are pioneering 
phase, acceleration phase, and new 
economic growth center phase (Figure 1). 

The pioneering phases (A and B) are the 
initial phases in which the prospective 
location (degraded land) has been 
determined by the government as an area 
for developing oil palm plantations using the 
Nucleus Estate and Smallholder (NES) 
pattern. The NES model requires 
smallholders partner with corporations in 
the development of oil palm plantations in 
degraded land. This policy is the right policy 
to support the development of degraded 
land and the spinning wheel of the local 
community’s economy (oil palm farmers). 
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Figure 1.  Phases of Restoration of Degraded Land into a Center for New Economic Growth 

based on Oil Palm (Source: PASPI, 2014). 
 

Since 1980, the development of NES has 
been driven by State-Owned Enterprises 
(PTPN) as the nucleus and farmers from the 
surrounding community as plasma both in 
the era of Local NES, Credit for Member’s 
Cooperatives NES (Kredit Koperasi Para 
Anggota/KPPA), and Transmigration NES 
(Badrun, 2010; Sipayung, 2018; Apresian et 
al., 2020). The ex-NES pattern can be found 
in North Sumatra, Riau, West Sumatra, South 
Sumatra and West Kalimantan. Then, the 
NES pattern was also adopted by private 
plantations in various regions. 

Oil palm plantation development 
activities in degraded land areas are 
pioneering activities in the development of 
the local economy. The first activity to be 
carried out is the construction of roads and 
bridges for access roads and plantation 
block roads. About 35 percent of the initial 
investment in developing oil palm 
plantations on degraded land is for 
infrastructure, housing, and social/public 
facilities (PASPI, 2014). After that, the 
investment funds were spent on land 
clearing, planting, construction of employee 
housing and social facilities, as well as the 
construction of Palm Oil Mill. 

Along with the growth of oil palm 
plantations, the wheels for restoring 
degraded land have also started and the 

spinning is getting faster and wider. 
Economic activities between degraded land 
and other areas have started to occur. 

The second phase is the Acceleration 
Phase (part C in Figure 1). The development 
of nucleus plantations and/or corporations 
involving plasma smallholders on degraded 
land areas will invite more investment in oil 
palm plantations, both independent 
smallholders, small and medium enterprises 
and private corporations. The opening of 
access roads, the guarantee of the Fresh 
Fruit Bunches (FFB) market in palm oil mill, 
and the success stories of previous farmers 
have become magnets for them to invest in 
areas around oil palm plantations (PASPI, 
2014). 

In this phase, there are at least two 
models, namely nucleus-plasma plantations 
and independent smallholders, and oil palm 
plantation corporations with independent 
smallholders. In addition, other forms of 
investment include the construction of a 
palm oil port equipped with storage tank 
and loading facilities. 

The development of oil palm plantations 
using the two patterns also continues 
extensively by not only utilizing degraded 
land in North Sumatra but has expanded to 
Riau, Jambi, South Sumatra, West 
Kalimantan, South Kalimantan, Sulawesi, and 
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Papua. The development of the oil palm 
plantations in the regions has also been 
accelerated with the support of 
decentralization policies since 2000 (Vikkey, 
2012). 

Apart from involving local communities, 
the expansion of the oil palm plantations 
was also followed by transmigration and 
migration programs from other areas to oil 
palm plantations region. For example, in the 
era of implementation of NES in Riau, the 
government also migrated people from Java 
to Riau (Appresian et al, 2020). 

 
 

NEW ECONOMIC GROWTH CENTER 

In the third phase, namely the New 
Economic Growth Center (Part D Figure 1). 
Along with the positive growth of oil palm 
plantations development in various regions, 
it also drives other economic sectors such as 
the service sector such as transportation 
services for transporting FFB from 
plantations to Palm Oil Mill, transportation 
services for CPO from Palm Oil Mill or to CPO 
ports, financial/banking services, 
goods/office supplier services, services 
trade in foodstuffs, food stalls/restaurants, 
inter-city trade services, and others. 

The agglomeration of these two 
patterns of oil palm plantations (the Owned 
State Enterprises-Plasma-Independent and 
the Private Corporation-Independent) with 
supporting service sectors can develop 
agropolitan that becomes a new economic 
growth center. Until 2013, there were at 
least 50 underdeveloped/isolated rural 
areas that had developed into new economic 
growth areas based on the economy of palm 
oil (Table 1). 

The increasing number of people living 
in oil palm plantations area also shows the 

large market for agricultural, livestock, and 
fishery products produce from the 
surrounding area. So that trade in 
agricultural products, livestock, fisheries to 
new economic growth centers based on 
palm oil has experienced rapid development. 
In addition, the urban economic sector also 
enjoys the development of new economic 
growth centers through trade transactions of 
industrial products with the community in 
oil palm plantations area. 

The results of the PASPI study (2017) 
reveal that the value of transactions between 
people who work directly and indirectly on 
oil palm plantations and the urban sector 
reaches around IDR 336 trillion per year. 
Meanwhile, the transaction value between 
food producers in the rural area and people 
living on oil palm plantations reaches IDR 92 
Trillion per year. 

Areas that were previously classified as 
degraded land both economically, socially, 
and ecologically were then restored to 
become new centers of economic growth 
due to the development of oil palm 
plantations. The PASPI study (2014) also 
reveals that palm oil center districts have 
faster economic growth (GDRP) than non-
palm oil center districts. 

At the village and household level, the 
study of Budidarsono et al. (2012) also 
revealed that the welfare of the villages 
where the majority of the population has job 
in oil palm plantation is better than other 
villages. The household income level of oil 
palm farmers is higher than non-oil palm 
farmer (Riffin, 2012; PASPI, 2014; Krisna, 
2017; Budidarsono et al., 2012). Oil palm 
plantations also play a significant role in the 
economic development of rural areas (World 
Growth, 2011). 

 
 
 
 
 
 
 
 
 
 
 



Oil Palm Plantations Restores Degraded Land into a New Economic Growth Center 401 

@PASPI2021 

Table 1.  Palm Oil-Based New Economic Growth Centers in Region 

Province New Economic Growth Center 

 Aceh 
 Nagan Raya, Aceh Singkil, East Aceh, Subulussalam, 
Southwest Aceh, North Aceh, etc 

North Sumatera  
 Stabat, Belarang, Sei Rampah, Limapuluh, Perdagangan, 
Rantau Prapat, Aek Kanopan, Aek Nabara, Pinang City, 
Sosa, Sibuhuan, Panyabungan, etc.  

West Sumatera 
 West Pasaman, Dharmas Raya, Agam, South Pesisir, 
Sijunjung Dan Lainnya  

South Sumatera  
 Sungai Lilin, Tugumulyo, Pematang Panggang, Bayung 
Lencir, Musi Rawas, Peninjauan, Muara Enim, Lahat.  

 Riau  
 Pasir Pengaraian, Bangkinang, Siak Sri Indrapura, 
Rengat, Tembilahan, Bengkalis, Bagan Siapi-Api, Teluk 
Kuantan, Dumai, Pekanbaru, etc. 

 Jambi   Sarolangun, Sungai Bahar, Sengeti, Kuala Tungkal, etc.  

 Bengkulu  
 South Bengkulu, Mukomuko, Seluma, North Bengkulu, 
South Bengkulu,  Central Bengkulu, etc  

West Kalimantan  
 Sanggau, Bengkayang, Ketapang, Sintang, Kubu  Raya, 
etc. 

Central Kalimantan  Sampit, Kuala Pembuang, Pangkalan Bun, Kasongan, etc. 

East Kalimantan 
 Sangatta, Tenggarong, Tana Pase, Tanjung Redeb, 
Nunukan, Sendawar, etc. 

 South Kalimantan  Batulicin, Kotabaru, Pelaihari, etc. 

 Sulawesi   Mamuju, Donggala, Bungku, Luwu, Pasangkayu, etc. 

Papua & West Papua 
 Keerom, Sorong, Sorong Selatan, Manokwari, Teluk 
Bintuni, Fak-Fak, Merauke, etc 

 
 
The central areas for oil palm 

plantations that were previously classified as 
degraded land have also proven to be 
developing as locomotives in reducing 
poverty in rural areas. Increased production 
of oil palm plantations can reduce rural and 
urban poverty (Susila, 2004; Susila and 
Setiawan, 2007; PASPI, 2014). In fact, the 
reduction in the level of poverty in palm oil 
center areas is faster than in non-palm oil 
center areas (Edwards, 2019).   
 
 

CONCLUSION 

Oil palm plantations in Indonesia, which 
are mostly built on degraded land areas, 
have developed into new centers of 
economic growth. Districts that are centers 

of oil palm plantations have developed into 
centers of economic growth in the province. 

Oil palm plantations as a new center of 
economic growth are also able to play a 
significant role both in the increasing of 
farmer’s income and regional economic 
growth. As a result, the development of oil 
palm plantations can develop degraded land 
as a source of poverty becomes locomotives 
for reducing rural and urban poverty. 
 
 

REFERENCES 

Apresian SR, A Tyson, H Varkkey, SB 
Choiruzzad, R Indraswari. 2020. Palm 
Oil Development in Riau, Indonesia: 
Balancing Economic Growth and 
Environmental Protection. International 



402  Palm Oil Journal, Vol II No. 20/05/2021 

@PASPI2021 

Journal of Humanities and Social 
Sciences. 2(1): 1-29. 

Badrun M. 2010. Lintasan 30 Tahun 
Pengembangan Kelapa Sawit. Direktorat 
Jenderal Perkebunan. Kementeriah 
Pertanian Republik Indonesia. 

Budidarsono S, Dewi S, Sofiyuddin M, 
Rahmanulloh A. 2012. Socioeconomic 
Impact Assessment of Palm Oil 
Production. Technical Brief No. 27: Palm 
Oil Series. World Agroforestry Centre -
(ICRAF), SEA Regional Office.  

Edward R. 2019. Export Agriculture and 
Rural Poverty: Evidence from Indonesian 
Palm Oil. Darthmouth College. 
Hannover.  

Forest Watch Indonesia. 2001. Keadaan 
Hutan Indonesia. Bogor.  

Gunarso P, Hartoyo ME, Fahmudin A, Killeen 
TJ. 2013. Oil Palm and Land Use Change 
in Indonesia, Malaysia And Papua New 
Guinea [internet]. Tersedia pada : 
https://www.tropenbos.org/resources/
publications/oil+palm+and+land+use+c
hange+in+indonesia%2C+malaysia+and
+papua+new+guinea 

Krisna V. 2017. Oil Palm and Regional 
Economic Development. University of 
Goettingen, Germany. 

[PASPI] Palm Oil Agribusiness Strategic 
Policy Insitute. 2014. The Sustainability 
of Indonesian Palm Oil Industry: Its role 

in Economic Growth, Rural Development, 
Poverty Reduction, and Environmental 
Sustainability. Bogor: IPB Press. 

[PASPI] Palm Oil Agribusiness Strategic 
Policy Insitute. 2017. Myth and Fact : 
Indonesia Palm Oil Industry in Socio, 
Economic and Environment Issues. 
Bogor: IPB Press 

Riffin A. 2012. The Contribution of palm oil 
industry to Indonesia Economy. Input-
Output Analysis. 20(1): 72-83. 

Sipayung T. 2012. Ekonomi Agribisnis Minyak 
Sawit. Bogor: IPB Press. 

Sipayung T. 2018. Politik Ekonomi 
Perkelapasawitan Indonesia. Bogor: IPB 
Press. 

Susila WR. 2004. Contribution of Oil Palm 
Industry to Economic Growth and 
Poverty Alleviation in Indonesia. Jurnal 
Litbang Pertanian. 23(3):107–114 

Susila WR, IDM Darma Setiawan. 2007. The 
Role of Estate Crop-Based Industries on 
Economic Growth and Equity: Social 
Accounting Matrix Approach. Jurnal 
Agro Ekonomi. 25(2):125–14.  

Varkkey H. 2012. The Growth and Prospect 
for the Oil Palm Plantation Industry in 
Indonesia. Oil Palm Industry Economic 
Jurnal. 12(2): 1-13.  

World Growth. 2011. The Economic Benefit of 
Palm Oil to Indonesia. World Growth 

 

 

https://www.tropenbos.org/resources/publications/oil+palm+and+land+use+change+in+indonesia%2C+malaysia+and+papua+new+guinea
https://www.tropenbos.org/resources/publications/oil+palm+and+land+use+change+in+indonesia%2C+malaysia+and+papua+new+guinea
https://www.tropenbos.org/resources/publications/oil+palm+and+land+use+change+in+indonesia%2C+malaysia+and+papua+new+guinea
https://www.tropenbos.org/resources/publications/oil+palm+and+land+use+change+in+indonesia%2C+malaysia+and+papua+new+guinea

