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1. INTRODUCTION 

The focus on economic corridors has become a trend of various countries' 

development strategies. An economic corridor refers to economic development targeted to 

increase growth in a certain period and in specific areas (AGIL 2000). Its pre-condition is 

mostly infrastructure development, both in terms of transportation facilities and 

telecommunications, as well as in electricity (Bafoil and Ruiwen 2010). These large-scale 

development plans pertain to a form of modernization that reflects very much the thinking of 

the ruling elites and corporate capital. It involves a huge amount of capital from 

entrepreneurs. Also, its growth strategy might lead to benefits too exclusive to be accessed by 

large parts of the population.  

The newest Indonesian Economic Corridor (IEC) policy called MP3EI1  has “not as 

business as usual” as its slogan. One of its strategies is to apply the debottlenecking principle 

in promoting investments flows within Indonesia's six corridors 2 . By relying on capital 

owned by private sectors, IEC allows privatization of a number of public assets. The IEC 

identifies infrastructure as the foundation of any projects, but the private sector is relied upon 

to finance infrastructure development (such as roads, communication and electricity) as the 

government itself lacks sufficient funds to do so. The debottlenecking principle may be 

considered so as to mitigate the obstacles in investment activities, which may be related to the 

bureaucracy, or financing or social conflicts due to lack of transparency in processes. 

                                                 

1 Stands for Masterplan Percepatandan Perluasan Pembangunan Ekonomi Indonesia (Indonesian Economic 

Corridor/IEC). 

2 The six corridors are Sumatra, Java, Bali and Nusa Tenggara, Kalimantan, Sulawesi, and Maluku-Papua 

(Coordinating Ministry of Economic Affairs 2011) 
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The economic corridor concept emphasizes the need to develop regions' potentials in 

industrial activities and investments as well as to acknowledge how each subregion is 

interconnected to the rest. These corridors need to have investment, labor, and markets 

present; hence, development is built systematically in regions that are already economic hubs. 

Java Island is considered as one of the targets. Also being eyed is the Sei Mangkei area, 

located in Simalungun district in North Sumatra province, for its potential as a center of 

Indonesia's palm oil industry. 

The dynamics of Indonesia's economic development is not separate from the 

government's political dynamics, which has been changing era to era. The Reformasi era in 

1998, which could have been an opportunity for economic development, saw obstacles to the 

flow of capital in business. Local governments merely awaited directives from the central 

government before and during the Reformasi era. In contrast, the years after the Reformasi 

era saw local governments gaining a broader authority over their locality's projects and 

resources, thanks to the Local Autonomy Law in 2001. Local governments now have the 

authority to directly negotiate with an investor, either foreign or local, on investment 

activities. Here, they began to play an important role on investments in their particular region.  

Although such autonomy now made it easier for private sectors (because they would 

only have to deal with local governments) to transact, it still bear some challenges such as the 

overlapping regulations due to conflicting interests among government bodies. Thus, the IEC 

policy via Presidential Decree No. 32/2011 will drive to eliminate these complexities 

encountered by entrepreneurs or investors. Debottlenecking, either by cutting down 

bureaucratic processes or instituting regulatory reforms, is the IEC's main feature. It will 

include the revision of existing regulations on PPP so as to improve the investment climate. 
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While an economic corridor development might well generate significant economic 

growth, there will be a concomitant change in land use and land ownership due to the 

infrastructure development. In this case, there is the risk that people’s welfare and interest 

will be disregarded during the implementation of the debottlenecking and public-private 

partnership (PPP) schemes.  

This research studies two large-scale development projects, which are also the pilot 

projects for the implementation of the IEC policy. The first is the Sei Mangkei Industrial 

Area (or Kawasan Industri Sei Mangkei---KISMK, for short) project in Simalungun regency, 

North Sumatra. The second is the Central Java Power Plant (CJPP) megaproject in Batang 

regency, Central Java. The KISMK represents the palm oil industry in Indonesia and its 

downstream industry. On the other hand, the megaproject CJPP-Batang (also known by the 

name PLTU Batang in this paper) is a vital facility providing electricity to industries in Java.  

By studying both cases, this research reveals the debottlenecking process and the 

division of roles between the government and the private sector, both of which aim to 

accelerate Indonesian economic development transformation through IEC policy. It will 

explain how the IEC debottlenecking principle and PPP scheme are used to solicit capital 

from the privatization of public assets so as to enhance public services.  

On the other hand, to explain how these projects impact the local people, this research 

will use the political economy perspective, particularly to understand the different interests of 

parties involved in the development project. It scrutinizes each of the dominant players 

involved, their contributions as well as inter-relation with each other. It further demonstrates 

how IEC policy implementation tended to find a way around the existing zoning regulations 

of public land. Hence, this research can contribute from a public policy context. 
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1.1 Toward the Research Problem 

Economic growth is driven by highly productive activities in locations that have 

adequate infrastructure support. Principally, a well-developed infrastructure is most important 

as it can lead transaction costs to fall (Ellis 1992; Stiglitz 1986). As described by Harvey 

(2010), capitalism needs two major components in order to find "extra means of production": 

infrastructure (i.e., machinery and fixed capital equipment) and various forms of support for 

production activities (intermediate products). The availability of labor is also important. 

Labor, whether mobile or available in the surrounding area, will also support expansion into 

other areas (Girling 1987, p. 8). Those are needed to ensure the sustainability of capital flows, 

because capital itself also functions as a factor for expansion. 

As part of the two major projects chosen to drive Indonesia's economic development, 

the KISMK's palm oil industry has to be transformed into a downstream industry, instead of 

only concentrating in the upstream industry. Meanwhile, aside from supplying electricity for 

households in Java, CJPP-Batang also provides electricity to industries. In fact, this is 

planned to be the largest electricity facilities in Indonesia (and Southeast Asia) via a PPP 

scheme (National Development Planning 2012). 

Both projects in this study exemplify the precondition for industrialization in 

Indonesia: i.e., their potential to provide proper infrastructure facilities, which was difficult to 

be attain prior to the IEC policy's launch. Inadequate infrastructure facilities---particularly on 

transportation, energy, and electricity---had always been constraining industrial activities in 

Indonesia. The IEC policy can improve such situation because it consolidates the 

development plan. Both KISMK and CJPP-Batang are built in two areas with different 

economic growth level and social-economic conditions. Therefore, despite the similar 
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outcome of these development plans---i.e., large capital inflows into their areas---the impacts 

would vary. 

1.2 Research Problem and Objective 

While the Indonesian government states that the IEC policy is a good strategy for 

economic growth, both the debottlenecking strategy (with its bureaucratic reform process) 

and PPP scheme can lead to privatization of publicly owned assets. Also, an exclusive 

development process can lead to an inclusive growth. 

This research will observe the KISMK and CJPP-Batang projects to find out the 

answer to the question: “How are bureaucratic and regulatory barriers eliminated within their 

policy scheme?” The following specific questions also guide this research: 

(1) What are the areas that need the debottlenecking principle to be applied? 

(2) What are the dominant issues involved and how can debottlenecking 

overcome the obstacles? 

1.3 Methodology 

This research focuses on how the KISMK and CJPP-Batang projects are implemented 

as main projects under Indonesia’s economic transformation acceleration policy (i.e., IEC 

policy). Instead of studying the economic growth as an offshoot of this scheme, this paper 

will look at the debottlenecking process and PPP scheme in the chosen economic corridors 

and their impact on the distribution of public services. 

These megaprojects are, of course, also assumed to drive Indonesia's economic 

growth. The KISMK project, which aims to develop a downstream palm oil industry, can 
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further grow the industry in Kalimantan and other regions in Sumatra Island. Meanwhile, the 

CJPP-Batang project is vital in supporting real sectors in Java. As identified in the IEC policy 

framework, Java is the main island of focus under the acceleration scheme. A review of these 

projects, thus, will give a holistic picture on the IEC policy implementation. 

A substantial part of this research is dedicated to answering the research questions. 

The first section of the paper explains the debottlenecking concepts and principles, and the 

PPP scheme as derivative tools. The second section describes the debottlenecking processes 

used as well as findings on the KISMK and CJPP cases. Some of the bottlenecks identified 

are in the areas of policy framework, investment policy, and inadequate infrastructure. 

1.4 Method of Data Collection 

This research uses a qualitative method in data collection; mainly, in-depth 

interviews, literature reviews as well as observations. To collect information on how 

debottlenecking was done in the IEC scheme, this research first analyzes the relations 

between IEC and factors assumed to act as barriers in Indonesia's economic development. 

Second, it reviews how the debottlenecking principle itself was applied and identifies the 

main and dominant factor affecting the dynamics of the implementation. 

For the first-stage analysis, the information related to the KISMK and CJPP-Batang 

cases under IEC policy implementation is reviewed. To observe how debottlenecking 

principles works, a number of regulations and policies related to the cases are studied. Also, 

the dynamics of the decision-making process in both cases is noted. This paper analyzes the 

PPP scheme by first taking note of how it was implemented in previous studies, and then 

comparing these with the CJPP- Batang development plan.  
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Next, the study seeks the most dominant factors where the debottlenecking process 

needs to be applied. In particular, this refers to those factors in policy frameworks, 

investment climate, and infrastructure facility provision where obstacles need to be removed. 

The analysis also identifies stakeholders in the government that exert some influence on the 

implementation process and the bureaucratic obstacles encountered. 

This paper is divided into four parts. The first part describes the IEC policy in 

Indonesia and the two cases for this paper, and identifies the research problem and research 

questions that serve as guide for the research. The methodology as well as the data collection 

process are also explained. 

The second part talks about the theory and concept of debottlenecking in the 

economic corridor policy implementation. It explains how economic development can be 

accelerated using the principle. 

The third part elaborates further on the implementation of the debottlenecking 

principle. It looks into factors in the KISMK and CJPP-Batang cases that should be 

debottlenecked.  

The fourth part narrows down those theories and concepts explained in the second 

part. Most of all, it explains how the debottlenecking process was executed in the KISMK 

and CJPP-Batang cases. The paper concludes with a summary of its findings. 
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2. DEBOTTLENECKING PRINCIPLE AND THE ECONOMIC DEVELOPMENT 

ACCELERATION SCHEME 

This research looks at how an economic development plan such as the IEC generates 

significant growth but does not necessarily improve the economic welfare of the people who 

live around its large-scale development site. Arthur Lewis’ notion about growth suggests that 

productivity is relatively measured; it depends on the number of working labor. In fact, 

growth in general is based merely on the surplus condition, without even considering whose 

condition is counted. In capitalism discourse, the increasing labor income is not parallel with 

the decreasing poverty rate; in fact, the salary gap will continuously worsen. At a glance, 

what Lewis observed might exactly happen as a result of the IEC implementation, because 

the program aims only for stability of the Indonesian economic growth at the end of period 

2011-2025. 

The causes of this phenomenon can be exposed one by one by observing the 

implementation of IEC as it relates to the state’s role in economic development. Moreover, 

this research will also have to take a close look at the growth concept adopted in the IEC 

implementation, and why privatization is considered as a strategic choice. The three aspects: 

(1) role of the state; (2) the concept of growth; and (3) privatization as a strategy, are part of 

the framework when analyzing the cases of the KISMK and CJPP-Batang in the 

debottlenecking scheme. 
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2.1 The Debottlenecking Principle: Theory and Concept 

Debottlenecking 3  is a process of eliminating existing barriers/obstacles so as to 

achieve the target in the development process. The bottleneck itself relates to constraints that 

hamper one from achieving the developmental goal; therefore, both constraints and goal 

become the two basic terminologies in development project implementation. Constraints are 

identified, then eliminated. The Indonesian government identifies the bureaucracy as a main 

root of problems in development.  

In general, based on the observation by UKP44, the term bureaucracy covers working 

patterns, and the existence (or lack) of policies, including related government-issued 

regulations. In fact, various bureaucratic constraints have been caused by lack of appropriate 

operational regulations. Worse, a local government often does not received, or was late to 

learn about a new or revised regulation from the central government. These are also part of 

the constraints in development.  

As will be described in KISMK and CJPP’s Batang cases, these bureaucratic 

idiosyncrasies often happen under various circumstances and patterns. Such differences are 

determined by the kind of development projects to be implemented, as well as by the 

involved parties' ability to run the project. The two cases in this study also demonstrate how 

                                                 

3 This term is derived from the word bottleneck, which is often used to describe an obstruction on certain parts, 

or causes traffic and often generates a problem (Cambridge: Advanced Learner Dictionary (3rd Edition). In the 

context of daily life, it has been often applied to explain a root of a problem that has caused difficulties. For 

instance, when high traffic occurs due to a narrowing of a road, or when a person's career stalls because of 

limited higher positions available or a highly competitive environment.  

4 UKP4 stands for Unit Kerja Presiden Bidang Pengawasandan Pengendalian Pembangunan (President's 

Delivery Unit for Development Monitoring and Oversight). 
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capital-intensive projects attract many interest groups that, in the end, would exercise their 

influence over the strategy to be implemented during the period of the project. There are 

several players in the process: the government as a decision maker; investor as a capital 

owner; local entrepreneurs; and most important of all, the local people who live around the 

project site and often bear the negative impacts. While this study's two cases differ in type 

and location, both can be compared to observe how debottlenecking occurs. 

A strategy that comes with the debottlenecking process calls for cooperation within 

the bureaucracy, instead of going against it. All parties involved have to follow if they are to 

achieve the development target. Adjustments have to be made, whether on the side of the 

bureaucracy's officer or of the end-user of the bureaucracy.  

As far as the IEC policy implementation is concerned, it is the public officers who 

tend to change or adapt, either voluntarily or due to encouragements from higher authorities. 

The key in the process is to shorten an existing elaborate coordination process brought by 

bureaucratic red tapes (Mangkusubroto 2011).  

 

2.2 Debottlenecking and Its Consequences on Economic Growth 

Ongoing IEC programs demonstrate how capital dominates economic activities and 

leads toward economic development.  Thus, national economic development as an objective 

is a facilitation for investors to find locations and acquire lands to invest in and profit from. 

Based on this assumption, the debottlenecking principle should be applied so as to create an 

environment that does not impede capital from flowing. 
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The classical growth theory known as subsistence-capitalism is a condition where the 

labor income on average exceeds the marginal productivity limit, and the population is highly 

dependent on salary (Lewis 2008, p. 142). Under such condition, the industrial sector will 

easily develop due to this very difficult condition. The developed industrial sector does not 

wish for the opposite condition, because a capitalistic mode of production has to remain in a 

concentrated situation (either concentration of resources dominated by certain people or on a 

certain location), and overproduction which, in the end, is caused by inequality. It will format 

least two groups in a society: One is a group who has capital and will gain profit margins, and 

the other is a user or consumer who contributes to profit accumulation. In other words, the 

condition of marginal productivity is the primary cause of growth. In the IEC policy, 

indications of concentration---both of land and profit---is measured by land acquisition, 

which then becomes systematic and legal (Safitri 2012), particularly because land acquisition 

is conducted on behalf of development for public purposes.  

Meanwhile, the overproduction principle is characterized by a capitalist who will 

never keep the profits as savings because he has to continuously transform such into invested 

capitals. Thus, any opening of new economic growth areas is his opportunity to avail of new 

locations as investment targets.  

Inequality is one feature that arises within the capitalistic development principles 

since the beginning. Class is a fundamental factor, and the latest technology is applied so as 

to effectively make use of the established class. In the implementation of IEC, urbanization---

which pertains to the transformation of rural areas into industrial areas---is important to 

create classes, especially in providing employment for the developed industry. A dichotomy 

(i.e. upper class versus lower class) will form naturally in the society due to these processes 

(Buci-Glucksmann 1979, p. 210). Therefore, the first thing to do in Indonesia is accelerate the 
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process in highly populated areas so that, as per the capitalistic theory, a dichotomy will form 

immediately, and the capital can be circulated. Even field experts will be forced to become 

part of the working class due to applied machine technology.  

Arthur Lewis explained this matter in his assumption on Unlimited Supplies of Labor 

(Lewis 2008). Such theory fits perfectly with the conditions in Indonesia, where there is a 

high population and abundant agrarian resources. This assumption is also supported by Celso 

Furtado (Furtado and Girvan 1973). He confirmed the Keynesian theory, which states that 

instead of the profit gained from extractive industries margin, the biggest source of growth 

enhancement is labor income. 

It will be a different discussion, though, if the emphasis is on people's social welfare 

(i.e., people's condition and needs).The political economy analysis method sees growth 

through more complicated ways, which at the end, will center on who will win and benefit 

and who will be harmed. Meanwhile, in the Marx political economy approach (Marx 1859), 

the analysis starts with the people's current condition, including their and surroundings---

where one will most probably find people polarized into two big groups (workers and capital 

owners)—and then takes a look at the value of economic activities and later, calculates the 

economic growth based on macroeconomic transactions such as export and import activities. 

Such is the main claim of this research: i.e., that the IEC policy only aims to calculate growth 

on paper that resulted from high economic transactions in the economic centers developed by 

Focus Investment Areas. 

Followers of the growth theory see capital as useless if there is no wage-labor, no 

value added, no circulated money, no determined price, etc. However, this is a mere 

simplification of the growth concept itself. Besides, the theory also simplifies the community 
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concept as one of the production machines (Marx 1859), and assumes that a developed 

economic activity never aims for a long-term operation (Chang 2010). If both megaprojects 

in the IEC policy implementation would absorb a large number of manpower as well as drive 

more business opportunities, such is only for a limited period. The development might lead to 

a scarcity of natural resources, for instance; thus, the productive land or main raw material 

supply will deplete. 

Furthermore, under this development economic approach, everybody is considered to 

be an economic man. Practitioners of this approach emphasize that the level of economic 

growth impacts individual behavior, which is mainly focused on maximizing one's own 

benefits (Chang 2010). In this study's two cases, the analysis, for instance, would tend to look 

at how government officers and prominent community members would take every chance to 

gain the most profit within a limited period.  

However, there is no doubt that the IEC policy implementation in Indonesia 

contributes to economic growth. As stated in the IEC policy document, the level of growth 

will be attained gradually in the next 15 years from 2011, with clear strategies and programs 

in every stage (Coordinating Ministry of Economic Affairs 2011). Nevertheless, how the 

target growth will touch people/community socially, politically, and economically at the 

macro level will likewise trickle down to the local or micro level.  
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3. DEBOTTLENECKING PRINCIPLE IMPLEMENTATION 

3.1 KISMK and CJPP-Batang Projects in IEC Policy Implementation 

The highest contributor in Indonesia's economy is the agriculture and plantation 

sector, followed by the real sector that has been developed since the New Order era (1965-

1998). Palm oil is considered the most important commodity in this sector because Indonesia, 

together with Malaysia, leads its global production. Meanwhile, the real sector has been 

developed in Java Island through continuous provision of adequate facilities. These two top 

sectors in the IEC policy's acceleration scheme will be promoted until 2025. Why? Because 

Indonesia’s expected economic growth can happen, as long as there is support to eliminate or 

mitigate all the constraints in these two sectors.  

3.1.1. Why KISMK in North Sumatra? 

North Sumatra as Palm Oil Production Center 

North Sumatra is the most appropriate location for the KISMK project (as a 

production center) because this province is Indonesia's leading palm oil producer. 

Specifically, the IEC scheme's objective is to build this Sei Mangkei industrial area for the 

palm oil downstream industry, while being supplied with sufficient raw materials from the 

vast plantations all over North Sumatra. 

Since the palm oil plantation business opened in Indonesia, especially in Sumatra in 

around 1960, the Indonesian palm oil industry has been the biggest source of crude palm oil 

worldwide. At least until 2006, palm oil plantations in North Sumatra have covered an area of 

more than 1 million ha, up from less than 600,000 ha in 1995 (Graph 1). This is at least 25 
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percent of the entire palm oil plantation area in Sumatra (Graph 2) and 75 percent of the 

entire palm oil plantation area in Indonesia (Graph 3). 

Graph 1. Total Area of Palm Oil Plantation in North Sumatra (ha) 

 

Source: General Directorate of Plantation 1996, Table 1.5 , 1.6, 1.7, Plantation Area and Production in 

Indonesia by Province and Land Control status of Palm Oil 1995-1997; General Directorate of Plantation 

2000, Table 1.5 , 1.6, 1.7, Plantation Area and Production in Indonesia by Province and Land Control status of 

Palm Oil 1998-2000; BPS 2006, Table 3.1. - 3.7. Plantation Area and Production in Indonesia by Province and 

Land Control status of Palm Oil 2000- 2006. 
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Graph 2. Percentage of Total Area Palm Oil Plantation 

(North Sumatra to Sumatra Island) 

 

Graph 3. Percentage of Total Area Palm Oil Plantation 

(Sumatra Island to Indonesia) 

 

 

 

 

Source: Calculated from General Directory of Plantations 1996, Tables 1.5 , 1.6, 1.7, Plantation Area and 

Production in Indonesia by Province and Land Control Status of Palm Oil 1995-1997; General Directorate of 

Plantation 2000, Table 1.5 , 1.6, 1.7, Plantation Area and Production in Indonesia by Province and Land 

Control Status of Palm Oil 1998-2000; BPS 2006, Table 3.1. sd. 3.7. Plantation Area and Production in 

Indonesia by Province and Land Control Status of Palm Oil 2000 sd. 2006. 
 

Although the extent of plantations in North Sumatra tends to decrease every year from 

1995 to 2006 (Graph 2), its coverage tends to increase (Graph 1). This means that even 

though land acquisition for palm oil plantations are occurring in the other islands of 

Indonesia, North Sumatra remains the primary center of palm oil plantations of the country. 

Sumatra Island---especially North Sumatra---has always been important for the palm 

oil industry due to the size of its plantations as well as productivity level, which further 

supports the palm oil-based downstream industries in Indonesia and in other countries in 

Southeast Asia (Graph 5). North Sumatra, specifically, has a productivity level of no less than 

2.5 tons/ha, whereas other provinces in Indonesia can only manage up to 2.5 tons/ha (Graph 

4). 
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Graph 4. Productivity 

 

Source: Calculated from General Directory of Plantations 1996 and 2000, Table 1.5, 1.6, 1.7; Palm Oil 

Plantation Area and Production in Indonesia by Province and Status of Land Control Year 1995-2000 

(Indonesian Statistic Bureau 2006, Table 3.1. - 3.7); Palm Oil Plantation Area and Productions in Indonesia by 

Province and Status of Usage 2000 to 2006. 
 

Thus, North Sumatra contributes the most to Indonesia’s annual average palm oil 

exports. Since the 1990s, the number of exported palm oil gained around 2 million tons and 

increased drastically to 7 million tons in the 2000s (Graph 5). Exported plantation products, 

which include palm oil plantation, contribute a large amount to the nation's revenues and, 

therefore, to national economic development. The consistently high level of palm oil exports 

from Indonesia shows that this commodity is highly needed by countries with palm oil-based 

downstream industries.  
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Graph 5. The Average Number Palm Oil Export in Indonesia 

 

Source: Palm Oil Statistics (2006). 

 

Crude palm oil has increasingly attracted investors, both foreign and national/local 

investors. Graph 6, although not specifically depicting the palm oil plantation investment, 

gives one some idea of the investment in palm oil industries.  

Graph 6. Investment in North Sumatra 
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Source: Coordinating Board for Investment 

 

In 2006 to 2012, the number and value of foreign and domestic investments in North 

Sumatra grew (Graph 6). The number of total investments increased drastically from 2009 to 

2011, but domestic investment slightly dropped while foreign investment rose by 2011. The 

investment dynamics until 2009 shows that the number between foreign and local investors 

was relatively equal. Foreign investors grew more active in the next few years, handling more 

than 100 projects (in 2011 and 2012). Meanwhile, local investment totaled less than 100 

projects in 2011, and even fewer at 50 projects by 2012. 

From 2006 to 2010, the local investment fluctuated but rose again in 2011 and 2012 to 

Rp 2,000 billion. The amount of investment in the whole Sumatra jumped drastically during 

2010-2011, but then fell in 2012. On the contrary, foreigners' investment in Sumatra during 

2011-2012 increased sharply. In North Sumatra in particular, the value of foreigners' 

investment was relatively stable, with only a slight dip in 2012. 
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In terms of North Sumatra's potential, the above review shows that investments in the 

plantations (from both local and foreign sources) continue to be relatively stable. 

 

3.1.2. PTPN III: As the Main Player in KISMK 

Since KISMK was established as Exclusive Economic Zone (EEZ) Sei Mangkei in 

early 2012, the Simalungun regency appointed PTPN III as the operator of the development 

project. This is not surprise at all. The PTPN III has long been one of the main players in the 

palm oil industry, especially in North Sumatra. But to be able to appreciate PTPN III's 

significance within the industry, it is important to now study its land possession activities and 

other initiatives for KISMK. 

The PTPN III controls more than 140,000 ha of rubber and palm oil plantations in 

North Sumatra. Nearly 60 percent of the area consists of palm oil plantations, while the 

remaining is planted with rubber. Based on PTPN III’s company profile in 2010 and Central 

Bureau of Statistic (Biro Pusat Statistik [BPS])’s data in 2011, palm oil plantations in North 

Sumatra are spread across seven regencies, where the biggest area (nearly 50% of the total) is 

located in Labuhan Batu district. The smallest area is in Tapanuli Selatan (South Tapanuli) 

regency, which is less than 1.5 percent (Table 1).  

Table 1. Distribution of Palm Oil Plantation Maintained by PTPN III in North Sumatra 

Regency Area (ha) Percentage 

Labuhan Batu 40,188.33 49.47% 

Asahan 20,365.71 25.11% 
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Deli Serdang 13,748.09 16.95% 

Simalungun 5,686.83 7.01% 

Tapanuli Selatan 1,171.00 1.44% 

TOTAL 81,089.96 100.0% 

  Source: PTPN III (2010). 

Table 2 shows the number of estates per district. Out of 41 PTPN III companies in North 

Sumatra, 16 plantation companies are based in Labuhan Batu. 

Of the total area of palm oil plantations in North Sumatra, PTPN III controls at least 

7.5 percent in 2006. Among all state-owned enterprises (SoE) in the palm oil plantation 

sector, PTPN III controls 40 percent of the plantations in North Sumatra, while PTPN II and 

PTPN IV respectively owns 32 percent and 28 percent (2011 data). Furthermore, PTPN III 

has the biggest number of estates in North Sumatra (41 out of 101 SoEs) (Table 2). 

Table 2. Number of Palm Oil Plantation Estates in North Sumatra, 2011 

 

Districts 

Companies 

TOTAL 
Private 

State Owned Enterprises 

(SoE) 
Sub 

Total 

SoE PTPN II PTPN III PTPN IV 

Mandailing Natal 6 0 0 0 0 6 

Tapanuli Selatan 3 0 3 0 3 6 

Tapanuli Tengah 2 0 0 0 0 2 

Labuhan Batu 56 0 16 3 19 75 

Asahan 32 0 8 3 11 43 

Simalungun 6 0 5 16 21 27 

Karo 0 0 0 1 1 1 

Deli Serdang 12 17 1 0 18 30 

Langkat 48 13 0 1 14 62 

Serdang Bedagai 23 2 7 2 11 34 

Batubara 3 0 0 1 1 4 

Padang Lawas 

Utara 26 0 1 1 2 28 

TOTAL 217 32 41 28 101 318 
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% 68.24% 31.68% 40.59% 27.72% 31.76% 100.00% 
Source: BPS (2011). 

 

Note that despite the presence of PTPN III in the Simalungun regency, where KISMK 

was first initiated, PTPN III has not been prominent in the regency, having control only on 

five of the 21 companies. The remaining 16 are under PTPN IV (Table 2). Due to its 

insignificant land ownership---and therefore low productivity---in the Simalungun regency, it 

is assumed that PTPN III and its planned industrial area will be dependent on the plantations 

in the neighboring areas5. Although Simalungun itself has 27 plantations---controlled both by 

the state-owned enterprises (i.e., PTPN III and IV) and the private sectors---it still ranks 7th in 

area coverage in North Sumatra. The PTPN III knows that, as part of the industrial area 

development plan, it needs to rectify the lack of industrial land for palm oil downstream 

industries in Sumatra.  

The PTPN III understands the rationale behind the development plan. After all, the 

supply of crude palm oil is guaranteed to come from this province. The districts of Labuhan 

Batu and Langkat---the largest palm oil areas in North Sumatra---will be the main supplier 

for KISMK. Other suppliers are Deli Serdang, Serdang Bedagai, and Asahan, which are on a 

better ranking than the Simalungun regency in terms of coverage area. Likewise, as there 

exist privately owned plantations, KISMK will not rely solely on the plantations operated by 

state-owned enterprises (Table 2). Private plantations are seen to dominate nearly 70 percent 

of the existing plantations that serve as crude palm oil suppliers in KISMK. 

                                                 

5 Based on data from BPN in 2006, of the 381 HGUs (or business use rights) in North Sumatra in 2006, 318---or 

more than 80 percent---are palm oil plantations (Table 2). 
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The PTPN III in the Simalungun regency owns the one processing plant with the 

largest capacity among 11 other facilities (Figure 1). Therefore, the KISMK development in 

the Simalungun regency was PTPN III’s initiative to maintain its dominance over North 

Sumatra's palm oil and downstream industries. Such will compensate for the PTPN III’s low 

production in this regency. For PTPN III, the plan calls for transforming the palm oil industry 

in this area from merely the largest global crude palm oil (CPO) producer into a by-products 

manufacturer, which is an industry long dominated by Malaysia, China, and European 

countries.  

 
Figure 1. Distribution of PTPN III Processing Plant 

Regencies Amount of Plants Combined Capacity 

Labuhan Batu 8 plants 390 Ton/hr 

Serdang Bedagai 1 plant 30 Ton/hr 

Asahan 1 plant 60 Ton/hr 

Simalungun 1 plant 75 Ton/hr 
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Source: Calculated from PTPN III (2010). 

 

 

Based on its assessments, PTPN III argued that with the KISMK project, production 

costs (particularly those related to energy and transportation/distribution) could be reduced. 

The KISMK is designed as an integrated industrial area covering 2,000 ha, where a power 

plant for palm oil industries will be built. It is also planned to transform production waste 

from the palm oil plantations into energy (biomass and biodiesel). In other words, KISMK 

will make use of every element of the palm oil harvested products, a tack that subsequently 

can give the project a good image. 

Geographically, the Simalungun regency is located in the midst of palm oil 

plantations in North Sumatra Province, next to Labuhan Batu, Asahan, and Langkat regencies 

(Table 2). This geographic factor bodes well with the2006 development plans on land 

transportation, highways, main roads and railroads that will stretch across and east of 

Sumatra (Figure 2). There is also a plan to build an international harbor in Kuala Tanjung and 

airport in Kuala Namu. There is one harbor built by a Japanese company, specifically for 

transporting aluminum. 
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Figure 2. Development Plan of Land Transportation Planning in North Sumatra 

 

 

 

 

 

 

 

 

 

 

The KISMK development plan is divided into three phases: The first phase is from 

2009 to 2012; the second, from 2012 to 2019; and the last, from 2019 to 2025. The first phase 

prepares the infrastructure facilities on land covering 46 ha out of the total 104 ha. In 

addition, there too is the plan to turn solid wastes from palm oil into a source of electricity to 

meet the energy needs of the area (mainly of the planned processing plant). 

The second phase involves the building of various basic infrastructure facilities (e.g., 

roads and electricity) as well as the continued construction of, in particular, derivative 

product factories. Furthermore, PTPN III plans to bring in more investors, especially for the 

construction of the Oleochemical processing plant. Phase II will cover 640 ha of land.  

The last phase involves building factories for crude palm oil by-products. This phase 

will need large-scale investment, and the factories' development will depend on the desired 

by-products. In the period 2023-2024, PTPN III plans to make KISMK into a free trade area. 
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It is assumed that by this time, the whole facility is already set up, and therefore, incoming 

investment will fill in the needed capital to produce palm oil by-products for both domestic 

and international markets. In sum, once the transformation process from the upstream to 

downstream palm oil industries gradually takes place, Indonesia will be ready to become the 

main player in the international market. 

3.1.3. Why CJPP – Batang 

The energy needs in Java, which is driven by massive industrial development during 

this decade, would define the power plant development in Batang. Such needs can be 

measured by looking at the dynamics of the existing investment in Java and the committed 

investment, either due to the implementation of IEC policy or to ongoing programs.  

Java is the main island to pilot the acceleration scheme of the IEC policy. Therefore, 

it makes sense for this research to initially argue that the CJPP’s Batang project exists more 

to meet the industrial sector's needs, rather than to fulfill the energy needs of Java's rural 

households. During the annual General Planning of Electricity Power session, the state-

owned electricity distributor PT Perusahaan Listrik Negara (PT PLN) reported that to provide 

electricity to rural areas, efforts were directed toward building local and inexpensive power 

plants as well as encouraging the construction of wind-fueled power plant (PLTB) and solar-

fueled power plants (PLTS). Meanwhile, for regions with small-scale steam power plants 

(below 1,000 MW), the Ministry of Energy and Mineral Resources has planned to build 

distribution networks to rural areas with funding from the national budget (APBN) (PLN 

2012). In other words, CJPP’s Batang development plan was never aimed for households' 

needs, especially those in rural areas. Moreover, since the Java-Bali’s electrification ratio 

already reached 72 percent in 2011, the focus of the electricity development would now be 
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directed to the other Indonesian islands, as they still have an electrification ratio of under 70 

percent6for the same year (PLN 2012). 

Java is also the largest contributor to Indonesia’s economic growth year on year7. 

Compared to other major Indonesian islands, Java has many advantages going for it such as 

better infrastructure and a population density that is sufficient to meet the labor requirements. 

It is no surprise then that investors, whether foreign or local, prefer to invest in Java. The 

number of investors in Java, in fact, increases each year. Table 3 shows that the number of 

investments in Java, especially domestic ones, increased by more than 100 percent between 

the periods 2008 and 2010. 

Table 3. Investment in Java, 2008-2010 

Origin of Investment 
2008 2009 2010 

Projects Value  Projects Value  Projects Value  

Domestic (value in billion Rp) 183 12,230.5 174 25,766.6 397 35,136.4 

Foreign (value in Million US$) 947 14,871.4 946 9,370.5 1,976 11,498.7 
Source: Statistical Yearbook of Indonesia Table 11.2.2. And 11.2.4 (2011). 

Similarly, the total value of domestic and foreign investments in Java from 2008 to 

2010 saw a more-than-50-percent jump. Although the percentage of the number of projects 

and value of investment in 2010 declined, those numbers had risen significantly thereafter. 

The number of domestic direct investment projects in 2010 was 397 (out of 875 projects in 

Indonesia). In comparison, the numbers in 2008 and 2009 were only 179 and 174 (out of 239 

                                                 

6 Based on data from PLN in 2011, as described in Table 3.3, "Annual Book on Planning of Electricity Power 

Provision, 2012-2021".  

7 Java's contribution to national GDP exceeded 50 percent in 2008-2010: 57.7 percent in 2008, 58.6 percent in 

2009 and 58 percent in 2010 (BPS). 
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and 248 projects in Indonesia), respectively. Of these investment figures, the value of foreign 

investments in Java was more than 70 percent of the total investment in Indonesia in the 

period 2008 to 2010 8 . Likewise, based on the number of industrial companies (both 

agricultural and non-agricultural), most investments were in Java than in any other 

Indonesian island. According to the data from Ministry of Industry in 2012, nearly 80 percent 

of industrial companies operate in Java. 

Table 4. Number of Agriculture and Non-Agriculture Industry in Java 

No. Province 

Sector 

Total Non-

Agriculture 
Agriculture 

1 Banten 177 3 180 

2 DI Yogyakarta 34 1 35 

3 DKI Jakarta 100 0 100 

4 West Java 310 14 324 

5 Central Java 89 14 103 

6 East Java 455 21 476 

 Total in Java 1165 

(78.72%) 

53 

(66.25%) 

1,218 

(78.08%) 
 Total in Indonesia 1,480 80 1,560 

Source: http://www.kemenperin.go.id/direktori-perusahaan?what=Industri&prov=0 and 

http://www.kemenperin.go.id/direktori-perusahaan?what=pertanian&prov=0 (accessed on September 3, 2012) 

 

Investments in infrastructure facilities in Java has become the central issue, especially 

in terms of the sustainability of a number of its industries that have been simultaneously 

developed. This does not only refer to investments in transportation infrastructure9, but also 

                                                 

8In 2009, 95 percent of the total value of foreign investment was recorded to be operating in Java. The 

economic crises in developed countries resulted in many investments, primarily on the mining and plantation 

sectors, in the other islands to reduce. 

9Up to 2010, even though Java is the smallest of the five major islands in Indonesia, road construction in Java 

was around 24 percent of the whole construction in Indonesia (Statistik Indonesia 2012). Its infrastructure 

connecting areas separated by rivers was more intensively developed in Java than in other islands such as 

 

http://www.kemenperin.go.id/direktori-perusahaan?what=Industri&prov=0
http://www.kemenperin.go.id/direktori-perusahaan?what=pertanian&prov=0
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in energy infrastructure facilities. Although several power plants already exist in Java, the 

growing number of factories in Java explains why a bigger capacity power plant is further 

needed. 

The “acceleration” scheme in Java’s economic corridor is meant not just for future 

industries, but for established industries stretching from western to eastern Indonesia as well10. 

Its implementation involves mere re-registration and listing of all existing initiatives and 

verification by the Java Economic Corridor Committee (Java’s KP3EI). Therefore, the target 

economic growth rate of between 6 percent and 9percent for Indonesia is achievable, thanks 

to the existing industrial activities in Java. The KP3EI manages these industrial activities by 

prioritizing certain cities as Focus Investment Areas (Kawasan Perhatian Investasi or KPI for 

short). 

There are 34 KPIs in the Java economic corridor. As of the end of May 2012, Java’s 

KP3EI has identified 13 cities in West Java; four in Banten province; six in the Central Java; 

and 10 cities in East Java, and one city in DKI Jakarta province (Tim Kerja MP3EI Jawa 

2012). 

Table 5 shows the number of KPIs under each primary economic activity. Of these, 

the main economic activities are food and textile industries. Instead of developing/improving 

                                                                                                                                                        

Kalimantan, which has more watershed areas. Since the 1970s, Java has 1,725 bridges out of the 3,810 

constructed in Indonesia. By 2009, almost 25 percent of the country's bridges are in Java (Department of Public 

Works 2009). Meanwhile, in telecommunications and electricity facilities, Java has been the priority among 

other islands in Indonesia since the 1970s. 

10 According to data collected by the Ministry of Trade and Industry, at least 78 percent of all companies in 

Indonesia are located in Java. Since 1998, the number of industrial projects in Java have always been over 60 

percent of all of Indonesia’s industries, and increasing to 66 percent in 2006 (From the Appendix, Book No. II, 

Presidential Regulation No. 5/2010 on Long- and Medium-Term National Plan, p. II.3-30). 
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natural resource-based industries in southern Java, the IEC policy scheme prefers to focus its 

improvements on then on-agroforestry and mining industries (Safitri 2012). 

Table 5. Focused Investment Areas (KPI) by Main Economic Activity in Java 

No

. 

Main Economic 

Activity 

Focused Investment Areas (KPI) 

Total West 

Java 

DKI 

Jakart

a 

Banten 

Centr

al 

Java 

East 

Java 

1. Food and beverage 

6 1 3 4 7 
21 

KPI 

2. Textile 
7 - 1 2 - 

10 

KPI 

3. Shipping 1 - - - 1 2 KPI 

4. Defense equipment 2 - - - - 2 KPI 

5. Transportation 

Equipment   
4 1 1 - - 6 KPI 

6. ICT 2 - - - - 2 KPI 

7. Oil and Gas 1 - 1 - - 2 KPI 

 TOTAL 23 2 6 6 8  
Source: Result of Coordination Meeting, Java Economic Corridor Team (2012) 

To accelerate the IEC policy, a number of obstacles/barriers need to be eliminated or 

at least diminished. Furthermore, if there are gaps, these must be addressed based on 

investors' feedback. This suggestion is part of the assessment report of the Java’s KP3EI, 

where a number of investors had complained about the scarcity in energy and fuel supplies, in 

addition to inadequate infrastructure facilities (KP3EI Jawa 2012). Meanwhile, with the 

issuance of this IEC policy, there are 115 committed investments in Java, of which over 50 

percent of the total number come from the private sector (Table 6). 

Table 6. Committed Investments on the Main Economic Activities in JEC, up to May 2012 

Main Economic 

Activities 

Number 

of 

Projects 

Committed 

Value of 

Investment 

(Billion 

Commitment (Billion Rp) 

Government SoE Private 
Joint 

Funding 
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Rp) 

Food and 

Beverage 
42 26,109 - - 26,109 - 

Defense 

Equipment 
14 1,663.6 - 1,099.6 564 - 

Textile 23 12,080 - - 12,080 - 

Transportation 3 36,405 - - 36,405 - 

Shipping 5 809.0 - - 809 - 

ICT 2 163 63 - 100 - 

Steel 18 7,252 - - 7,252 - 

Oil and Gas 8 175,186 - 116,066.8 57,199 1,920 

Total 

Commitments 
115 259,667.6 63 117,166.4 140,518 1,920 

% 0.02% 45.12% 54.11% 0.74% 
Source: Tim Kerja MP3EI Jawa (2012). 

 

Although the Java economic corridor may boast better infrastructure facilities 

compared to other islands, there remains room for improvement. According to entrepreneurs 

who provided their input during Java’s KP3EI assessment process (KP3EI Jawa 2012), the 

state of the power supply has to be reviewed. A large-scale power plant is required if Java is 

to meet the needs of existing and upcoming factories as well as to be part of the accelerated 

IEC policy scheme. 

Table 7 shows the recent conditions of Java's power supply based on installed power, 

number of customers, and electrification ratio. According to statistical data issued by PLN in 

2011, Java accounts for 64 percent11 (65% in 201012) of Indonesia's total consumers, and is 

supported by 71 percent (72% in 2010) installed power. It has an electrification ratio of 76 

                                                 

11 Calculated from Table 4, "Number of Customer by Type of Customer" (PLN 2012).  

12 Calculated from Table 4, "Number of Customer by Type of Customer" (PLN 2011). 



34 

 

percent,13 which has increased from 73 percent in 201014. This percentage shows that the Java 

electrification needs are prioritized. An indicator of above 50 percent means that the 

remainder of the electricity (i.e., less than 50%) is distributed to at least five other main 

islands in Indonesia. 

Table 7. Power Supply Condition in Java 2010-2011 

Condition 
2010 2011 

Java Outer Java Indonesia Java Outer Java Indonesia 

Number of 

Customers  

27,780,498 14,654,889 42,435,387 29,307,110 16,558,035 45,895,145 

Installed 

Power (MVA) 

48,712.02 18,700.56 67,412.58 53,452.03 21,736.83 75,188.86 

Electrification 

Ratio 

72.59% 57.26% 66.51% 76.02% 63.98% 71.23% 

Source: Statistic of PLN (2011; 2012) 

 

However, because of the amount of economic activities in Java and the fact that the 

Indonesian economic development acceleration scheme is centered on Java, its power supply 

condition described above is still considered insufficient. A number of developed industries, 

both existing and upcoming, require sufficient electricity supplies, but the reserve margin15 

for the entire Java-Bali16 is 29percent (PLN 2012). Its regions: West Java, Central Java as 

well as East Java plus Bali, each has an electricity reserve of 16 percent, 59 percent, and 45 

                                                 

13 Based on Table 19. "Electrification Ratio and Energy Consumed per Capita" (PLN 2012). 

14 Based on Table 19, "Electrification Ratio and Energy Consumed per Capita" (PLN 2011). 

15 Calculated from margin of installed power and peak load divided by its peak load, where the Java-Bali’s 

installed power in 2011 is 26,372 MW and its peak load is 20,417 MW (PLN 2012). 

16 PT PLN divided Indonesia into several regions, and Java and Bali is categorized into one region. 
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percent, respectively. Based on the reserve margin in Java-Bali, one large-scale power plant 

needs to be added to provide electricity to industries concentrated in West Java, as well as to 

other economic activities in Central Java, and East Java and Bali.  

The PT PLN regularly forecasts its electrification needs for the next 10 years by 

annually observing certain fixed indicators. In PLN’s annual planning results, which are 

summarized in Table 8, one indicator used is the population density. Population density in 

Java and Bali grows 1.3 percent annually. The electrification ratio target, the second 

indicator, is forecasted to reach 93 percent in 2021 (from merely 72% in 2011). This target 

may be attained by enhancing energy sales (the third indicator) from merely 132,000 GWh 

(in 2011) to 259,000 GWh in 2021 (or an increase by about 95%).  

Table 8. Projection of the Needed Electricity Power in Java and Bali, 2012-2021 

No. Description Unit Projection 

1. Population Growth Average (%) 1.3% 

2. Electrification Ratio 2021 (%) 92.8% 

3. Energy Sales (GWh) 2012 to 2021 (%) 95.99% 

 - Residential 2012 to 2021 (%) 92.58% 

 - Commercial 2012 to 2021 (%) 122.32% 

 - Public 2012 to 2021 (%) 82.98% 

 - Industry 2012 to 2021 (%) 89.12% 

4. Power Contracted (MVA) 2012 to 2021 (%) 63.36% 

 - Residential 2012 to 2021 (%) 62.92% 

 - Commercial 2012 to 2021 (%) 65.90% 

 - Public 2012 to 2021 (%) 51.86% 

 - Industry 2012 to 2021 (%) 64.75% 
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5. Number of Customers 2012 to 2021 (%) 35.96% 

 - Residential 2012 to 2021 (%) 34.38% 

 - Commercial 2012 to 2021 (%) 58.28% 

 - Public 2012 to 2021 (%) 44.04% 

 - Industry 2012 to 2021 (%) 42.06% 

Source: Power Supply Business Plan 2012-2021 (PLN, 2012, pp. 770-775). 

The electricity sales target will increase by up to 95 percent on average, with the 

biggest share coming from the commercial sector, followed by residential, industrial, and 

public sectors in this order. As the PT PLN expects the commercial sector to contribute the 

biggest in terms of power sales in 2021, the fourth indicator---the highest power contracted---

estimated for the commercial sector is 66 percent (which is higher than the average 63% 

increase for the whole of Java-Bali).  This commercial sector will dominate the usage of 

electricity power in Java-Bali as it accounts for 58 percent of all users (last indicator) in 2012.  

These indicators represent the factors used to estimate electricity needed in certain 

region. The estimate also involves an analysis of the region's economic growth, electrification 

program, as well as ability to transform captive power (i.e., diverting users of oil-fueled 

power plants) into PLN consumers (PLN 2012). 

If one assumes that industries included in the KPI-IEC policy implementation in Java 

are those that already exist and are ready to be improved, the projection of electricity needs, 

especially for the Java-Bali region, remains the same. In fact, several projects that need to be 

developed or require more funding and encounter bottlenecks, will be accelerated by the IEC 

policy. Various advantages, such as investment offerings for the private sectors, will be 

easier, whether for projects that are small scale or above 1,000 MW. Until 2011, a total of 33 
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power plants17 with an installed capacity of as much as 26,000 MW were being supplied by 

PT PLN and Independent Power Producers (IPP) (PLN 2012 p. 22)18. 

For the period 2012-2021, PT PLN projects that there will be about 158 power plant 

projects in Java-Bali, of which 112 will be handled by IPPs while 42 projects will be operated 

by PT PLN (Table 9). These development projections referred in Table 8 are neither limited 

to one type of power plant only nor focused on large-scale power plants. 

Table 9. Detail of Amount of Power Plant Projects in Java-Bali System, 2012-2021 

  
Banten 

DKI 

Jakarta 

West 

Java 

Central 

Java 
DIY 

East 

Java 
Bali TOTAL 

I. Developer Assumption 

PLN 5 4 13 8   13 3 46 

IPP 12   51 29 1 14 5 112 

TOTAL 17 4 64 37 1 27 8 158 

II. Type of Power Plant 

Gas-Power Plant   2   1   2 3 8 

Steam-Power Plant 6   11 7   8 3 35 

Natural Gas-Power 

Plant           2   2 

Solar-Power Plant 9   24 9   1 1 44 

Hot-Power Plant 2   21 15   10 1 49 

Gas and Steam-

Power Plant   2       2   4 

Water-Power Plant     4 1   2   7 

PLTB         1     1 

PS     4 4       8 

TOTAL 17 4 64 37 1 27 8 158 

Source: Power Supply Business Plan 2012-2021(PLN, 2012) 

                                                 

17 Consisting of 24 water-fueled power plants (PLTA), five coal-fueled power plants (PLTU), three 

gas-fueled power plants (PLTG), one diesel-fueled power plant (PLTD).  

18 Based on Table 3.7 in Buku Rencana Usaha Penyediaan Tenaga Listrik 2012-2021. 
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One of Indonesia's largest powerplant development projects is CJPP, which has a 

capacity 2 x1000 MW. The Batang regency in Central Java province was selected as the 

location for this steam-fired power plant development. However, from a "regional balance" 

perspective, the Batang regency is not suitable. Regional Balance in electricity development 

is defined as the capability of a certain region to provide the electricity in its area, which is 

marked by sufficient/adequate percentage of reserve margin. In other words, the site selection 

strategy should have been based on the reserve margin percentage in each operating area.  

Based on data from PT PLN in 2011, the reserve margin in Central Java (the province 

in which the power plant will be built) is 59 percent. In contrast, West Java and East Java 

(plus Bali) have 16 percent and 45 percent reserve margins, respectively (PLN 2012, p. 58). 

Nevertheless, considering that the project site is in the north coast of Java and in-between 

East and West Java, it is geographically strategic. That is, whatever electricity produced by 

the project is reserved to meet the needs not just of Batang regency or Central Java nor of 

rural households19, but of industries in all of Java. 

3.2. What Should Be Debottlenecked by IEC Policy 

In establishing KISMK, PTPN III as the operator encountered a number of obstacles, 

which to this day are still being resolved. Obstacles pertain to the legality of the area for 

                                                 

19 It is arguably referring to the need for power in Java. Statistically, Java has an adequate level compared to 

other islands. Java's electrification ratio was above 70 percent based on data from year 2010 and 2011 (PLN, 

2012).   
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KISMK, investment regulations and policies, and the government’s (lack of) support for the 

infrastructure initiatives around the area. 

3.2.1. Policy Framework and Overlap in Laws and Regulations 

There are several unsolved problems related to spatial planning, particularly the 

administration of areas assumed by provincial or district governments, including shared 

authority with ministries such as the Ministry of Forestry, which controls almost 70 percent 

of forestry land in the country. 

3.2.2. The “Complicated” Investment Policy 

Many entrepreneurs think the investment environment in Indonesia lacks facilities. 

Thus, one problem that needs to be given attention is the policy related to investments20.  

Existing policies considered as barriers to investments are those related to human resources, 

provision and guarantees of fuel supplies and raw materials for industries, land availability, 

customs for industrial tools and machinery, and export tariff stipulations as well as 

regulations on cooperation between the government and companies regarding infrastructure 

facilities development. 

3.2.3. Infrastructure Facilities 

The adequacy of infrastructure facilities around the project area and the 

factories/plants themselves for both the palm oil industry in general and CJPP-Batang in 

                                                 

20 The MP3EI document lists some laws and regulations that should be revised. These consist of seven laws, 

seven government regulations, five presidential regulations/decrees/instructions, and nine ministerial 

regulations (Coordinating Ministry of Economic Affairs 2011). 
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particular, is an important factor. This is because the raw materials (such as the palm oil and 

derivatives products) have an expiration or their quality. The PTPN III, as the operator of 

KISMK, concedes21 that the transportation facilities need to be improved because with the 

current conditions---traffic, road quality and density---it takes 48 hours for the materials to 

travel from the plantation to the factories. Ideally, raw materials should arrive at the 

processing plant or be ready for export within 24 hours. An improvement in the quality of 

roads as well as in road regulations will reduce production cost and, thus, generate a bigger 

profit margin.  

Another problem needing attention is processing plants' insufficient capacity. Ideally, 

a processing plant must be capable of scheduling three shifts daily. Today, however, factories 

have only one to two shifts on average.  

 

3.3. Debottlenecking in KISMK and CJPP-Batang 

This section will describe in detail how debottlenecking happened either in KISMK or 

CJPP-Batang. First, it chronicles how problems in both the planning and implementation 

stages occurred and turned into obstacles. All processes and experiences are categorized into 

three buckets, all which must be resolved or at least included in the implementation agenda 

for debottlenecking. These categories are (1) policy framework; (2) complicated investment 

policy; and (3) infrastructure facility provision. 

                                                 

21 Along with the Boston Consulting Group Analysis (Boston Consulting Group 2010). 
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The following table includes all the three main areas where debottlenecking should be 

implemented. The problems listed are specific to the KISMK and CJPP projects. 
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Table 10. Matrix Debottlenecking Targets in KISMK and CJPP - Batang 

Debottleneck 

Target 

KISMK CJPP-Batang 

Problem Solution Problem Solution 

Policy 

Framework 

Planned as free trade zone by 

2023-2024 (initiated by PTPN 

III) 

Accelerated by Government 

Regulation No. 29 Tahun 2012 

on EEZ Sei Mangkei. 

 

Appointed area is part of 

conservation zone (Head of Batang 

Regency Decision No. 

523/283/2005 on an appointment of 

sea conservation zones 

Ujungnegoro-Roban in Batang 

District). 

The decision has changed and 

the location mentioned in the 

new decision has moved next 

to the original site (Head of 

Batang Regency Decision No. 

523.194/2012). 

 Controlled by PTPN III with 

HGU’s Certificate no. 

(Commercial Use Rights Decree) 

No. 31/HGU/BPN/1995, 

2,002.77 ha (BPN 2006) 

PTPN III acts as the 

management body and, together 

with local and central 

governments, may invite as 

many investors as they can in 

order to develop the area. 

Land acquisition: Related to 

agriculture land controlled by the 

people. 

Issuance of a new laws for 

land provision for public 

interests (UU No. 2/2012) 

 Part of the area proposed is Issuance of Presidential Board of Environmental-Central CJPP is declared a National 
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forest land (state land)  - 

(Ministry of Forestry Decree No. 

44/2005) 

Instruction No. 10/2011 on New 

Permits Delays and Improving 

Governance and Primary Forest 

and Peat lands 

Java Province has warned on the 

environmental risks that will be 

experienced by the people; hence, 

in the initial process, the local 

government refused the project. 

Project under the IEC Policy 

Implementation program using 

PPP scheme and the first pilot 

project in the electricity sector 

 The KISMK area highly depends 

on the decisions of the local 

government (regency and 

provincial) – spatial planning 

document. 

Appointed as a KPI (Focus 

Investment Area) – i.e., KPI Sei 

Mangkei. Both regency and 

provincial governments should 

revise the document. 

  

Complicated 

investment 

policy 

Fuel and raw materials supply Limit coal export as the main 

fuel in processing factories, as 

per the decision of the Ministry 

of Energy and Mineral Sources 

No. 1991 K/30/MEM/2011 

Risk sharing between private sector 

and public sector (the government). 

Revised 2005 PPP’s regulation 

in 2011, which established PT 

SMI, PT IIF and PT IIGF with 

funding from the government. 

   Guarantee of coal as main raw 

material that, currently, has been 

mostly sold to the global market. 

Imposition of Ministry of 

Energy and Mineral Source's 

decision on coal export 
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limitation No. 1991 

K/30/MEM/2011. 

 Tariff issues on equipment and 

machinery provision 

Imposition of tax holiday. The availability of state land ran 

into difficulties during land 

acquisition process. 

Unsolved problem. Instead of 

choosing state land area, 

compensation process with 

people is more preferable; in 

addition, the process is also 

easier via imposition of Law 

No. 2/2012. 

 Investment facility (Government 

Regulation No. 1/2007 on 

Income Tax Facilities for 

investments in a particular sector 

and/or in certain regions): All 

entrepreneurs can only access 

tax facility if they managed to 

realize 100% of the investment 

plan. 

Through Government 

Regulation no. 52/2011, it is 

possible to access the facility as 

long as 80% of the capital 

investment plan has been 

realized. 

There is no guarantee given to a 

private investor, thus, he is open to 

risks during the project 

Revised the current PPP 

regulation on guarantee risks 

for private sector by 

establishing PT IIGF (the 

Presidential Regulation No. 

56/2011), as well as providing 

private investors an initial 

capital through Governmental 

Regulation No. 88/2010. 
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 Price fluctuation, instability and 

highly dependence on 

international market (CIF 

Rotterdam) (Ministry of Finance 

Regulation No. 

67/PMK.011/2011) 

The regulation was revised to 

state that the price is not only 

determined by CIF Rotterdam, 

but also by CPO Exchange 

Jakarta and CPO exchange 

Malaysia. (Ministry of Finance 

Regulation No. 

128/PMK.011/2011) 

  

Infrastructure 

Facility 

Road access from and to KISMK 

area is to be developed by PTPN 

III. This is an extra cost to 

PTPN. 

The road planning is now 

integrated as a priority 

infrastructure project under the 

IEC implementation framework. 

No harbor for a ship delivering 

coal; quality of road access and 

railway needs to be improved. 

All infrastructure problems are 

included or covered in the IEC 

policy implementation 

framework. 
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The difference between the debottlenecking processes in KISMK and CJPP-Batang 

lies in how the bureaucratic obstacles in the local government and the national agencies were 

reduced. In KISMK's case, the local government upheld the Ministry of Forestry’s 

designation of certain KISMK lands as forest areas; thus, such KISMK cannot be categorized 

as industrial land in spatial zoning documents at the regency and provincial levels. 

Meanwhile, in CJPP-Batang's case, its targeted area was part of what the local government 

had classified as sea conservation zone.  

As shown in the matrix above, both of these problems can be resolved by discourse, 

where there is an opportunity to convince the local government on the necessity of those 

projects under the IEC policy framework. The CJPP-Batang succeeded to get the local 

government to reverse its previous decision on sea conservation zones. On the other hand, 

based on presidential instructions, all permits to appoint forest areas have been delayed; 

hence, the KISMK planning process was able to proceed without waiting for spatial zoning 

documents. 
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Figure 3. Debottlenecking Principle Implementation in KISMK 

 

To fast-track the IEC pilot projects, it is imperative to make their processes easier and 

seamless. Thus, the KISMK was designated as KPI in the Sumatra Corridor (The first KPI in 

the KP3EI’s list is the KPI Sei Mangkei)22. Meanwhile, CJPP-Batang was identified as one of 

the IEC policy's national projects under a PPP scheme. The following section discusses in 

detail the key elements shown in Figure 3. 

3.3.1. KISMK – North Sumatra 

On February 27, 2012, the Indonesian government designated KISMK as a pilot 

project area in the implementation of EEZs in Indonesia via Government Regulation No. 29 

                                                 

22http://www.kp3ei.go.id/in/main_ind/kpi/sumatera/133/134/a/b12/c/d/e1/f9, accessed 20 September 2013. 

http://www.kp3ei.go.id/in/main_ind/kpi/sumatera/133/134/a/b12/c/d/e1/f9
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Tahun 2012.  This Sei Mangkei industrial area, which is located in sub-district Bosar 

Maligas, Simalungun regency, North Sumatra province, was specifically initiated by PTPN 

III, a state-owned enterprise focusing on the development of large plantations, especially 

palm oil and rubber plantations in North Sumatra.  

The KISMK is an area prioritized for palm oil industry development and consists of 

2,002.77 ha. Around this area are the Bah Bolon River and the plantation controlled by PTPN 

IV 23 . Since PTPN had no plans to expand palm oil plantations area in North Sumatra 

(Bisnis.com 2012), the EEZ Sei Mangkei regulation merely shifted the project's focus toward 

developing downstream industries for the needs of value-added international markets, while 

the rest will be used to meet the domestic needs. 

As stated in its area development plan, PTPN III intends to transform this industrial 

area into an EEZ in 2023-2024, but IEC policy 2011-2025 brought the area to the center of 

the government's attention. The establishment of EEZ was accelerated to make sure the pilot 

palm oil development project in Indonesia will be a successful model of the IEC program. 

Thus, this is where the debottlenecking process becomes important. The IEC scheme---

coupled with its application of the debottlenecking principle---is a way to curb the obstacles 

in a project. The IEC, which is an instructive policy coming from the central government, can 

ease problems found difficult to solve at the local level. 

Based on Spatial Zones Plan 2010-2030, the government of North Sumatra designated 

the Sei Mangkei area as a palm oil-based industrial area. This is per North Sumatra's 

                                                 

23Government Regulation No. 29/2012 on Exclusive Economic Zones. 
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Governmental Regulation No. 29/2012, a regulation that covers all areas granted to PTPN III 

via Commercial Use Rights Decree (HGU’s certificate) No. 31/HGU/BPN/1995, (BPN 

2006).  

However, it is the local government of Simalungun district that has not yet designated 

this area as an industrial zone. In fact, a part of the KISMK remains to be forestry area, as per 

the 2005 classification of the Ministry of Forestry24. The plan to develop KISMK is still 

waiting to be formalized by support policies. This is the root cause of the coordination 

problems in the project that remain unresolved.  

The extension of the KISMK industrial area highly depends on the decision of the 

government at the regency and provincial levels. According to the regulation on spatial 

planning, the zone where the KISMK is located is regulated based on its potential, either in 

terms of its impact on the local economic development and even on the whole Indonesian 

economy, or how it addresses the public needs.  

As of the end of 2012, because the Simalungun district had not finalized its general 

zoning plan, the provincial government cannot ratify it yet. The central government, on its 

part, can likewise only ratify what had been regulated by the local government. Thus, the 

requisite here is for the government at both the North Sumatra and Simalungun levels to 

agree to designate KISMK as an industrial zone. Only then can the PTPN III operate as 

planned and serve as a special economic zone by 2023-2024.  

                                                 

24 Ministry of Forestry Decree No. 44/2005 on Appointment of Forest Area in North Sumatra. 
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Aside from the IEC policy, the revisions on regulations can lead to more robust 

investment activities in Indonesia. These revisions on regulations affect not just the KISMK 

project, but all future palm oil industrial areas. For instance, there are investment and tax 

facilities that will benefit entrepreneur groups with capacity to invest in the palm oil industry.  

However, some local governments who have the authority over certain jurisdictions 

may have difficulties in implementing such regulations. In this case, the IEC scheme is a way 

for the government to deal with conflicting interests, such as providing investors the 

investment and tax facilities they hope for. 

An integrated palm oil industrial area is predicted to see more investments in North 

Sumatra, especially in the Simalungun regency in terms of both amount and number. Despite 

differing interests, local governments have at least remained docile to the KISMK initiative, 

knowing too well that so much is at stake if they forego the potential benefits of the project. 

The local government at least acknowledges the KISMK as the main reason investors would 

put their money in North Sumatra (Bisnis.com 2012).  

3.3.2. CJPP-Batang 

The CJPP in Batang regency is an IEC megaproject using the PPP scheme. It is 

operated by a consortium of companies (called PT Bhimasena Power Indonesia---or PT BPI), 

one of which is a Japanese firm that will use the environment-friendly technology, Ultra 

Super Critical 25  (USC), Flue-Gas Desulfurization (FGD 26 ) system. Based on Japan’s 

                                                 

25 Turbine propulsion technologies that will work efficiently at very high pressure. This technology will possibly 

reduce the use of coal and omit emission. (http://www.asiapacificpartnership.org/pdf/PGTTF/events-october-

 

http://www.asiapacificpartnership.org/pdf/PGTTF/events-october-06/24%20-%20New%20Gen%20Strategy%20Ultra-Supercritical%20Technlgy.pdf
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experience (Fukuda 2007), this technology will not pollute the environment because FGD 

reduces the sulfur content in the waste generated by power plants. The CJPP-Batang is in the 

districts of Kandeman, Tulis, and Subah in the Batang regency (Figure 4). Its site covers four 

villages, but there are at least three other villages that will also be indirect affected by the 

project. 

Figure 4. Location of CJPP’s Batang 

 

                                                                                                                                                        

06/24%20-%20New%20Gen%20Strategy%20Ultra-Supercritical%20Technlgy.pdf, accessed at 26 March 

2013). 

26 The FGD is a set of technology used to remove sulfur dioxide (SO2) contents of sewage fossil power plants. 

For the particular steam power plant, the FGD will throw away more than 95 percent of SO2 contents in the gas 

pipe. 

http://www.asiapacificpartnership.org/pdf/PGTTF/events-october-06/24%20-%20New%20Gen%20Strategy%20Ultra-Supercritical%20Technlgy.pdf
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The use of the PPP scheme in the CJPP-Batang project hastens the debottlenecking 

process because it helps cut down obstacles to providing electricity. As shown in Figure 5 

below, the lack of funding that beset the project earlier had been resolved by entering into 

agreements with private sector investors. Likewise, to address entrepreneurs’ concern on the 

risks of investing in Indonesia, the PPP rules and regulations after the IEC policy was rolled 

out were revised and expected to soon align with investors’ requirements27. 

Because the CJPP-Batang is the first project under the PPP scheme, all parties will 

naturally do their best to make the PPP scheme for infrastructure development successful, 

especially in the provision of powering Indonesia28 (Strategic Asia 2013). Debottlenecking 

will be the main focus as the project has been encountering obstacles since it and the PPP 

scheme (via Presidential Regulation No. 67/2005 on PPP) started in 2005. Along with the 

PPP scheme, PT PLN in 2006 undertook to accelerate the construction of a power plant with 

coal as raw material. Known as the first Fast Track Program (FTP), the project allowed the 

                                                 

27  Some entrepreneurs had identified the varied investment rules and regulations as one of causes of their 

difficulties in Indonesia, particularly in Java. (KP3EI Jawa 2012) 

28The PPP scheme is the latest method to provide power infrastructure facilities. This has been the trend in many 

developing countries since the 1970s. In Indonesia, the private sector had always been involved in the electricity 

supply system and such involvement reached its height in 1985, when laws on electricity in Indonesia enabled 

the private sector (cooperative and other enterprises) to sell electricity to PLN, although limited (Article 7). 

During the Reformasi era, PLN experienced bankruptcy due to a number of terminated partnership/cooperation 

projects, leading Megawati’s government to issue a new bill in 2002 that, in principle, paved the way for a more 

competitive scheme. For one, it allowed the private sector to help set prices (Article 9). However, the 

Constitutional Court eventually revoked the bill in 2004.  
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private sectors to build IPPs. In 2009, the PPP scheme gave the private sector the opportunity 

to be involved in price determination as per Law No. 30/200929.  

To further strengthen the PPP scheme, the 2009 Laws were amended in 201030, and 

PT Sarana Multi Infrastruktur (PT SMI) 31  and its affiliates, PT Indonesia Infrastructure 

Financing (IIF) as well as PT Indonesian Infrastructure Guarantee Fund (PT IIGF), were 

established to support the PPP scheme. The latest revision of the laws in 201132 gave the 

private sector the chance to apply a development project (as unsolicited project) as part of a 

PPP framework through the “Regular PPP” scheme.  

This PPP experience, especially in CJPP-Batang, gives a comprehensive picture of the 

limitations of the government's capability to manage vital assets under its control. For one, 

the Indonesian government acts as a guarantee agent on all risks that investors (e.g., PT BPI) 

will face, which is too big a responsibility in term of dealing with multiple impacts (i.e., 

social, political and economic), especially during the period before the plant generates 

electricity by 2015 or when it commences its commercial run in 2016 (National Development 

Planning Agency of Indonesia 2011; PKPS Team 2011).  

Figure 5. PPP Scheme for CJPP’s Batang 

                                                 

29 This Law also states that the previous 1985 Laws is no longer valid.  

30Presidential Regulation No. 13/2010 on the Revision of Presidential Regulation No. 67/2005 on PPP for 

Infrastructure Development. 

31 Based on Ministerial Regulation No. 4/2010 on General Guidance of PPP for Infrastructure Development 

Implementation. 

32 Presidential Regulation No. 56/2011. 
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Source: Modified from a Presentation in PPP Days 2012 (IIGF 2012) and Interpretation of PT Adaro News 

Release (PT BPI 2011) 

 

As a vital asset, electricity is supposed to be managed and controlled by the state, but 

the government of Indonesia believes that PT PLN, as a mandatory energy institution, should 

not be monopolizing (i.e., controlling and managing electricity sources) the sector (PKPS 

Team 2011)33. Besides the current social and political repercussions (which will be described 

in the next part of this section), the government has disregarded their main responsibility of 

serving the people. By passing the responsibility to the private sector or (foreign) investors, it 

                                                 

33 Along with the Laws No. 30/2009 on Electricity, Article 4 states that aside from the state (PT PLN), the local 

government and private sector can also participate in power generation. 

Government and 
Company 

Agreement

Guarantors

State Owned 
Electricity 
Utility

Project Company

PPA1

Recourse Agreement2

Guarantee Agreement3

PT Adaro
Itochu

J-Power
Sponsor Agreement4

Equity

Profit Distribution

LendersLoan Agreement5

Project-Finance Debt

Debt Service

OPC, O&M, Fuel Supply Agreements6

EPC Contractor/Itochu 
& J-Power

Fuel Supplier/PT Adaro

O&M Contractor/
PT BPI

Operation and 
Maintenance Contract

Fuel Supply Contract

Engineering, Procurement 
and Construction Contract

Company and 
Fund Institution 

Agreement

Construction, 
Operation and 
Maintenance

Transfer



55 

 

has commoditized the state's vital asset in the name of fulfilling the people's basic needs, i.e., 

electricity. In this case, as shown in Table 7, the households' electricity needs in Java is 

adequate compared to other islands; hence, the government has, this time, deemed that CJPP-

Batang's development be geared toward meeting industries' power requirements under the 

IEC program, particularly in the Java Economic Corridor.  

The risk here is if, in the future, PT BPI (or other investors) would find reasons to 

limit the electricity supply from the producer for their own vested interests (e.g., to gain a 

bigger profit). Or, because the government is mandated to guarantee the implementation of 

this project, the private sector might be emboldened to take higher risks, knowing that that 

they could be subsidized by the government in times of fluctuating electricity prices. Such is 

the nature of the private sector, which considers this project as a for-profit undertaking and 

neglects the fact that electricity is one of the people's basic needs. 

As early as its preparatory phase, the project has stirred some social and political 

forces at work at the local level. Due to the imperfect information received by the local 

people, conflicts of interests among its players (local politicians and entrepreneurs, etc.) 

managed to creep into this megaproject. The IEC policy implementation, which had moved to 

accelerate its infrastructure development plans in the area since 2006 (PKPS Team 2011), is 

driven by the central government even though there are responsible and effective leaders at 

the local level. While the central government still needs to collaborate with the local 

government so as to give some semblance that the concept of decentralization exists, it 

managed to compel local leaders to obey the IEC implementers' directives (the top-down 

process), as was in the case with KISMK. 
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The top-down process---where the central government has appointed the consortium 

as the implementing agent---has left key players in the local government and even the local 

residents living around the targeted areas unprepared. The negative impacts of the PPP 

scheme had been most glaring during this phase, especially as regards land acquisition, which 

PT BPI had relied on the government to resolve. As to the mandatory deadline for PPP 

projects, the land acquisition process was the most crucial and difficult step. The acceleration 

strategy was applied to resolve the deadline issue, but the ideal procedure was not followed. 

In fact, since the start of the land acquisition process, there had been various reports of 

violations against the welfare of the local people (Antara Jateng.Com 2012; Portalkbr.com 

2013; Sindonews.com 2013; YLBHI and LBH Semarang 2012; YLBHI, LBH Semarang, 

GreenPeace and Warga Batang 2012; Kompas.com 2013).  
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4. BEYOND THE DEBOTTLENECKING PROCESS IN KISMK AND CJPP-BATANG 

4.1 Primary Obstacles to the Projects 

As can be seen from Table 10, the main obstacles to the projects are policy 

bureaucracy and the people’s resistance against these projects. These obstacles were not 

clearly identified earlier by the proponents of the debottlenecking principle in the IEC 

scheme. Ironically, in two actual project cases, the listed/anticipated obstacles---i.e., 

inadequate infrastructure and investment policy---were not found to be major problems. 

Even though policy bureaucracy and people’s resistance emerged as the actual 

obstacles, these were not managed during the implementation of the debottlenecking process 

either. The main cause of the two problems was attributable to the overlapping policy 

frameworks, which worsened as certain parties took advantage of these for their own 

interests.  

In reality, these problems can be addressed with simple solutions. This is not to say, 

though, that no further in-depth study is needed. For one, it is, of course, necessary to bring 

out multiple stakeholders' hidden agendas surrounding the large-scale projects.  

Why is it so difficult to just agree and designate Sei Mangkei as an industrial area in 

North Sumatra's Provincial Spatial Planning documents? As per the bureaucratic process, the 

North Sumatra provincial government has to wait for the change in the zoning status to be 

made---i.e., that from forestry area to non-forestry area34. Its reluctance to agree mainly stems 

                                                 

34 Based on the regulation on the change in status of a forestry area into non-forestry area---in particular, as an 

industrial area (Law No. 41/1999). Converting the status of a forestry area into non-forestry area requires a 
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from the fact that approving this proposed regulation would mean violating the existing 

provisions in the Indonesian forestry and non-forestry area laws. Although the transformation 

of Sei Mangkei into an EEZ continues to take place, the region’s zoning status has not 

officially changed. 

The Sei Mangkei EEZ's construction continues to proceed by virtue of it being 

proclaimed as a national project35 in North Sumatra (Tarigan 2013), even though such would 

create a huge economic inequality in the Simalungun regency. The ongoing issues consist of 

an interplay of political factors that are favorable to the North Sumatra authorities. In 

particular, parliament members in district and provincial levels use their authority to hold off 

the provincial spatial plan, due to their private interests.  Such can be seen as an obstruction 

to the ratification of the Provincial Spatial Plan (Detik 2013; Harian Konstruktif 2013; JPNN 

2013; Metro Siantar 2013). 

Conflicts of interests are thus inevitable. Because the project is predicted to benefit 

some parts of Simalungun that are located near the center of the provincial government, this 

could be, in the end, resolved by dividing the district into two (See “Solution for the Conflict 

of Interests” below for further explanations).  

In contrast, the entire Sei Mangkei area itself will rarely gain any benefit. This 

particular area has been used as a large-scale plantation. Its local inhabitants have always 

                                                                                                                                                        

Ministry of Forestry decree with recommendation from the local government. According to the regulation, 

Indonesia's forestry area comprises more or less 70 percent of the country's entire area. Therefore, the procedure 

requires that a new area has to be provided as replacement for the forestry area before the Minister of Forestry 

can officially change the status of the forestry area). 

35The assumption is made based on publications and information provided by sources and an informant in 

Medan, Sumatra Utara. 
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been mere daily-wage plantation workers. Although the Sei Mangkei area is supported by 

proper infrastructure and will perpetually be the center of economic activities, such would not 

have a positive impact on the local population directly. The fact that this project has been 

proclaimed as a national project is used as the excuse. That is, by Indonesian law, agrarian 

resource regulations---particularly for large-scale palm oil plantations---lie in the hands of the 

national government. Therefore, the profits and economic benefits from this project are 

regulated by the central government itself36. 

Meanwhile, since 1999, Indonesia's decentralization has restored control over regional 

assets back to the municipal governments. Thus, although the IEC policy aims to enhance 

national economic development, this project has tended to maintain the status quo since the 

control over the area and its resources remains in the hands of the elite ruling groups in its 

regions (Tarigan 2013). In other words, the Spatial Planning process in Simalungun regency 

actually involves a profit-sharing measure over the development of the industrial area in Sei 

Mangkei. As described in Figure 7, this need to share in the benefits led to, among others, the 

revival of the call for territorial expansion 10 years after its first emergence back in 2002 

(Harian Konstruktif 2013; Tribun Medan 2013). 

A similar situation exists in the implementation of the CJPP-Batang project. In this 

case, there are conflicts of interests between groups of ruling elites and entrepreneurs. This 

problem can best be summarized by this question: "Why can the issue on the CJPP-Batang 

not be solved by changing the location to an unpopulated area so as to reduce social costs?" 

This is clearly a simple question, yet difficult to answer. In fact, it is the question that crops 

                                                 

36 According to Presidential Decree No. 10/2001 on Local Autonomy Implementation in Land Affairs. 
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up in discussions, including among scholars in Kyoto and Tokyo, Japan37. Unfortunately, the 

answer cannot be extracted from the decision maker itself, which is the Indonesia 

government. As elaborated in the previous section, the official reason provided behind the 

choice of this project’s location is rather technical in nature. The political aspect of the 

Batang stakeholders' decision was not revealed.  

Since the Reformasi 1998 era, the Batang regency has been one of the enclaves of 

potential people’s movements consisting of peasant, fishermen, and urban poor. Peasant 

movements, in particular, have widely resisted large-scale projects in this region38. Although 

the area where the CJPP-Batang project is located is not the main territory of organized 

peasants, the latter still exerts some influence over the decision on the location. 

As mentioned earlier, alternative sites provided by the government are those located 

in other regions. One is Tanjung Celong, a state-owned plantation and base of the organized 

peasants' movement. From the start, this option had been strongly rejected by peasant groups 

because the project could disrupt their organization sites 39 . Therefore, this---along with 

capitalists' concern over higher costs involved in the transfer---made it impossible to 

construct the project on the state-owned land. The peasant movements' rejection of the option 

bore some weight because its leader is influential in Batang regency's political arena.  

                                                 

37 This was one of the questions during the Q&A session in a seminar on Rethinking History, Politics and 

(Human) Rights in Indonesia, at Kyoto University, on 30 November 2013 and in JANNI discussion forum in 

Tokyo, on December 2, 2013. 

38  See Safitri H.'s Gerakan politik forum paguyuban petani Batang (FPPB 2010) and Menuntut Negara: 

Hakasasimanusia, konflikdanpendudukantanah (Safitri H. 2009). 

39 Based on an interview with a leader of a peasant movement who joined Omah Tani on 31 August 2013. 



61 

 

Besides social movement groups, business and politics exercise some influence on the 

fate of the CJPP-Batang project since the local business group has a close relationship with 

politicians. This coalition between entrepreneurs and politicians further added to the 

complication when it supported the same issues raised by environmental and people’s rights 

movements such as Semarang Legal Aid Foundation (LBH-Semarang), Green Peace, and Go 

Green40. Such sets the stage for more opportunities for the coalition to influence upcoming 

projects related to CJPP-Batang. They had examined how the areas surrounding CJPP-Batang 

development site would be transformed into an industrial area according to Local 

Government Regulation (Perda) No. 7/2011 on Batang Regency Spatial Planning (Annex 1) 

and thus, could estimate the number of business opportunities that will come in the future. 

 

4.2 Implementation of Debottlenecking Principle 

The two projects in this study demonstrate how the IEC policy attempts to remove the 

impediments to the projects. These projects have been planned since early 2000s---long 

before the IEC policy was enacted as Indonesia's national economic development scheme in 

2011. Since the start, obstacles plagued the implementation process of both the CJPP-Batang 

and Sei Mangkei EEZ projects so much so that they had to be suspended. Later, under the 

IEC scheme, both projects began to pick up and progress rapidly. In official announcements, 

the projects are marketed and described as thus: (1) “CJPP-Batang is the first pilot project of 

the government and the private sector in Indonesia”; and (2) “Sei Mangkei EEZ is the first 

                                                 

40 Based on an interview on 2 September 2013 with a local journalist who documented the CJPP-Batang 

development/construction since the mid-2000s.  
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downstream project in the palm-oil plantation sector in Indonesia.” Any achievement from 

these projects will be a regional success, which in turn, will contribute to Indonesia's 

economic growth.  

The discourse on how to accelerate the territorial expansion is in itself a 

debottlenecking process aimed to settle disputes over who actually will gain the most from 

the Sei Mangkei EEZ. Although there were some arguments among local elites in 

Simalungun (Harian Konstruktif 2013), the acceleration process went ahead after the IEC 

policy was enacted in 2011. Prior to the implementation of the IEC policy, the Simalungun 

region was considering the option of dividing the regency into two as its solution. 

Nevertheless, without further consultation and communication with the local people, the 

proposed Simalungun territorial expansion became one of the subjects to be ratified by the 

members of the House of Representatives (Detik 2013; JPNN 2013).  

In addition to the proposition to divide the territory, it was also necessary to revisit a 

number of regulations related to the establishment of an EEZ. One of these was the 

ratification of the EEZ status in 2012, which was previously planned for 2023. To meet the 

requirements of the Sei Mangkei industrial area, the size covered in the location permit was 

adjusted from merely 400 ha (as per the National Land Agency land regulation)41 to 2,000 ha 

asset by the 2009 government regulation on industrial areas 42 . This expansion is not a 

violation of rules. Rather, this adjustment was made because the regulation set by the 

National Land Agency (Badan Pertanahan Nasional) was deemed inappropriate for industrial 

                                                 

41 Based on Location Permit Regulation No. 2/1999 issued by the head of National Land Agency. 

42 Government Regulation No. 24/2009. 
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areas and is predicted to cause land disputes or conflicts in the future. Thus, the government 

institution was obligated to adjust the regulations in line with the development in the Sei 

Mangkei industrial area.  

Meanwhile in the Batang regency, the municipal/regional government was forced by 

the central government (through IEC implementation) to change a number of regional 

regulations related to the CJPP-Batang construction site as an attempt at debottlenecking. Go 

Green activists reacted by stating that the changes in the regulations on marine conservation 

zones, on the issuance of Environmental Impact Assessment (EIA) for CJPP-Batang, and on 

the specified site were decided too quickly43. All these changes were implemented after the 

IEC sites were launched as national pilot projects.  

In 2005, certain areas in what is now part of the CJPP were declared as marine 

conservation zones by virtue of The Regent of Batang Decree No. 523/283/2005. Then, 

investors made a decision to construct the CJPP in the region after merely three months of 

study and without any consultation with local residents. Through time, part of this area 

became a dumping ground of CJPP waste. 

On June 7, 2011, PT BPI was appointed as a licensed constructor of the CJPP in 

Batang regency. In 2011, the central government demanded the government of Batang 

regency to convert the marine conservation zones into free zones so as to support the CJPP 

construction. The Batang regional government took action swiftly as instructed. Changes 

were done twice by virtue of two Regent of Batang decisions: the first in 2011 (i.e., The 

                                                 

43 Based on an interview with a Go Green activist on 3 September 2013.  
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Regent of Batang Decree No. 523/306/2011) and the second, in 2012 (i.e., The Regent of 

Batang Decree No. 523/194/2012). Also, the Batang regency authorities agreed to the CJPP 

development in its region (With Kendal regency as an alternative for the CJPP site44). These 

changes in the zoning are illustrated in Figure 6. 

 

Figure 6. Change of Regulation on Marine Conservation Zones in the Planning Area of CJPP 

Batang 

 

Source: Compiled by Semarang Legal Aid Foundation and quoted by Mongabay (Mongabay.com 2012). The 

changes were from the green area into the red zone and then into the blue areas. 

 

                                                 

44 Based on an interview with Go Green activist on 3 September 2013.  
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In August 2011, the plan for the CJPP project was included in the Spatial Plan of the 

Batang regency, which takes effect until 2031 (Local Government Regulation No. 7/2011). 

According to Go Green, an organization observing the impact of the constructions in Batang 

regency on the environment, the proponents did not disseminate the Spatial Planning 

document to the public after its adoption45, aside from not involving the local people in the 

planning process. 

To tone down the criticisms against the project, accelerating the issuance of the EIA 

document as a debottlenecking step was important. The local people demanded both PT BPI 

and the government to provide options to solving the social and economic problems of 

residents negatively affected by the CJPP construction46. Their appeals and demand were 

supposed to be documented in the EIA records, which until August 2013 was still in the draft 

phase. Based on the assessments, the EIA draft (dated July 5, 2013) deemed the project to be 

unsuitable. Therefore, the process, especially site construction, had to be terminated until 

proven otherwise. Surprisingly, a revised version of the document was initiated quickly. 

Within a month (August 21, 2013, to be exact), the revised EIA document---where the 

evaluation and results had drastically changed since the last update---was adopted. While the 

first draft had around 80 percent containing criticisms on the project, the newest (and 

sanitized) version, on the other hand, was readily acknowledged as appropriate47.  

                                                 

45 Based on an interview with Go Green activist on 3 September 2013.  

46 Based on an interview with Komisioner Komnas HAM who mediated the local residents, the company, and 

regency and provincial government on 4 September 2013. 

47 Supported by an interview with a Go Green activist on 3 September 2013. 
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The acceleration process in this case had connections to a politics-related event at that 

time; namely, the succession of governorship in Central Java province. The adoption of EIA 

was signed by the previous Central Java governor, prior to the inauguration of the newly 

elected governor on August 23, 2013. Thus, on August 25, 2013, the new elected governor 

was obligated to disseminate the document among the institutions and stakeholders, including 

the people of Batang regency48.  

Factors such as bureaucracy, authority, and economic interests are strongly connected 

to each other in terms of the debottlenecking process within the IEC scheme. Entrepreneurs 

and government authorities in both of this study's cases have distinct interests. Likewise, the 

national government has its own interests with other parties in large-scale projects, such as 

CJPP and KISMK. 

 

4.3 Main Players in Project Implementation 

The role played by local politicians and government is very important and defining in 

both the CJPP-Batang and KISMK/Sei Mangkei projects. Unfortunately, the groups that have 

interests in those two projects do not see themselves as tools to economically develop those 

two regions. The only factors that matter to them are the new emerging business 

opportunities, their economic benefits, and the ensuing returns on capital. 

                                                 

48 Based on the announcement letter of Central Java Governor on Disseminating the EIA document on 26 

August 2013. 
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The CJPP-Batang saw a conflict of interest between politicians---in particular, 

between the former regent and his successor, both of which had their own support from local 

entrepreneurs with their own interests. To complicate matters, other interest groups, together 

with the local environmental non-governmental organizations, also joined the fray. While 

such seemed like local politics, it actually was a fight over economic opportunities as a result 

of the implementation of the CJPP project.  

For local entrepreneurs, on the other hand, the CJPP clearly implies an opportunity to 

strengthen their business activities, since such project will guarantee the electricity supply for 

Batang regency. The project has also opened many business opportunities: For instance, there 

is the construction of roads to the project site.  

Local entrepreneurs are also tapped by the consortium to be part of this project, 

although this move comes with a hidden agenda. That is, by involving local businessmen, 

some of the social obstacles arising from the locals' condemnation of the project were 

expected to be eliminated. After all, part of the constructor's duty is to lessen the opposition 

against the project as well as to guarantee that its local counterpart/s will not obstruct the 

project. In the end, though, PT BPI found that their hidden agenda was not achieved. Despite 

local entrepreneurs' participation in many infrastructure activities, the locals continued to 

oppose the projects.  

Although they can be influential to a project, non-governmental organizations and 

people’s movement activists in Batang became mere tools for entrepreneurs to gain business 

access into the CJPP project. Non-governmental organizations, in coordination with the 

locals, are those who concentrate on defending people’s rights related to laws and 

environmental issues. They also fight for the people's legal rights over land. Unfortunately, 
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such opposition failed to compel the CJPP management and decision makers to reconsider 

their choice for project location. Moreover, the passage of time would generally allow this 

resistance to thaw, leading the impacted residents to gradually agree to accept cash as 

compensation for their agriculture land.  

The situation is different in Sei Mangkei, where locals only had minor objections 

against the parties who control the KISMK project. As mentioned earlier, the complications 

in the KISMK project occurred only when attempts to convert the KISMK land into an 

industrial area started. This complication was a result of the negotiations among politicians in 

the local parliament, where each argued over how to share the benefits after the 

implementation of the EEZ in the Simalungun regency. Thus, the kind of resistance found in 

the CJPP-Batang case is not the same scenario found in Sei Mangkei.  

 

4.4 Solution for Conflict of Interests 

In this study, the two projects experienced different scales of conflict of interests. The 

conflict in the Sei Mangkei EEZ was at the level of elite groups (i.e., entrepreneurs and 

authorities). Meanwhile, in the CJPP-Batang project, the local people stood against both the 

CJPP project constructor and regency government.  

The Sei Mangkei case is thus considered more complicated compared to CJPP-

Batang's. In the CJPP-Batang case, the solution is simply at the policy level. The policy has 
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to be obeyed, whether it is approved by the people or not. Moreover, CJPP is a national, 

large-scale public project regulated under Indonesian laws49.  

On the other hand, while the Sei Mangkei case can also be resolved by changing 

existing policies or by making new ones, the process is more complicated than it looks due to 

the vested parties' excuse of trying to aim for equality of impact from the EEZ project in 

Simalungun regency.  

Figure 7. Plan of Simalungun Territorial Expansion 

Sources: Compiled from interviews, documents and related studies.  

                                                 

49 Law No. 2/2012 on Land Provision for Public Interest. 
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The conflict of interests in KISMK can be solved by proposing a territorial division. 

That is, divide Simalungun into two regencies: Simalungun and Simalungun Hataran (as 

shown in Figure 7), so as to have an equal share of the benefits. The region of Simalungun 

“Bawah” (referred here as the Simalungun Hataran regency) will directly gain benefits from 

the Sei Mangkei EEZ, while Simalungun “Atas” (referred here as Simalungun regency) will 

benefit from the establishment of a tollroad connecting Simalungun to Kualanamu 

International Airport. This proposition will solve the conflict of interests, and pave the way 

for the Spatial Plan of Simalungun regency to convert the KISMK land into an industrial 

area. In this way, vested parties had intimated that they would be amenable to have the 

KISMK project implemented as planned by PTPN III. Also, this solves the bureaucratic 

deadlock emanating from the conflict of interests among elites and local entrepreneurs.  
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5. CONCLUSION: IEC POLICY AND THE MAIN TOOLS FOR DEBOTTLENECKING 

The IEC policy was designed to overcome various barriers/obstacles in the 

development process, especially in the Indonesian economic development. Therefore, 

debottlenecking is one of the main keywords in the IEC implementation process. The process 

may vary by project, which occurs in the cases in this research. In President Susilo Bambang 

Yudhoyono’s administration, a specific unit (i.e., UKP4) assigned to specifically control the 

development process tried to explain the debottlenecking process as well as the causes of 

bottleneck. 

Debottlenecking is a process to eliminate the existing barriers/obstacles in order to 

achieve the targets on development. One of the bottlenecks during implementation is the 

bureaucracy. In general, based on the UKP4's observation, bureaucracy relates to working 

patterns, or an existing or lack of policy, including related regulations.  

The strategy proposed to debottleneck the bureaucracy-related obstacles is to 

cooperate with the bureaucracy, instead of against it. The goal is for one party to make the 

adjustment, be that the bureaucracy's officials or the user of the bureaucracy's services. In the 

case of the IEC policy implementation, the government officials are the ones who tend to 

adjust, either voluntarily or due to encouragements from higher government institutions. The 

end-goal is to ease a complicated coordination process inherent in a hierarchical structure for 

the sake of the development project (Mangkusubroto 2011).  

In the case of KISMK, the bureaucracy includes the local government (provincial and 

regency levels), central government, as well as government institutions such as National 

Development Planning Board (Bappenas), Ministry of Industry, and Ministry of Public 

Works. On the other hand, the bureaucracy involved in the CJPP-Batang case are PT PLN 
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and the Ministry of Forestry and Environment Board. Results of the UKP4's review found 

that the most difficult bureaucratic line is the one related to the coordination between 

ministerial and provincial governments. The two projects before the IEC policy ever existed 

had encountered several bureaucratic barriers, such as having to deal with the Ministry of 

Forestry's slow decision regarding, for example, the spatial plan in Simalungun regency, thus 

causing delays in the projects' preparation phase. 

To overcome those difficulties experienced in KISMK and CJPP-Batang's cases---

which are common in all regions of Indonesia---the UKP4 finds that escalating the issues to 

higher levels solves the bottlenecks. This is where the IEC policy becomes one of the 

solutions. Backed by a presidential regulation, the IEC policy implementations allow various 

strategies to be taken depending on the bureaucratic difficulties faced. 

The IEC’s presidential regulation managed to get all parties within the government in 

particular---the local officials, ministerial agencies, and national government---to sit together 

and objectively work for common targets. In KISMK's case, the goal is to make Indonesia 

number one in the upstream and downstream palm oil industry and to boast one of the biggest 

steam-fired power plants in South East Asia, both of which will contribute to Indonesia's 

growth.  

The development of the two large-scale projects will, ideally, be an asset for local 

officials' regions during their tenure as far as boosting future economic growth, improving 

productivity, and attracting investments are concerned. However, since local governments' 

past experiences showed that the regions had never received any profit from national projects 

operating in their regions, it is difficult to convince them that the local economic benefits will 

eventually be attained. 
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Meanwhile, the IEC plan benefits entrepreneurs or investors, either foreign or 

domestic, in terms of reducing or eliminating obstacles. In KISMK's case, the PTPN III 

originally aimed to transform the area into a free trade area in 2023-2024, but because of 

other plans for KISMK, the central government decided to establish KISMK as EEZ by the 

end of 2012. Similarly, in CJPP’s Batang project, constructor PT BPI was allowed to proceed 

with the land acquisition process beyond its authority, thanks to legal and political regulations 

at both local and national levels. 

In all debottlenecking strategies, the most important factors are the time frame, owner 

of the responsibility, and the monitoring process. Even though the debottlenecking process is 

often seen as a quick and dirty strategy, it managed to err on the right side of the law. 

Therefore, every development project---including the two cases in this study---should follow 

the existing regulations, such as those stated in the Spatial Plan at the provincial and regency 

level. Also, the acceleration schemes, including those for the two projects, were conducting 

within a prescribed time only.  

Under the scheme, both the Simalungun and Batang regencies' administrations were 

pacified with the prospect of a long-term investment inflow. In the case of KISMK, the local 

government eventually agreed to cover the KISMK area in the Spatial Plan document. Thus, 

the Head of National Development Planning Board, as an implementer of the IEC scheme, 

did not have to worry about having to withdraw both large-scale projects had the obstacles 

been left unresolved. 

Indeed, the accelerated IEC scheme runs counter to the spirit of the post-Reformasi 

1998 principle, where the aim was for every local government (for example) to have the 

authority to govern their own regions and to provide suggestions to the central government on 
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developing local-level initiatives and implementing them with a certain level of autonomy. 

Ironic as it may seem, as a quick and dirty strategy, the accelerated development scheme 

produced longer-lasting and cleaner results (Mangkusubroto 2011). 
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