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Abstract: This paper examines the need of bureucratic reform on the management of State Plantation Company
to increase its efficiency and performance. A State Plantation Company XIV (PTPN XIV) was selected as a
showcase due to her low performance in the last five years. The Company’s Annual Report (2006-2010) was
utilized for this purpose. It is argued in this paper that the bureucratic reform of the PTPN XIV is a must if the
company would like to sustain its business. There are five efforts in such bureaucratic reforms that need to be
implemented in this process, namely organizational reform, improvement of company internal process,
reorientation of investment, actualization of transformational leadership in company management and practicing
the values or principles of good corporate governance. This study implies that efficiency, technical norms and
sustainability are key elements required in such reforms to improve the company’s future efficiency and
performance.
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INTRODUCTION with 14 being managed under Nusantara Plantation

In Indonesia, there are three categories of other under   Rajawali   Nusantara   Indonesia  (RNI).
plantations, namely people, nucleus and estates [1]. State-owned plantation sector itself can be partially or
People plantation is a system that combines subsistence wholly owned by the state.
and marginal farming practices with practitioners of
commercial agriculture while nucleus plantation of the Current Issues and Problems in the State Plantation
people (NPP) is a form of smallholders developed with the Company: It has long been understood that the
support of state enterprises as the core. This type of performance and productivity of a state plantation
plantation began to be implemented in the 1970s. The company is strongly associated with the bureaucratic
estates refer to the design of large-scale modern system of the company. In other words, the bureaucratic
enterprise, capital intensive and market-oriented, system plays an important role in determining the
supported by advanced technology and efficient performance of the company, which then leads to
management system. As for the estates, there are two increased productivity and profits. For example, Drajat [2]
parties  who  run  these  plantations in Indonesia. They identified several problems faced by plantation
are the private companies and government. The private companies. Plantation policy orientation so far
estates are usually owned by the non-governmental distinguishes sharply between large estates (state
organizations while the government plantations are company and the private sector, including FDI) with
managed  by  the  State  Owned Enterprises (SOEs). people plantation. The implications of this dualistic policy
Today, there are 15 state-owned plantation enterprises provide convenience for the "big" company (and pressure

Company Limited (PTPN), namely PTPN I to XIV and the
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for a "small" company). The policy of plantation clearing through open burning activities. This often leads
development in favor of the great estates has been to a detrimental environmental impact. Until now, the
supported by the allocation of credit supply, research and burning of land clearing activities are carried out both by
development and training of human resources. Further smallholders and large estates. Law on environmental
development of large plantations based on forest clearing management still tolerates the existence of controlled
on a large scale is done by ignoring the rights of the burning for plantation. Appreciation and attention to the
people. In some areas this has led to such conditions of science and technology is still low. Feudalistic estates
social conflict and the negative environmental impact of management considers the use of funds for the needs of
open burning. science and technology as a waste. Science is considered

It has also been an issue of the management problem not to be an integral part of plantation development.
where the policy of extensive plantation development has Provision of funding research and development of oil and
so far ruled out the productivity, efficiency and product the government still relies on a small portion of the state.
development. Productivity of national plantation is still The other plantation problems are associated with
lag behind the national plantation of neighboring the problem of human resources, both from the farmers,
countries. For instance, the yield of oil palm in Malaysia entrepreneurs and government officials. The low mentality
in 2002 ranges between 16-20 tons of fresh fruit bunches of the community do not support the development of the
(FFB)/ha/year [3], while in Indonesia, it only ranges from values required for the advancement, independence and
14-16 tons/ha/year in 2010. Productivity of rubber in prosperity of their lands. The problems associated with
Thailand reached 1.8 ton/ha in 2010, while in Indonesia is the plantation are also institutional-based [8, 9]. Existing
only about 0.8 tons/ha [4]. In addition, the marketing and institutions are still unable to spur economic activities, as
economic problems such as the evolving market structure well as strengthen the commodity structure and the
tend towards a non-competing policy (oligopsoni). efficiency of the entire chain of activities. Institutional
Development of People Plantation (PP), as in the People growth and development of farmers' business partnership
Nucleus Company (PNC) is to change the market structure between farmers and large plantation companies are still
of oligopsoni was stucked by monopsony market facing some obstacles. Regional autonomy demands the
structure in which the planters dealing directly with the utilization of natural resources to increase the income of
processing industry. Farm products are internationally an area. Competitive use of natural resources will occur so
traded products that the market mechanism in the market that the disparity between the regions with one another
access limitations international. By the limitation access, can occur. In order to utilize this natural resource "guide
planters on the people plantation does not get market / reference" for the implementation of urgently needed in
information effectively. Market information (price, quality, order the difficulties do not exist at the level of
quantity needed, etc.) effectively obtained from merchants development planning, investment and manufacturing to
or  processing  industries.  Nationally,  the development trading. With the understanding that commodities are
of the market share of some major oil products showed a internationally traded commodities, then the knowledge of
declining trend over time, shifted by some competitor globalization and liberalization of trade is very important.
countries such as Malaysia, Thailand, Vietnam, India and Principal concern in globalization and trade liberalization
Sri Lanka. is competitiveness. Without the strong competitiveness

In addition to the above, the socio-cultural problem of the commodities Indonesia would not compete with
of multidimensional crisis has also triggered some social commodities produced of other countries.
conflicts in the plantation areas. This is partly due to the
rules and regulation stipulated in the Indonesian Agrarian Bureucratic Reform of the State Plantation Company:
Policy [5, 6]. It is not compatible with development and Ministry of State Owned Enterprises (BUMN) as the
social  condition  of  the  people. The  system  of land management of state plantation businesses is about to
administration is not orderly, particularly with the perform a reform in the company management into one
occurrence of duplication of ownership or control of land, Holding Company (HC). If the plan comes true, new era or
the  legal  certainty of the land has not been secured. new look of state-owned enterprise will come into being.
There are still forest plantations owned by the people and First of all, the corporative obstacles of the ministry
this has been for quite some time from generation to against the PTPN particularly in relation to corporate
generation. The issue of the environmental [7] and policies ahead will be handled by a HC. Secondly,
science involves around the non-efficient method of land bureaucratic hindrances that the company complained so
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far on the contrary will be a lot easier to be tackled by the also lies in the corporate culture. So far the company’s
HC. Thirdly, the financial problem faced by one PTPN can corporate culture is very much influenced by and
be easily resolved by a HC. The management of the HC inherited from the Dutch. Feudalism and Inlander may
will organize the whole capital and asset of PTPN in one have gone but the bureaucratic management due to
core management. The HC can command other PTPNs as transitional culture still exists and becomes burden to
subsidiary companies to assist PTPN in trouble. Fourthly, PTPN, not to mention because of the management
all subsidiary companies will focus only on corporate condition, it changes the corporate culture PTPN into a
matters without being troubled the politicians in the very strategic task. The Holding Company is likely to
parliament  or  with other interested parties. Fifthly, the so introduce and implement new culture, changing the
far the existing opportunists between the ministry and the culture of PTPN into more efficient, productive and
company will be diminished. The current practice competitive one. The approach taken is the opposite with
indicates that the ministry has acted in multifunction, the one made by TELKOM i.e. establishing Indosat as a
beginning with chairing a general meeting of share new corporate with a new culture.
holders, approving the company’s budgetary work plan Holding Company on the shareholders’ disposal or
through the commissioner’s authority, selecting and the ministry of state-owned companies will chaired all
determining management. In this case, the ministry has PTPN with a new approach leading the company into new
acted as shareholders and also regulators, even to an corporate culture, mindset switching, minimizing
extent of policy decision making of the state-owned subjectivity management changes which are more
enterprises. This is one form of opportunistic’s relation dominant than corporate performance in general. This new
where the absence of corporative power will create the corporate culture among others is: firstly, fair
risk of company’s financial profit and loss. remuneration evaluation between the management level

If the state-owned enterprises are in loss, reciprocal and the workers; secondly, to establish a more efficient
blaming will occur and it will be difficult to decide who will system with an involvement of professional management
be responsible for such cases. The director of state- consultant and to trim off the number of workers. The best
owned enterprise will simply blame the ministry for the way to reduce workers is to push PTPN to commit
causes of the loss because all practices and actions of the business expansion that the excessive workers can be
corporate have to be bureaucratically approved by the distributed. The existence of holding company can make
ministry. On the contrary, the ministry can easily blame PTPN more agile and expansive.
the director of the company for the losses because the In lieu of the above, partnership relation with vendor
director owns the corporate authority. The presence of a or business partner should be reorganized in a fairer way.
HC is expected to provide an effective solution for the There exist some complains on the management’s unfair,
matter. It can be assumed that it will be endowed with discriminating and disproportional treatment towards the
broad authority that would enable it to take over most of work partner of PTPN. The old inefficient culture of PTPN
the role and responsibility of the ministry, in particular to places the work partner as a vehicle for few persons to
assume the main responsibility of all corporative risks, the earn extra income. The superior partners and vendors in
profits and losses of the subsidiary companies. The such case are those who are capable of ‘serving’ the
subsidiary companies therefore will be more agile and management. Sacrificing the real partners of PTPN can be
efficient. The opportunistic relation can be possibly a good asset for PTPN in the long run. Continually
reduced. The presence the HC will have further influence increasing remuneration in the management level in fact
in trimming off bureaucracy and reducing authorities in does not guarantee a fair treatment to the partners within
the ministry who prolongs the bureaucracy which is no the narrowing chances of doing it. Rajagopalan and
longer required. Zhang [12] found four major obstacles in implementing

Another big challenge to be worked out by the HC is corporate reforms, namely lack of incentives, power of the
the weak PTPN’s competitive power. This state-owned dominant shareholders, underdeveloped external
company always loss when compete with the private monitoring systems and shortage of qualified
companies even with other state-owned enterprises of independent directors.
neighboring countries such as Malaysia and Singapore.
Another probable factor is the corporate culture [10, 11] Performance of the State Plantation Company: As a
which refers to human behavior and corporate activities business entity, the state plantation company should
that form the corporative culture. The principal problem always improve itself in upgrading its performance though
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various efforts such as asset management, working increases but does not increase performance. Garperz and
system, human resources empowerment, service Fontana [16] also express that the random efforts to
improvement, IT utilization and so forth. In this new era, increase performance conducted by the management are
the state plantation company once went through a incapable of answering the questions such as: How large
glorious time when its role and function is a focal point as is  the  return  of  invested  capital  (ROIC)  as  targeted?
a reference center for agent development. The company To what extent is the efficiency reached in certain period?
at that time became a link between traditional and modern In addition, they put forward four obstacles or barriers
economy. Its orientation and management model on one affecting the failure of the organization to improve its
side and its location which was generally under the performance, namely (a) vision-has something to do with
villages on the other, made it vital to power regional the not knowing of the employees of what to be reached
economy and to push the integration of rural economy by the company. Most employees do not care of what the
[13]. However, in line with the development and open aim of the organization is, (b) people-concerns the quality
nature of the national economy marked by the increasing of human resources of the company. In many instances a
role  of  private  companies  in the economy, the role of lot of people resist changes. Often the changes are
the state-owned enterprises was later reduced. These are considered as threats therefore they always refuse
marked by (a) the decreasing number of land managed by changes, (c) resource-not allocated for important/critical
the state plantation company compared to the private matters. A case in point is when the budget is not
plantation company. For example, the size of land connected to business strategy; it may lead wasteful
managed by the state plantation company for oil palm resources spending. Based on a survey, 60% of such
plantation is only 8% of the total Indonesian oil palm organizations do not link the budget to the company’s
plantation, while the private business managed more than strategy, (d) management-it occurs when the management
50% and the rest was managed by small farmers with an spend a little time on company’s strategy and more time
average of 2 ha per farmer; (b) the productivity gained by on the things considered as short terms tactical. Based on
the state company was lower than the private almost at a survey, about 80% of the executive team members spend
every commodity (l atex, oil palm, sugar and tea); (c) the less than a hour to discuss strategic matters. Gasperz and
development of downstream industry of the state Fontana [16] further claimed that the fundamental failures
plantation company is relatively left behind compared to in the implementation of the program in the company are
the private company that the added value gained is (a) lack of visible senior leader sponsorship, (b) lack of
relatively small; (d) the state plantation company had an alignment to a clear organization strategy, (c) lack of
ineffective organizational structure aggravated by performance tracking and accountability, (d) failure to link
inconducive corporate culture which causes slower projects to bottom line impact, (e) insufficient or
growth of its business and inability of anticipating ineffective allocation of human resources and (6)
adapting to the changes of economic and business overemphasis on rigid approach and technical tools.
dynamic environment both in global and national spheres Pratolo [14] in his research on state-owned
and (e) some state plantation companies had limited companies’ performance in Indonesia identifies that the
access to funding sources due to less trust of the bad performance of the companies had got something to
financing institution towards the company [13]. do with the weak implementation of good corporate

The state plantation company’s inability to compete governance. This finding is in line with Allen and Mayer
with the private company makes the company experience [17]. He also insists that internal control is one of the
some lags with a slow financial performance. This is due important variables which determines company’s
to the inappropriate management of asset and lack of performance directly or indirectly. These findings are
attention on the implementation of good corporate similar to that of Samid [18] and Tugiman [19] which
governance principles [14, 15]. Garperz and Fontana [16] implies that in order to increase the application of good
propose that most companies which experience bad corporate governance of the state-owned enterprises in
performance is because they tried to partially improve the Indonesia, internal control practice needs to be carried
performance in a random manner (random performance out.
improvement) and not integrated with the need of the
company to achieve the company’s vision. As a The Case of Ptpn Xiv: PTPN XIV as one of the state-
consequence, frustrations often occur within the owned plantation enterprises is located in the Eastern part
management and the workers in which work load of  Indonesia. This company has been very problematic all
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Table 1: The Development of Profit and Loss of PTPN XIV before Tax in 2005-2009
Year
----------------------------------------------------------------------------------------------------------

Description Unit 2005 2006 2007 2008 2009 Total
1. Long-run Plan Million Rp. 7,266 31,433 2,470 56,620 (28,856) 570.5%
2. Annual Plan Million Rp. 283 2,655 2,470 23,767 5,217 404.6%
3. Actual Million Rp. (3,614) (188,310) (56,450) (108,403) (43,193) 1268,1%
4. (2:1) % 4 8 100 42 (18)
5. (3:1) % (50) (599) (2,285) (191) 150
6. (3:2) % (1,277) (7,066) (2,285) (456) (828)
Source: PTPN XIV Annual Report, 2005-2010

the way ever since her establishment and getting worst sectors was Rp11,493 mil. or 88.78% of the total
within the last five years. The main reason was due to the investment. In 2007, the plant investment was only
poor  management  of  human  resources  and  t oo much Rp1,990 mil. or 10.8% of the total investment while
of bureaucracy. In the period of 2005 and 2009, the investment on non-plant reached IDR16,423 mil. or
company experienced financial losses. The worst loss of 89.19%. it was even more imbalanced in the year 2008 in
Rp188,310  mil.  was  in  2006  followed  by Rp56,450 mil. which out of IDR66,390 mil. of the company investment,
in 2007 and Rp108,403 mil. in 2008 (Table 1). The financial only 1.58% or IDR1,058 mil. was allocated for plants and
condition which is always in losses makes the company the rest 98.41% (Rp65,332 mil.) was for non-plant
unable to fulfill its financial obligation and most activities.  A  little  bit  higher  investment  occurred in
importantly to invest. 2010 in which the investment value touched Rp9,360 mil.

The losses are caused by amongst others include or 22.34% of the total investment. In general, during the
non-optimal plantation area and many old unproductive period of 2006-2010, the company had made some
rubber plantations. For example, a density of 156 trees/ha investments as much as Rp164,524 mil. consisting of
instead of 600 trees/ha was used to plant the rubber trees. Rp16,521 mil. (10.04%) for plants and Rp148,003 mil.
In 2010, the existing number of rubber trees is 539,013 and (88.96%) for non-plants (Table 2).
70.30% of the plantations is not productive. For oil palm
plantations, the density is only 121 trees/ha (instead of Significant Reforms in Ptpn Xiv
145 trees/ha) and 57.86% of the oil palm plantations is Organizational: The strategic environment of plantation
non-productive. Sugar cane is in similar condition businesses always changes which may affect the
because it has reached only 7-8 ratoons. For sugar cane, organization’s capacity to manage efficiently the use of
the  productivity  in  2006 only reached 31.95 tons/ha, resources to produce output. In such context, the
while 44.29 tons/ha in 2008 and 55.05 tons/ha in 2010. changes will persist and develop if organizational reform
These achievements were really low compared to the is carried out. The organizational reform here includes
national  productivity  of   similar   plant   which  reached strategic, structural and cultural reforms [20]. Strategic
75 tons/ha. The productivity of the oil palm plantation reform focuses on reorganizing strategy formulation of
was also still low. In 2006, it reached only 7.5 tons/ha and improving efficiency of using resources, beginning from
in 2010 it slightly increased to 8.24 tons/ha. These figures deciding the winning formula consisting of organizational
were much lower than the average national productivity vision, mission, values, strategy and policy and to be
of similar plant i.e. above 20 tons/ha. Rubber also transformed into the business success model as a success
indicated similar condition which only reached 0.71 indicator. Structural reform includes reformulating
tons/ha which is much lower than the national organizational structure needed in terms of implementing
productivity that is 2 tons/ha. and executing strategies through business process reform

The performance of such plantations were not only and cultural reform covers reforming and institutionalizing
inconsistent in implementing the technical norm for every cultural values in order to become a company with high
plant but it also affect the allocation of funding performance and such values are professionalism,
investment. The investment of the company in the period entrepreneurship, innovation and global orientation.
2006-2010 was highly imbalanced between the plantations Structural bureaucratic reform of PTPN XIV covers
and non-plantations. In 2006, its investment reached organizational  structure  simplification, plate hierarchy
Rp1,453 mil. or only 11.22% of the total investment in the but effective and rich in function and thrifty in structure
same year, while the investment in the non-plantation [21].   The  changes  in  the  structure  are  carried  out  by
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Table 2: The Development of Plant and Non-plant Investment Value of PT Perkebunan Nusantara (PTPN) XIV of 2006-2010 (in mil. Rp)
Year
---------------------------------------------------------------------------------------------------------------------------------
2006 2007 2008 2009 2010 Total

1. Plants
a. RKAP 2.933 4.862 7.559 3.638 12.087
b.Actual 1.453 1,990 1.058 2.660 9.360 16.521
(1b:1a) (11,22) (10,81) (1,59) (10,68) (22,34) (10,04)
2.Non-plants
a. RKAP 30.674 31.853 117.706 51.525 46.970
b. Actual 11.493 16.423 65.332 22.230 32.525 148.003
(2b:2a) (88,78) (89,19) (98,41) (89,32) (77,66) (89,96)
3.Total Investment 12.946 18.413 66.390 24.890 41.885 164.524
(1b+2b) (100) (100) (100) (100) (100) (100)
Exchange rate: 1USD = Indonesian Rp9800
Source: Annual Reports of PTPN XIV of 2006, 2007, 2008, 2009 and 2010

slashing all functional lines from the directors to the asset of the company was not well managed. The existing
administrators. At the director level, the merger was the plantations were dominated by old or non-productive
Finance Director with Marketing Director becoming crops which led to a high cost of production and low
Commerce Director and Human Resources/General profit in the long run. The manufacturing process was not
Director was taken out and the task became part of the optimal as indicated by the increasing time delays
general director’s duties. The Production Director particularly in the sugar factory. Other things that need to
becomes Production and Development Director. The be paid more attention in this internal process structuring
organizational structural reform has to be followed with includes the application of IT in human resources,
the extension of authority of the general director who business process and procurement sectors.
holds the top decision in the company. The general
director may evaluate the performance of the directors and Right Investment Decision: The success of a company in
replace anyone whose performance is no longer sufficient. managing its resources to produce an output is highly

Other than the slashing down at the director level is determined by the appropriate allocation of its investment.
the simplification on the level of section heads which are Misdirecting investment will result in wastefulness. The
eight  in  numbers consisting of Human Resources, PTPN XIV investment structure in the last five years did
Project Development, Cattles and Plants, Engineering and not show any good at all. As indicated in Table 2, plant
Technology, Finance and PPAB, Marketing, Logistics and investment  only  reached 10.04% while investment on
Research and Development becoming five sections i.e. non-plant was 89.96%. It is obvious that the investment
Human Resources Section, Project Development and was not in favor of the plantations despite the fact that oil
Research Section, Plant, Cattle, Engineering and and rubber plantations should well generate profitability
Technology Section, PPAB, Finance and Marketing and income to the country. Therefore, it is not a surprise
Section and Logistics Section. Structure Reform is also that in the last five years, the company went through
applied in Managerial Administrator in which Oil Palm and great losses due to its inability to exploit plants because
Sugar Cane Plants Units are deleted. Therefore, the head of limited investment. The bureaucratic reform is therefore
of Business Unit is directly under the General Director. directed toward fixing the investment orientation.
The trimming of structure at the levels of director,
manager and section head will cut short long winded Transformational Leadership: To take the company to
bureaucracy chains which prevent biased behavior in the the desired changes through bureaucratic reform,
company. transformational  leadership  needs  to  be  established.

Internal Process Restructuring: One thing that needs to transactional leadership. Transformational leadership
be done in the reforms of PTPN XIV is the internal inspires and motivate followers, whereas transactional
process restructuring. It includes restructuring of all the leadership is based more on reinforcement and exchanges
processes of resources, asset management up to [22]. Basically the transformational leaderships generate
production output. As mentioned earlier, the plantation internally and develops naturally based on the maturity of

The transformational leadership is different from
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the  leadership skill [23]. Transformational leadership management of the company. Experience showed that the
starts from establishing self leadership (personal company’s low performance is due to the negligence of
leadership) and intepersonal leadership as a prerequisite those principles.
for managerial leadership and then organizational
leadership. Self leadership is trust worthiness in the sense CONCLUSION
that every movement of a leader can be accounted for.
Therefore, self leadership needs a nature of welcoming The low PTPN’s performance is mainly caused by
that allows the person to be proactive in anticipating bureaucracy that does not put forward efficiency,
changes in the surroundings. This self leadership is a technical  norms  and  sustainability  in addition to the
prerequisite to interpersonal leadership. The basic non-optimal  planting  area size and low productivity.
principle  of  interpersonal  leadership  is  therefore there Most of the existing plantations were old and therefore
is  a  trust  appearing  from  the  followers and there is need replanting. This condition is exacerbated by the
inter-dependence between the leader and his/her investment policy that prioritizes non-plantation
followers [20]. investment despite the fact that any single plantations

The role of leadership broader than self and should generate more profit and income. Bureaucracy
interpersonal leaderships is managerial leadership which reform is a must to improve the company’s performance.
demands ability not only to work together with other The reforms comprise of structural, cultural, managerial
people but also to empower other people to produce and strategic reforms. Structural reform focuses on
output. The outer cyrcle of transformational leadership is adjusting or merging a few irrelevant functional lines to
organizational leadership. Here, the leader should have a become more agile at the director and administrator levels.
long term vision in determining the company’s direction, Cultural reform is directed towards the efforts of
winning any competition and sustaining continuous revitalizing the company good values such as customer
growth. orientation, integrity and innovation. Management reform

Good Corporate Governance Principles: The cost leadership and strategic reform covers improvement
implementation of the principles of good corporate of plant potentials, improvement of planting area, deletion
governance is an important factor in the reforms of PTPN of non-productive plants, improvement of productivity,
XIV management. The principles that need to be fixing investment target, fixing non-plant asset and
implemented consistently are accountability, openness, improving operational management. The reform of PTPN
self-sustained and natural. Being accountable means the has been carried out through organizational reform,
management of the company is efficiently and internal process restructuring, investment policy directed
accountable accomplished through the clarity of towards plant potential improvement, the development of
functions in the management. The clarity of function transformational leadership and commitment in the
makes it possible to be accountable for any activities to implementation of good corporate governance principles.
anyone.
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