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Abstract

For Indonesian economy, agricultural sector has played important roles are as income earnings for majority Indonesian people, providing job opportunities, export earnings for government, and main producer for many products. One of important commodity in the estate crops sectors is palm oil. Indonesian government has implemented policies to maintain the price of cooking oil and guarantee the domestic supply of palm oil in Indonesian market, so the price of cooking oil can be affordable for many poor people in Indonesia. Export tax is the famous policy of Indonesian government to control price of cooking oil in Indonesia. In 2007, because the international price of palm oil was increasing, caused domestic supply of palm oil decreased, Indonesian government increased tariff for export tax of palm oil to the level 20%, and recently in 2009, has decreased the level of export tax of palm oil. 

Related to this fact, it is interesting to analyze how is the economic effect of implementation of export tax of palm oil on (1) three main major economic players, are government, producer, and consumer, (2) employment, (3) palm oil and cooking oil industry from palm oil in Indonesian economy. In this paper, I attempt to investigate how is the income distribution effect of export tax of Indonesian palm oil sector on the government, household especially on the poor people with disaggregated into two groups, are household income for agricultural sector and non agricultural sectors, enterprise, palm oil and cooking oil industry from palm oil sector in Indonesian economy. The research objective is to analysis the economic effect of imposing export tax of Indonesian Palm Oil Sector in terms of income distribution effect. This research has three research questions, are (1) what are the SAM Multiplier effect of palm oil and cooking oil industry to the Indonesian economy?, (2) What is the income distributional effect of imposing export tax of Indonesian palm oil sector and cooking oil industry to the various aspects, such as employment and income distributional effects on household, enterprise, and government by doing simulation policies?, and (3) What is the economic effect of change volume of export or demand from abroad on the palm oil and cooking oil industry in various aspects of Indonesian economy such as labor and income earnings? 

To answer the research questions, I employ Indonesian Social Accounting Matrix with the disaggregation of 88 sectors. For this research, I choose two sectors as exogenous variables, are export tax and the rest of the world. I calculate SAM Multiplier Effect of the disaggregated sectors, and then do simulation by some policies simulations on the export tax and the rest of the world. The Policy simulations on the export tax are (1) increase the earning of export tax of Palm Oil and cooking oil from palm oil sector become 100 billion Rupiah, (2) diminish the earning of export tax of palm oil and cooking oil from palm oil sector become 0, and (3) Increase the export earning of all sectors become 100 billion Rupiah. For the policy simulation on the rest of the world, are (1) decrease the export or demand from abroad for palm oil and cooking oil from palm oil to 50% from the initial value, (2) Increase the value of palm oil and cooking oil from palm oil to 50% from the initial value, and (3) Increase the value of the rest of the rest or demand from abroad on all sectors become 50% from the initial value. 

Results from SAM Multiplier shows that an increase of one unit in production of palm oil sector induces an increase of production of 0.27 units in the labor, household income for agricultural sector of 1.06 units, household income for non- agricultural sectors category of 1.64 units, for the income of enterprise is 0.38 units, and for the income of government is 0.32 units, palm oil sector is 1.30 units, cooking oil industry from palm oil is 0.44 units, and for other cooking oil industry is 0.39 units. This result indicates that palm oil sector has important role in promoting job opportunities, income earnings for household’s income, enterprise, and has significant effects for cooking oil industry in Indonesia. Results from those policies simulation on two exogenous variables, are on export tax and the rest of the world or demand from abroad shows that palm oil sectors has significant roles as a leading sector or an adjusting sector through its effectiveness in employment, positive impact of income distribution for household income, negative impact on enterprise income, positive impacts on government income, and other sectors, especially cooking oil industry in Indonesian economy. This analysis strengths the importance for the Indonesian government to focus policies on palm oil sector, analyze its impacts on the various aspects such as on employment, income earnings for household, enterprise, government, and the effect on palm oil and cooking oil industry and formulate comprehensive regulation to develop palm oil and cooking oil industry due to the crucial role of palm oil sector in Indonesian economy.
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1. Background

For Indonesian Economy, agricultural sector has played important roles are as income earnings for majority Indonesian people, providing job opportunities, export earnings for government, and main sources for many products. One of important commodities on the estate crops is palm oil. Indonesia is the second largest exporter of palm oil in the world after　Malaysia, as in 2005 (Malaysia 13,100 MT and Indonesia is 10,500 MT). This is because for many years, The Indonesian government has tried to expand palm oil cultivation in order to increase production and export. The expansion of production of palm oil is possible due to the availability of land, namely in Sumatra islands. 

Another important fact of palm oil is the fluctuation of its price in the World. There has been increasing interest from researchers in economics pertaining to the price of palm oil, and this is mainly due to the frequent price fluctuation and change. This situation has also motivated Indonesian exporters to increase the volume of export and rate of profit from palm oil. The behavior of Indonesian exporters due to increasing price of palm oil in the world can be having positive and negative impacts on the Indonesian economy. It is positive for Indonesian exporters because they extract more profit and for The Indonesian government to earn foreign currency. It is also can be positive because it creates job opportunities if the production of palm oil increases. Yet, for poor consumers buy cooking oil and other edible and non edible products of palm oil, they incur more cost since the increasing export volume will decrease domestic supply. Furthermore, the Indonesian government has to implement some economic policies to support poor people hard hit by high price of domestic palm oil. 

With respect to the problem, the Indonesian government for many years has been implementing some economic policies to maintain the price of cooking oil as one of non edible products of palm oil and guarantee the domestic supply of palm oil in Indonesian market, so the price of cooking oil can be affordable for many poor people in Indonesia. Export tax is the most interesting economic policy that has been examined to understand its impacts and efficiency in controlling the supply and price of palm oil and its edible and non edible products, namely cooking oil industry in the domestic market. In addition to this, the current situation indicates that the price of palm oil in the world market is still increasing, and this will have direct impacts on the domestic price of palm oil and its edible and non edible products especially cooking oil industry, thereby exacerbating the hardship of poor people in Indonesia due to very high price of cooking oil. The problem Indonesian government has implemented the new regulation of export tax calculation for Indonesian exporters of palm oil. The regulation mentioned that the export tax for palm oil will be progressive tax, in which the percentage of export tax will depend on the price of palm oil in the world market. Moreover, some Indonesian agricultural economists suggest the Indonesian government should implement the export tax policy and others measures, such as domestic allocation and market obligation simultaneously. There are still debates among agents about this matter.

The debates came from the point that cooking oil constitutes an important basic need for people in Indonesia and thus an affordable price of cooking oil for poor people is absolutely needed. On the other hand, some Indonesian agricultural economies argued that export tax will hurt palm oil producers in Indonesia since they must pay certain amount of tax when they export to the world market and there is no subsidy in palm oil industry.

In 2007, because the international price of palm oil was increasing, caused domestic supply of palm oil decreased, Indonesian government increased tariff for export tax for palm oil to the level 20%, and recently in 2009, has decreased again the rate of export tax of palm oil. With respect to this, it is important to analyze how is the economic effect due to the implementation of export tax of palm oil on various aspects of Indonesian economy such as on (1) three main major economic players, are government, producer, and consumer, (2) employment, (3) palm oil and cooking oil industry as one of its secondary sectors. 
Accounting Multiplier analysis is one of useful methodology to examine the economic effect of implementing export tax of palm oil on various economics on macro level. This kind of analysis can be done using Social Accounting Matrix Framework. On this study, we applied Indonesian Social Accounting Matrix 2005. The usage of Indonesian Social Accounting Matrix 2005 is because it is the latest version of SAM provided by Indonesian Bureau of Statistics.

The remainder of the paper is organized as follows. Section 2 explains about research questions. Section 3 describes literature reviews, methodology of research and data sources. Section 4 explains briefly the world market of palm oil. Section 5 explains about Indonesian Palm oil sector. Section 6 describes about export tax on Indonesian palm oil sector, Section 7 assesses the accounting multiplier analysis of export tax on Indonesian palm oil sector and section 8 is conclusion and policy recommendation.
2. Research questions
On this research, we attempt to investigate three research questions, are:
1. What is the SAM multiplier effect of palm oil on various aspects of Indonesian economy?

2. What is the income distributional effect of imposing export tax of Indonesian palm oil sector on the various aspects such as employment, on household, enterprise, and government by doing some simulation policies?
3. What is the economic effect of change volume of export or demand from abroad on the Indonesian palm oil sector on various aspects of Indonesian economy especially on labor and income earning?
3. Literature reviews, Methodology, and Data Sources

3.1. Literature Reviews
Since several years ago, many empirical studies on examining the economic effects of export tax have been done specifically on the Indonesian Palm oil's case or general cases. The first research of the economic effects of export tax was conducted by Akiyama (1992) by examining the optimal export tax and its economic effects on cocoa in a large exporting country's case. His research found that export tax has affected the national welfare distribution between farmers and the government, and has also negative effect on the production of cocoa in the long run. In the same year, Bruce and Perez-Grazia (1992) have also conducted similar research by examining the economic effects of export tax using competitive global trade in the case of US forest products. The research result showed that there was loss in consumer welfare and there was positive income transfer from the owner of timber to the processing industries because of the lower input sectors. 
In the next five years, Warr (1997) have analyzed the economic effects of export tax especially on the welfare effects or income distributional effects in Thailand Rice sector by utilizing the static general equilibrium approach. He found that the export tax in Thailand Rice caused lower social welfare of society. In addition to this, Marks, Larson, and Pomeroy (1998) have conducted research on examining the economic effects of export tax on Indonesian Palm oil sector by looking at the income distributional effects, efficiency effects, and other aspects of export tax using static model. They utilized data after the implementation of the export tax on palm oil sectors from September 1994 to June 1997. They also assumed that Indonesia is small exporting country which has small percentage share in the world market. The results showed that (1) implementation of export tax from 1994 to 1997 have impacts on decreased cooking oil price temporarily, but only on the ex-factory level and excluding the final consumers. During this period, the increasing price of palm oil in world market was also temporarily. When the world price of palm oil decreased since 1995, the cooking oil price at the ex-factory level also decreased (2) Export tax of palm oil had hurt the owners of palm oil sector due to the decreased price, but the refiners of palm oil industries or processing industries gained benefits through cheaper raw material. But these positive impacts didn't go to final consumers of edible and non- edible sectors of palm oil, because the prices for those sectors were fixed by world market price. (3) The government lost revenue of $18.1 million because even though the government received revenue from export tax but the loss was more than the revenue because plantation of palm oil is mostly state-owned company. This shows that state-own companies as producers of palm oil also lost (4) Domestic consumers have gained $0.61 per capita, but those gains were only for consumers living in Java island, but not for other islands. In other words, there was income distribution from other islands to people living in Java Island (5) Export tax also had negative impacts on the coconut oil since this sector substitutes for palm oil sector, and thus export tax of palm oil decreased the demand for coconut oil sector. Most of the coconut industries are located in eastern part of Indonesia, where people's income is lower (6) The export tax of palm oil hurt not only the palm oil sectors, but also to some extent other sectors through less domestic price and loss benefits of processing margins. Later the authors suggested that ad valorem tax is easier to be managed than specific tax rate. 
Ahammad and Fane (2000) also conducted similar research about the effects of export tax in the case of Bangladesh's export Jute by looking into the exchange rate regime. They found that the condition of the price elasticity of demand for jute was low. When there is price change in jute, the demand for jute will not show elasticity. Then the export tax caused there was reduction in welfare due to the small percentage share of export jute to the GDP. Furthermore, De Santis (2000) conducted research specific for the case of imperfect competitive market and increasing return to scale of export tax on Turkey's commodities, and he found that in the case of increasing return to scale, the efficiency and price effects of export tax is larger than the terms or trade effects. Another research was conducted by Hasan, et al (2001) about the effect of export tax on the competitiveness, specifically in the case of Indonesian palm oil industry. The term of competitiveness in their research signified the export performance of Indonesian palm oil industry. They applied time series analysis especially using vector auto regression analysis (VAR) to calculate the effect of export tax during 1994 to 1997 on the Indonesian export performance of palm oil industry. They also had similar assumption with the Marks, et all that Indonesia is small exporter country, or a price taker. The results indicated that export tax has negative impacts on the export performance for the long run, indicated by the results of impulse response function as (a) when the export tax increases by 1%, the net export share will not change immediately or in the first period but will falls on the second period by 0.8%, and on the third period by 1.1 %, and (b) when the relative export price increases by 1%, there will be no increase in net export share on the first period but on the second period there will be an increase by 0.75% , and on the third period, it will increase by 1.04%. The results of variance decomposition as more than 83% export share or performance are by its own shock, 8.6% by export tax and 8.4% determined by relative export price. Finally the authors put forward policy recommendation to the government to carefully conduct economic policy and implement the export tax by also considering the long run effect of export tax on the economic development as whole. Moreover, Basiron (2002), Sultoni and Susila (1998), and Pasquali (1993) have done projection for the growth rate of the CPO production, which will be the fastest growth among other edible oils because the success of the Uruguay Round. 

In addition to previous research, Susila (2004) conducted research in similar area especially in the case of Indonesian palm oil industry. He focused on the economic effects of export tax on several aspects using simultaneous equation approach based on data from 1987 to 2002. The results showed that the implementation of export tax had substantial effects on the efficiency and national welfare. The study found that an increase of 1% of export tax rate decreased in mature area or investment by 0.19%, in palm oil production by 0.81%, and 0.41% in export volume, in farm income by 1.53%, in value added industry by 1.22%, in employment by 0.09%, in domestic CPO price by 1.13%, and in domestic cooking oil price by 1.03%. Furthermore, the export tax also caused increase in consumer surplus by 0.68%, fall in producer surplus by 1.26%, and increased government revenue. The author also suggested the optimal export tax rate in 2001 should be around 18% of the world CPO price and the minimum price taxed, and the effective tax rate is better than the nominal tax rate. 
The most recent studies is conducted by Waschik and Fraser (2007) on examining the economic effects of optimum export tax in the case of Australian wool industry by applying the Armington elasticity and use general equilibrium model.  Similar to this is the research conducted by Susila (2007). He analyzed the positive and negative impacts of several policy options to control domestic price of CPO and cooking oil such as export tax, domestic market obligation, market operation, subsidy for cooking oil industry, and subsidy for poor people. He suggests that the Indonesian government should implement double policies or combination between export tax and subsidy for poor people to more effectively control domestic price of CPO and cooking oil industry. Moreover, one of the senior researchers at Estate Crash Crop Research Institute, Bambang Dradjat (2008) conducts research on examining the economic effects of 20% export tax in Indonesian CPO using partial equilibrium by looking at the welfare effects among consumers, producers, and government revenue. He finds that national welfare as a whole is negatively affected or there is loss efficiency in national welfare. This is because the gain for consumer surplus ($ 2.838.128) and government revenue ($ 7.529.167) are less than the loss of producer as ($ 10.483.313). He also conclude that 20% export tax will hurt producer, gain on consumer of processing industries and the government, but the dead weight loss or the efficiency and welfare loss as whole will be larger than smaller export tax rate. To sum up the results of several empirical studied of the economic effects of export tax, shows that the economic effects of export tax are complex and they are not limited only to the taxed commodity, but also include other sectors which are related in the production chain of taxed commodity Thus there is a need for the government to think deeply in formulating and implementing export tax by taking into account its effects in the long run. In the other sections, we will explain in detail specifically on the Indonesian export tax of palm oil industry. 
3.2. Methodology of Research 

3.2.1. Introduction of SAM
SAM analysis is one of simple equilibrium analysis to predict the economic impact of a policy implemented by government on the macro level. Pyaat and Round (1979) and Hartono and Resosudarmo (1998) have defined that SAM is a traditional double accounting economic matrix that covers all economic transactions between agents such as transactions between sectors in production blocks, income distribution among government, institutions, and households, and sectors within production blocks in the whole economy. SAM data comes from data from Input- Output Table, national income statistics, and the income account or distributions among economic agents in the country namely household income and expenditure statistics. Two main objectives of SAM based on King (1988) are to organize the economics of the country at specific time and provide statistical basic for the simulation the impact of policy interventions to the whole economy of the country. The important step to do analysis using SAM is distinguishing which account are endogenous and exogenous accounts for the purpose of analysis. The exogenous accounts are usually on the rest of the world, government, and investment or capital account. 

3.2.2. Accounting Multiplier Analysis 
Analysis using SAM it can be used for the purpose of (1)accounting multiplier analysis, (2) decomposition multiplier analysis, and (3) structural path analysis. In this study, we will focus only on accounting multiplier analysis. This section will briefly discuss about what is accounting multiplier analysis, the usage and the process to implement it. 
The meaning of multiplier effect is assessing the effect of change of some of exogenous variables on other endogenous variables of the system. So based on this, simply we can state that the usage of accounting multiplier analysis is to capture overall impacts of changes in exogenous account on other endogenous accounts. In order to calculate accounting multiplier effect, first step is we need to distinguish between endogenous and exogenous account within SAM data. The second step is finding the matrix element of coefficient of each account of endogenous accounts through simply divide the element of each account to its total of the column. We can denote this using An. Hartono and Resosudarmo (1998) have mentioned that the total income of endogenous accounts can be written as following:
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with equation transformation, we can get the following equation which captures the relationship between endogenous account yn and the exogenous account x, that is called accounting multiplier matrix.
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3.3. Data Source 
In this study, we employed Indonesian SAM in 2005 with the disaggregation. This disaggregation SAM contains 16 groups of labor, 1 accounts for non labor factors, 3 types of institutions, are household, enterprise, and government, 40 accounts for production sectors, 40 accounts for domestic commodity production, 40 accounts for import commodity production, 1 account for margin of trade and transportation, 1 account for investment or saving, 1 account for indirect tax, 1 account for export tax, 1 account for subsidy, and 1 account for the rest of the world. Then we classify it into endogenous and exogenous accounts. The endogenous accounts are production factors, household, enterprise, government, production sectors, margin of trade and transportation and production commodities (domestic and import), and exogenous accounts are export tax, and the rest of the world. The endogenous and exogenous accounts in detail are shown on appendix 2.
Then we implemented some simulation scenarios on export tax and export or the rest of the world. The policy simulations on export tax are (1) increase the earning of export tax of Palm oil and cooking oil from palm oil become 100 billion Rupiah, (2) diminish export tax earning from palm oil and cooking oil from palm oil become 0, and (3) increase of export earning of all sectors become 100 billion Rupiah. For the policy simulations on the export volume or the rest of the world are (1) decrease the export volume for palm oil and cooking oil to 50% from its initial, (2) increase the value of palm oil and cooking oil from palm oil to 50% from its initial, and (3) increase the export value from all sectors to 50% from its initial.
4.
World Market of Palm Oil 
4.1 
World Production of Vegetable and Fat Oil

Based on the table 4.1 below, the vegetable and fat oils in the world market since 1993 to 2006 has increased significantly, has growth level of 4.33% annually. The biggest percentage growth is for palm oil has 7.89% annually, and the lowest growth is for coconut oil has 0.57% in a year. Production share of palm oil on vegetable and fat oils increased each year is from 16% in 1993 to 25% in 2006. for soybean oil increase from 20.5% (1993) to 23.7% (2006), rapeseed oil from 11.1 % (1993) to 12.4% (2006), sunflower oil decrease from 8.9%(1993) to 7.5% (2006), coconut oil decrease from 3.4% (1993) to 2.1% (2006). 
Table 4.1 World Production of Vegetable and Fat Oil, 1993-2006

	Year 
	Production (000 ton)

	
	Palm Oil
	Soybean Oil 
	Rapeseed Oil
	Sunflower Oil
	Coconut Oil
	Others
	World

	1993
	13,690 
	17,540 
	9,554 
	7,650 
	2,920 
	34,403 
	85,757 

	1994
	13,960 
	18,460 
	10,050 
	7,650 
	2,940 
	35,805 
	88,865 

	1995
	15,211 
	20,404 
	10,955 
	8,556 
	3,350 
	35,950 
	94,426 

	1996
	16,286 
	20,322 
	11,479 
	9,006 
	2,867 
	36,874 
	96,834 

	1997
	17,946 
	21,033 
	11,828 
	9,162 
	3,313 
	37,831 
	101,113 

	1998
	16,920 
	24,008 
	12,290 
	8,407 
	3,153 
	38,029 
	102,807 

	1999
	20,625 
	24,794 
	13,247 
	9,308 
	2,399 
	39,502 
	109,875 

	2000
	21,867 
	25,563 
	14,502 
	9,745 
	3,261 
	39,819 
	114,757 

	2001
	23,984 
	27,828 
	13,730 
	8,200 
	3,499 
	40,387 
	117,628 

	2002
	25,392 
	29,861 
	13,307 
	7,824 
	3,145 
	41,037 
	120,556 

	2003
	28,111 
	31,288 
	12,660 
	8,962 
	3,286 
	41,074 
	125,381 

	2004
	30,909 
	30,713 
	14,909 
	9,402 
	3,037 
	42,774 
	131,739 

	2005
	33,326 
	33,287 
	16,027 
	9,681 
	3,143 
	43,735 
	139,199 

	2006
	37,163 
	35,268 
	18,451 
	11,126 
	3,143 
	43,735 
	148,886 

	Growth %
	7.98
	5.52
	5.19
	2.92
	0.57
	1.86
	4.33


  Source: Oil world
4.2 
World Consumption of Vegetable and Fat Oil 

The consumption of palm oil in the world has increased rapidly due to factors are: (1) increased world population, (2) increased demand for bio-fuel, and (3) trend of substitution use of soybean oil to palm oil because new research on the health benefit of usage palm oil. Based on table 4.2, the world consumption of palm oil is the largest among other vegetable and fat oils, has 8.07% growth since 1993 to 2006. It is larger than the growth of total world vegetable and fat oils, has only 4.18%. The lowest growth is on coconut oil has only 0.3% since 1993 to 2006. The soybean oil is on the second largest has growth of 5.28%. 
Table 4.2 World Consumption of Vegetable and Fat Oil, 1993- 2006

	Year
	Production (000 ton)

	
	Palm Oil
	Soybean Oil
	Rapeseed Oil
	Sunflower Oil
	Coconut Oil
	Others
	World

	1993
	13,200 
	17,760 
	9,645 
	7,730 
	2,930 
	34,857 
	86,122 

	1994
	14,370 
	18,470 
	10,125 
	7,640 
	3,020 
	35,466 
	89,091 

	1995
	14,840 
	19,447 
	10,650 
	8,461 
	3,247 
	35,943 
	92,588 

	1996
	16,075 
	20,398 
	11,605 
	8,658 
	2,960 
	36,903 
	96,599 

	1997
	17,833 
	21,446 
	11,666 
	9,371 
	3,092 
	37,409 
	100,817 

	1998
	17,662 
	23,602 
	12,286 
	8,565 
	3,167 
	37,813 
	103,095 

	1999
	19,837 
	24,480 
	13,209 
	9,176 
	2,707 
	39,280 
	108,689 

	2000
	21,771 
	25,135 
	14,471 
	9,404 
	2,962 
	39,689 
	113,432 

	2001
	23,869 
	27,508 
	13,952 
	8,765 
	3,467 
	40,444 
	118,005 

	2002
	25,595 
	29,964 
	13,489 
	7,721 
	3,291 
	41,472 
	121,532 

	2003
	28,201 
	31,246 
	12,716 
	8,921 
	3,322 
	41,287 
	125,693 

	2004
	30,050 
	31,163 
	14,829 
	9,583 
	3,054 
	42,421 
	131,100 

	2005
	33,156 
	32,879 
	15,914 
	9,546 
	3,047 
	43,666 
	138,208 

	2006
	36,192 
	34,670 
	18,196 
	10,946 
	3,047 
	43,666 
	146,717 

	Growth %
	8.07
	5.28
	5
	2.71
	0.3
	1.75
	4.18


    Source: Oil World
4.3 
Palm Oil Producer in the World Market



Table 4.3 shows the total production for palm oil in the world market and production of each major world palm oil producer since 1993 to 2006. The total world production of palm oil increases since 1993 to 2006 has growth level of 7.91%. Look on trend of growth for palm oil production on each country, it is shown that Indonesia has the highest growth of palm oil production of 12.64% is bigger than total world growth production. Thailand is on the second rank, has growth of 8.47%, Colombia has 6.23%. Surprisingly, Malaysia as the biggest palm oil exporter in the world has smaller growth palm oil production of 6.05%. 
Table 4.3 World Palm Oil Producers and Production, 1993-2006

	Year
	Producers (000 ton)

	
	Malaysia
	Indonesia
	Nigeria
	Thailand
	Colombia
	Others
	World

	1993
	7,403 
	3,421 
	645 
	297 
	324 
	1,716 
	13,800 

	1994
	7,222 
	3,860 
	640 
	316 
	350 
	1,749 
	14,130 

	1995
	7,811 
	4,040 
	630 
	354 
	388 
	1,777 
	15,000 

	1996
	8,386 
	4,540 
	600 
	375 
	410 
	1,923 
	16,234 

	1997
	9,069 
	5,449 
	680 
	390 
	441 
	1,986 
	18,015 

	1998
	8,319 
	5,930 
	690 
	475 
	424 
	1,900 
	17,738 

	1999
	10,554 
	6,456 
	720 
	560 
	501 
	2,040 
	20,831 

	2000
	10,842 
	7,000 
	740 
	525 
	524 
	2,196 
	21,827 

	2001
	11,804 
	8,396 
	770 
	620 
	548 
	2,175 
	24,313 

	2002
	11,909 
	9,622 
	775 
	600 
	528 
	2,224 
	25,658 

	2003
	13,354 
	10,600 
	785 
	630 
	543 
	2,321 
	27,450 

	2004
	13,974 
	12,380 
	790 
	668 
	632 
	2,485 
	30,629 

	2005
	14,961 
	13,920 
	800 
	685 
	661 
	2,563 
	33,590 

	2006
	15,881 
	16,080 
	815 
	855 
	711 
	2,821 
	37,163 

	Growth %
	6.05
	12.64
	1.82
	8.47
	6.23
	3.9
	7.91


Source: Oil World
4.4   Palm Oil Exporter in the World Market

Data on table 4.4 shows that export amount of palm oil in total and each exporter country case also increased since 1993 to 2006. The world growth for palm oil export has 9.3%. It is surprisingly, on each exporter country’s growth, Indonesia has the biggest growth of 16.51%, it is also bigger than world growth for palm oil export. Thailand is also has bigger export growth has 15.41% than Malaysia has only export growth of 6.62%.
Table 4.4 Palm Oil Exporter in the World Market

	Year
	Exporter (000 ton)

	
	Malaysia
	Indonesia
	Costa Rica
	Thailand
	Papua N
	Others
	World

	1993
	6,265 
	1,720 
	170 
	0 
	243 
	1,048 
	9,446 

	1994
	8,895 
	2,173 
	148 
	18 
	225 
	571 
	10,888 

	1995
	8,641 
	1,790 
	120 
	16 
	230 
	512 
	10,285 

	1996
	7,230 
	1,851 
	99 
	0 
	267 
	1,288 
	10,735 

	1997
	7,747 
	2,988 
	73 
	38 
	275 
	1,253 
	12,374 

	1998
	7,748 
	2,002 
	102 
	32 
	212 
	1,321 
	11,417 

	1999
	9,235 
	3,319 
	102 
	65 
	253 
	1,198 
	14,172 

	2000
	9,171 
	4,140 
	96 
	87 
	294 
	1,272 
	15,063 

	2001
	10,733 
	4,980 
	73 
	180 
	328 
	2,007 
	17,793 

	2002
	10,886 
	6,490 
	80 
	100 
	324 
	1,558 
	19,438 

	2003
	12,216 
	7,370 
	106 
	162 
	327 
	1,729 
	21,910 

	2004
	12,582 
	8,996 
	123 
	166 
	339 
	1,995 
	24,201 

	2005
	13,439 
	10,436 
	147 
	116 
	295 
	2,112 
	26,545 

	2006
	14,423 
	12,540 
	147 
	116 
	362 
	2,412 
	30,000 

	Growth %
	6.62
	16.51
	-1.11
	15.41
	3.11
	6.62
	9.3


Source: Oil World
5. Indonesian Palm Oil Sector

5.1  Historical Development of Indonesian Palm Oil Sector

The historical development of Indonesian palm oil sector can be divided into six important period or decades:

1. 1848-1945 Dutch Era: this period is the beginning time for cultivation of palm oil in Indonesia because in 1848 four seedlings of palm oil came from Africa to the Indonesian Botanical Garden at Bogor, Java. Then it was transferred to Deli Sumatra. 
2. 1945-1968 Post colonial era: during this period, there were some significantly changes in Indonesian political structure, that also caused changes in the Indonesian Palm oil sector. In 1967 the plantation area of palm oil had expanded to 106,000 hectares, 65,573 hectares belonged to State owned plantation companies. 

3. 1968-1985: In this period, the increasing area of palm oil plantation was still growing large. It is known as first expansion era. The Indonesian government supported the investment and plantation of palm oil through some policies. In 1968 Suharto as present president of Indonesia implemented direct investment through creating state owned companies under the name of “Perseroan Terbatas Perkebunan (PTPs). In this period, the government had planted an area of 176,408 hectares, mostly located in North Sumatra. Later in 1979, the Indonesian government started to invite private investment in palm oil plantation with helps from World Bank. The program was known as “PIR/ NES Schemes (Perkebunan Inti Rakyat / Nucleus Estate and Smallholder System). 
4. 1985-1998: Second expansion phase, with the target to overtake Malaysia’s position as the biggest palm oil producer in the world. During 1986-1996, Indonesian government has invited private sector to invest in palm oil plantation in Indonesia through some programs such as granting access to credit at concessionary interest rate, new crop planting, and crushing facilities. Due to those benefits, Malaysia’s plantation companies and other foreign investment have invested in palm oil plantation in Indonesia. 

5. 1998-2002 Investment Pause: during 1998-2002, this period is known as Investment Pause because the large investment that has been done during the second expansion period suffered a lot due to the Asian financial crisis in 1997. 
6. 2002-present: Starting from 2002, the Indonesian government have recovered from crisis, and tried to invest in palm oil plantation. The plantation companies had restructured their debts and also the Indonesian currency became better. The production of Indonesian palm oil had recovered and increased. The current situation is in 2008, Indonesian government implements the new type of export tax, changing the ad valorem tax to progressive export tax. 
5.2  Palm Oil Production



Since many years ago with supports from the government, Indonesian palm oil sector recorded increased cultivation and production. In the early years of its development, most of the palm oil production was used for export rather than consumption in domestic market. This was due to the condition during those years in which coconut oil or copra was the main raw material for cooking oil industry. In 1971, 93% of vegetable and cooking oil industry was from coconut oil. However, the production of coconut oil increased only by 1.2% during the period 1979- 1994. In the same period, the production of palm oil has increased bigger than coconut oil to 76%. 

Due to the facts above, there was substitution in the main raw material for vegetable and cooking oil, from coconut oil to palm oil. As the result of this, the dependence of cooking and vegetable oil industry to palm oil become bigger. The palm oil overtook coconut oil as source to vegetable and cooking oil industries in Indonesia. Consequently, palm oil production in Indonesia has grown fast with the involvement of state-owned, private –owned and smallholders. As shown on table 5.1 there is significantly increasing land area of palm oil plantation owned by smallholders since 2002 to 2008. This increasing land area also owned by private plantation companies though the amount of increasing is not large such as on smallholders. For government plantations, there is increasing land area since 2002-2006, but since 2006-2008, it decreases. It is related to Indonesian government policy on expansion of palm oil through focusing on smallholders and private plantations. 
Table 5.1 Area of Oil Palm Plantations by Category Producers in Indonesia 2002-2008

	Year
	Area (Ha)
	 
	 
	 

	 
	Smallholder
	Government Plantations
	Private Plantations
	Total

	2002
	1808424
	631566
	2627068
	5067058

	2003
	1854394
	662803
	2766360
	5283557

	2004
	2220338
	674983
	2821705
	5717026

	2005
	2356895
	677792
	2915634
	5950321

	2006
	2536508
	692204
	3056248
	6284960

	2007
	2752173
	685087
	3416656
	6853916

	2008
	2903333
	677055
	3440451
	7020839


Source: Indonesian Bureau of Statistics and Directorate Estate Crops

For the comparison of CPO production between Malaysia and Indonesia, table 5.2 shows that in 1970, Indonesia and Malaysia has the same amount of CPO production of 1,258. But in 1980, Indonesia had only 721 ton and Malaysia had 2.573 ton. Since 1980 to 2000, Indonesia has lower amount of CPO production compare to Malaysia. But in 2005, Indonesia has similar amount CPO production with Malaysia, and starts on 2006 to 2009, Indonesia has bigger amount of CPO production than Malaysia. And it is predicted will be continue until production on 2010. 

Table 5.2 CPO Productions of Indonesia and Malaysia, 1975-2010

	Year
	1975
	1980
	1990
	1995
	2000
	2005
	2006
	2007
	2008
	2009
	2010

	Indonesia 
	1258
	721
	2413
	4480
	7001
	14620
	16350
	17373
	19200
	21511
	23199

	Malaysia
	1258
	2573
	6095
	7811
	10842
	14962
	15681
	15823
	17735
	18000
	18500


Source: Oil World and MPOB
About the contribution of palm oil industry on Indonesian economy in term of providing job opportunity, it can be seen on table 5.3. Palm oil expansion in Indonesia since 1980 has provided approximately 3 million workers in 2006. It does not include number of workers who work on the secondary sectors of palm oil. The biggest share of worker is on smallholders and private plantation owner, while government plantation provides small number of workers. 
Table 5.3 The Number of Workers in Indonesian Palm Oil Industry, 1980-2006
 (in million people)
	Year
	Number of Workers
	 
	 
	 

	 
	Smallholders
	Government Plantation
	Private Plantations
	National 

	1980
	3
	100
	42
	145

	1990
	146
	186
	232
	564

	2000
	584
	294
	1202
	2080

	2001
	781
	305
	1271
	2357

	2002
	904
	316
	1341
	2534

	2003
	927
	332
	1383
	2643

	2004
	1110
	303
	1230
	2643

	2005
	1178
	265
	1284
	2727

	2006
	1318
	349
	1371
	3038

	%/ year 
	25.9
	5
	15.4
	12.6


Source: Directorate General of Estate Crops of Indonesia
  5.3  Demand and Supply of Indonesian Palm Oil 

As shown on table 5.4, since 1993 to 2006, the amount of initial stock, production, export, and consumption of palm oil in Indonesia has increased significantly. The biggest percentage increase is on export of 16.66% and production has 12.64%, initial stock has 10.36%, smallest percentage is on domestic consumption of palm oil of 5.96%. The decreasing number is on import and final stock of palm oil due to increasing export of palm oil. 
Table 5.4 Demands and Supply of Indonesian Palm Oil Sector, 1993-2006

	Year
	Initial Stock
	Production
	Import
	Export
	Consumption
	Final Stock

	1993
	485
	3421
	152
	1632
	1790
	550

	1994
	550
	4008
	124
	1631
	1985
	380

	1995
	880
	4480
	50
	1265
	2115
	550

	1996
	510
	4899
	108
	1672
	2528
	880

	1997
	700
	5449
	92
	2968
	2841
	510

	1998
	860
	5930
	18
	1479
	2832
	700

	1999
	750
	6456
	2
	3299
	2895
	860

	2000
	975
	7001
	4
	4110
	2927
	750

	2001
	700
	8396
	1
	4903
	2857
	975

	2002
	750
	9622
	9
	6334
	2933
	700

	2003
	700
	10600
	4
	6386
	3165
	1753

	2004
	1753
	12380
	13
	8996
	3313
	1837

	2005
	1837
	13920
	22
	10476
	3556
	1747

	2006
	1747
	16080
	11
	12101
	3800
	1937

	Growth %
	10,36
	12.64
	-18.29
	16.66
	5.96
	-35.24


Source: Oil World 2005
 5.4  Palm Oil Export

Based on data of Oil World 2008 and Malaysian Palm Oil Statistics 2008, Indonesia is the second largest palm oil exporter in the world market, has 14.470 ton. While Malaysia is on the first has 15.413 ton for export volume in the world market. Other major exporter countries for palm oil are Papua New Guinea, Colombia, Singapore, Hong Kong, and etc. The detail is shown on the following table. 

          Table 5.5 World Major Exporters of Palm Oil 1999-2008

	Oils and Fats
	Volume ( 000 ton/Tones)

	
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007
	2008

	(1)
	(3)
	(4)
	(5)
	(6)
	(7)
	(8)
	(9)
	(10)
	(11)
	(12)

	Indonesia
	3,319 
	4,139 
	4,940 
	6,490 
	7,370 
	8,996 
	10,436 
	12,540 
	12,650 
	14,470 

	Malaysia
	8,912 
	9,091 
	10,625 
	10,886 
	12,266 
	12,575 
	13,445 
	14,423 
	13,747 
	15,413 

	Papua New Guinea
	254 
	336 
	327 
	324 
	327 
	339 
	295 
	362 
	368 
	395 

	Colombia
	90 
	97 
	90 
	85 
	115 
	214 
	224 
	214 
	316 
	328 

	Singapore
	292 
	240 
	224 
	220 
	260 
	237 
	205 
	207 
	186 
	205 

	Cote d'lvoire
	101 
	72 
	74 
	65 
	78 
	109 
	122 
	109 
	106 
	116 

	Hong Kong
	94 
	158 
	192 
	318 
	186 
	127 
	39 
	20 
	20 
	28 

	Others
	788 
	896 
	1,099 
	1,027 
	1,320 
	1,547 
	1,736 
	2,121 
	2,474 
	2,665 

	TOTAL
	13,850 
	15,019 
	17,571 
	19,415 
	21,911 
	24,244 
	26,502 
	29,996 
	29,867 
	33,620 


Source: Oil World 2008 and Malaysian Oil Palm Statistics 2008
5.5 Indonesian Government Policy on Palm Oil Sector

There were some important Indonesian Government Policy on Palm Oil Sector has been implemented since 1998 to 2007, are:

1. In early June 1998, the Indonesian government through Ministry of Forestry and Estate Crops has issued the regulation of prohibition of forest use and conversion license for crop companies that have no realization of projects and no improvement on plantation.

2. In October 1998, the Ministry of Forestry and Plantation Estate Crops has issued regulation on stopping new license and permission to use forest.

3. In March 1999, the Ministry of Forestry and Estate Crops implemented regulation of limitation the number of plantation land or forest area as for any province to a maximum of 20,000 hectares and a maximum of 100,000 hectares for the whole country for decided companies (the law of forest no 41).

4. During 1998 and 1999, the CPO distribution and export system also changed. Indonesian government decided to inactive the role of BULOG for the CPO distribution system.

5. Social unrest related to political situation after the fall of Suharto. Many local people have reclaimed their land for plantation of palm oil. 

6. Foreign banks were unwilling to lend loans for palm oil’s plantation companies because of the Asian financial crisis in 1998. This situation made domestic palm oil’s plantation companies face difficulties to expand their business. 

7. In 1998 there were also protest by local people and local NGOs about the forest usage for palm oil plantation due to environmental problem. 

8. From 1998 to 2002, many big palm oil plantation companies still were not able to repay their loans due to the financial problems of their sister and mother companies, such as Sinar Mas Groups, Astra Agro Lestari, and etc. 

9. There is no subsidy policy for palm oil industry, such as subsidy for fertilizers, used energy such as fuel, electricity, etc. 
6.  Export Tax on Indonesian Palm Oil Sector 

Rasiah and Shahrin (2005) in their paper have summarized policies implemented by Indonesian government for palm oil sector from 1978 as shown in table below: 
Table 6.1: Indonesian Government’s Policies for Palm Oil Sector

	Year
	Policy
	Impact

	1978
	Domestic allocation control for private foreign companies, KPB-Medan, and cartel firms
	Reduced profit of foreign companies, and increase profit for KPB-Medan and cartel firms

	1987
	(PAKDES) Deregulation Exports of RBD Olein and Stearin.
	Only firms who have refining capacities are allowed to export

	1988
	Market operation for RBD Olein
	Cooking oil’s distributors receive subsidy for transportation, VAT, and distribution cost from producers.

	1988
	reduced non trade barriers to imports of edible oils through PAKNOP policy
	Price of cooking oil remained high

	1989
	Cooking oil industry was added to investment negative list.
	Strengthened the hands of local processors.

	1990
	The regulation of annual export permits
	To supply more on domestic market

	1991
	All quantitative domestic allocation policies are eliminated, changed to import duty’s policy
	Allowed private firms to export

	August 1994
	Export tax on CPO, RND, Crude Olein, and RBD Olein.
	Reduce price fluctuation of cooking oil in domestic market

	September 1994
	All cooking oil’s producers were demanded to sell below the market price by BULOG
	Positive impacts on intermediaries and final consumers

	1997
	Foreign investments on palm oil were prohibited to be done
	Lowered land competition

	July 1997
	ad valorem tax for CPO as 5%, RBD and crude olein as 4%, and RBD olein as 2%
	Positive impacts for processors but negative impacts for final consumers

	December 1997
	Export ban for all palm oil products due to currency depreciation
	Negative impacts on producers and reduced foreign currency’s earning

	April 1998
	Export tax on CPO as 40% and on RBD olein as 35%
	

	July 1998
	Export tax for CPO become 60% and RBD olein 55%
	

	2003
	Export tax for CPO is 3%, RBD PO is 1%, Crude Palm Olein is 3%, and RBD Palm Olein is 1%
	Price of palm oil in domestic market is similar to the world price

	2004- 2007
	Export tax on CPO is 1.5%
	

	February 2008
	New progressive export tax If CPO price between US$ 1,100 and $ 1,200 per ton in Rotterdam, the tax rate is 15 percent per ton, and 20 % if the price between $1,200 to $ 1,300 per ton , and 30% if the price exceeds $ 1,300 per ton.
	


Source: Rasiah and Shahrin (2005) and Susila (2004) and The Jakarta Post (2008)


The motivation for Indonesian government in imposing export tax on Palm oil is related to its price fluctuation in world market and also price of cooking oil. Nearly 20% of the poorest people in Indonesia spend up to 4% of their expenditure for consuming cooking oil. Concerned with this, the Indonesian government has classified cooking oil as one of the basic important commodities for poor people in Indonesia, and tried to maintain the cooking oil price at affordable price. Derom Bangun (2006) described that Palm cooking oil supplies up to 77%, and coconut cooking oil about 17%, and others are from palm kernel oil, soybean oil, peanut oil and other imported vegetable oils in Indonesian market. When the price of palm oil in International market increased in 1994, the similar hikes in price also occurred in Indonesian market. In order to decrease cooking oil price in domestic market, for the first time the Indonesian government applied export tax as policy to maintain price of cooking oil. 

In 1998, during the Asian Financial crisis the Indonesian currency depreciated and the price of palm oil in International market was at very high price of US$ 600 per metric ton (based on Rotterdam market), which induced Indonesian palm oil producers to export as much of their production as possible, Thereby leading to lack of supply in domestic market and increased price of cooking oil. As a response to this situation, since beginning of the year 1998 the Indonesian government has applied export ban or prohibited export of palm oil for four months to the world market. Starting from July 1998, the Indonesian government has also applied very high rate of export tax on palm oil (40%). Although the export tax rate at the time was 40%, the price of palm oil and cooking oil in domestic market still remained high, pushing Indonesian government to increase the export tax rate to 60%. 

Since the price of palm oil in the international market gradually decreased, from June 1999 to 2007, the Indonesian government has lowered the export tax rate gradually from 30%, 10%, 5%, 3%, and 1.5%. But in 2007, there was a rise in the price of palm oil in international market and the producers of palm oil were motivated to export more rather than to supply the domestic market. This caused increasing price of cooking oil in domestic market. Concerned with this, since February 2008, the Indonesian government through the Ministry of finance has implemented new regulation of export tax rate, changing ad valorem export tax rate to progressive export tax rate with the specification that if the price of palm oil in the world market is between US$ 1,100 and $ 1,200 per ton, the tax rate is 15 % per ton, and increase to 20 % if the price between $1,200 to $ 1,300 per ton, and become 30% if the price exceeds $ 1,300 per ton.

Regarding the export tax on palm oil, it is necessary to here the mechanism of export tax on palm oil. Export tax is only paid by exporter if the fob price or price of palm oil in international market is above basic price that the Indonesian government decided. The export tax rate is based on the difference between fob price in world market (Rotterdam) and basic price. Then the Indonesian government will also decide how many percentage of the rate of export tax will be imposed for exporters based on the fob price. The tax rate mentioned is per unit. Indonesian exporters of palm oil will pay the export tax rate per unit multiplied by how many units or volume of their export in a month, then converted to Indonesian Rupiah from US currency based on monthly exchange rate. The table below shows the determination of export tax rate with the basic and fob price based on decree of Ministry of Finance in 1994.

Table 6.2: Tax Rate Schedule for CPO

	FOB Price (P)

($/ ton)
	Marginal Export Tax Rate

(%)

	435＜P≦470

470＜P≦505

505＜P≦540

540＜P≦575

575＜P≦610

610＜P
	60

56

52

48

44

40





Source: Marks, Larson, and Pomeroy (1998)



Another example of how to calculate export tax rate for palm oil also can be seen on the Decree of Ministry of Finance and Ministry of Trade Republic of Indonesia in 2005. As shown in table below, the export tax rate for CPO is 1.5 % with the reference price at Rotterdam market at 350 USD, for CRD Olein and RBD Palm oil are 0.3% with the reference price of 360 USD, and for RBD Palm Olein is 0.3 % and 380 USD for reference price. 
Table 6.3: Export Tax Rate and Reference Price on 2005 

	Particular
	Export Tax Rate (%)
	Reference Price (USD)

	FPB

CPO

CRD Olein

RBD Palm Oil

RBD Palm Olein
	3.0

1.5

0.3

0.3

0.3
	60

350

360

360

380



 Source: Bangun (2006) pp: 10

For the present regulation of how much the export tax will be imposed can be seen on the news of Jakarta Post, February 2008 edition. As shown in table below, the regulation of export rate change to progressive export tax and this depended on the price of palm oil in the world market. The export tax rate of palm oil will be 15%, if the price of palm oil in world market is between US$ 1,100 and US$ 1,200 per ton, and increases to 20%, if the price of palm oil in the world market is between US$ 1,200 to US$ 1,300 per ton, and becomes 30% if the price exceeds US$ 1,300 per ton. 

Table 6.4: New Progressive Export Tax Rate of Palm Oil, 2008

	World Price 
	Export Tax Rate 

	US$ 1,100 – 1,200 per ton

US$1,200 – 1,300 per ton

US$ 1,300 <  
	15%

20%

30%


   

         Source: Jakarta Post, 18 February 2008

7. Accounting Multiplier Analysis 


Before we present our result on this section, we would like to remind about our research questions, are (1) what are SAM Multiplier effect of palm oil and cooking oil industry on Indonesian economy, (2) what is the income distributional effect of imposing export tax of Indonesian pal oil sector on various aspects, such as on employment, households, enterprise, and government by doing simulations, and (3) what is the economic effect of export volume change on palm oil and cooking oil on Indonesian economy. 


We will present our results on accounting multiplier analysis based on our research questions. 

7.1   SAM Multiplier effect of palm oil and cooking oil industry on Indonesian economy


Table 7.1 shows accounting multiplier index for palm oil sector, household, government, labour, enterprise, and edible and non edible sectors of palm oil. It is shown on table that palm oil sector has accounting multiplier index of 1.3 units. It means when there is shock on palm oil sector increases by one unit, it will cause or increase output in palm oil sector by 1.3 unit, in labour by 0.27 unit, in household income for agricultural sector by 1.06 unit. In household income for non agricultural sector by 1.64 unit, in enterprise income by 0.38 unit, in government income by 0.32 unit, in cooking oil industry from palm oil by 0.44 unit, in other cooking oil industry by 0.39 unit, in margarine industry by 0.4 unit, in basic chemical industry by 0.3 unit, in soap and cleaning industry by 0.4 unit, and in cosmetic industry by 0.3 unit. From the result of accounting multiplier analysis, it is shown if there is by one unit in palm oil, it will result in biggest increase in household income for non agricultural sector and cooking industry from palm oil.      
Table 7.1 Effect
The SAM Multiplier of Palm Oil on Various Aspects of Indonesian Economy

	No.
	Aspect / Sector
	Multiplier Index

	1

2

3

4

5

6

7

8

9

10

11

12
	Labour

Household Income for Agricultural Sector

Household Income for Non Agricultural Sector

Enterprise Income

Government Income

Palm Oil

Cooking Oil Industry from Palm Oil

Other Cooking Oil Industry

Margarine Industry

Basic Chemical Industry

Soap and Cleaning Industry

Cosmetic Industry 


	0.27
1.06

1.64

0.38

0.32

1.3

0.44

0.39

0.4

0.3

0.4

0.3


       Source: Author Calculation 
7.2 Income Distributional Effect of Imposing Export Tax of Indonesian Palm Oil Sectors on Various Aspects 


For the purpose of examining the effect of imposing export tax of Indonesian palm oil sectors on various aspects of economy such as on household income, governments and enterprise in Indonesia, we utilized the result of accounting multiplier analysis and applied three simulations scenarios then compare the results with its initial value. 



As shown on table 7.2, on household income account, the change of value is only when is applied simulation 3, that there is increasing value on simulation 1 and simulation 3, but government income decrease on simulation 2. On the enterprise account, its income decreases when applied simulation 1 and simulation 3, but enterprise income decrease when government erase the export tax. It indicates that implement export tax has effect on household, enterprise, and government income. 
Table 7.2
Effect of Export Tax on Household, Government, and Enterprise Income ( In Billion, Rp)

	
	Initial Value
	Simulation 1
	Simulation 2
	Simulation 3

	· Household Income

· Government Income

· Enterprise Income
	2,191.30
655.32

1,034.87
	0
755.32

1,028.40
	0
237

1,348
	2,617
1,355.32

718


Source: Author Compilation   
7.3 Economic Effect of Export Volume Change of Palm Oil Industry on Indonesian Economy

In this section, we also applied three simulation by changing export volume of palm oil, and see its economic effect on various aspects of Indonesian economy. As shown on table 7.3, on simulation 1, 2, and 3, the biggest change is on labour income, government, palm oil industry, and cooking oil industry respectively. It indicates that any expansion for Indonesian palm oil sector, it will give positive impact on labour, government, palm oil industry and cooking oil industry. 
Table 7.3
Economic Effect of Export Volume Change of Palm Oil and Cooking Oil Industry 
on Indonesian Economy 
	No. 
	Sectors / Aspects 
	Initial Value
	Simulation 1
	Simulation 2
	Simulation 3

	1

2

3

4

5

6

7

8

9
	Labour

Government earning

Palm oil

Cooking oil industry from palm oil

Other cooking oil industry 

Margarine industry

Basic chemical industry 

Soap and cleaning industry 

Cosmetic industry 
	135.99

83.14

11.48

-1.81

2.92

16.63

-21.02

1.36

1.90
	807.59
313.49

179.66

81.77

15.46

88.32

-109.25

7.99

10.81
	129.56
80.82

10.45

-3.82

2.79

15.91

-20.13

1.30

1.81
	1.601.63
679.21

256.31

60.51

131.52

180.43

-224.82

15.92

21.66


   Source: Author’s Calculation 
8. Conclusion and Policy Recommendation 
  8.1 Conclusion



Accounting Multiplier analysis results shows that palm oil is important sector for Indonesian economy by having accounting multiplier index is large. Any policies implemented by Indonesian government will have economic impact on its edible and non edible sector especially on cooking oil industry from palm oil and in household income for non agricultural sector account. This is consistent with what have been explained in the background of this paper. Palm oil has important role in promoting job opportunities and income earnings for household’s income and enterprise. 



Moreover, the result simulation scenario on two exogenous accounts, are export tax and the rest of the world show that palm oil sector has significant role as a leading sector and as an adjusting sector through its effectiveness in employment, having positive impact on household income and government income, but having negative impact on enterprise income.

  8.2 Policy Recommendation



Based on findings, we suggest some policy recommendations for Indonesian government, are (1) Indonesian government should put more attention of policies on expansion or development of palm oil plantation due to the importance of palm oil on Indonesian economy, (2) An effective and efficient economic mechanism should be designed to circulate the economic effect of imposing export tax from government side to household or palm oil farmer, (3) Indonesian palm oil expansion has positive effect on various aspect of economy, so an appropriate regulation will be useful to encounter the negative effect of expansion of palm oil plantation in Indonesia. 
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