




















































































































































 
 

10. Summary, Conclusion, and Policy  
       Implications 
  

10.1 Introduction 

This chapter aims to summarise the study and to derive conclusions from the analysis 

undertaken.  It also presents policy implications which are derived from the theory 

and its empirical results. A general review of the study is presented first, followed by 

description of the features of the modeling process applied in this study. The general 

contribution of the study is derived from the results in the light of the review of 

previous studies. This is used to make some points about policy implications. 

Potential areas for further research are considered based on the examination of the 

limitations of this study. Finally, concluding remarks are presented in the last section. 

 

10.2 Summary and Conclusions from the Study 
10.2.1 General Features of the Modelling Process 
 

The research problem in the study was introduced in Chapter 1. More explanation of 

the setting of Indonesian sugar policy was presented in Chapters 2 and 3. The 

characteristics and constituents of some interest groups involved in the sugar industry 

provide the political and economic background of sugar policy which was reviewed in 

Chapter 3. The review of policy and its settings provides a basis from which a 

theoretical framework is developed. The discussion of the background suggested that 

the government s role dominated the sugar market over the years; and it is likely that 

there was self-interest in that involvement. From this perspective the previous studies 
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were reviewed to provide a basis for the development of a framework for policy in the 

sugar market. 

 

 The objective of developing a political economy framework for Indonesia s sugar 

market was achieved in Chapter 5 and 6. The model used the PPF framework to 

represent decision making in the sugar policy. To the extent that the PPF is a 

representation of the political market, the PPF framework was merged with the 

economic market in Chapter 6 to have a political economic model as a system. 

10.2.2 Empirical Application of the Study 
 

With the empirical application the specific objectives were to explain the origin of the 

Indonesian sugar policy and to investigate how the power of various interest groups 

influences policy outcomes. To achieve these objectives, the PPF was implemented 

and interpreted using economic data covering the period of 1969-1995. The results 

were investigated in terms of demand side (PPF) as well as supply side (STC). This 

was to confirm that the equilibrium policy outcome is optimal both politically and 

economically.  

 

Since the framework assumes that the policy is efficient, and thus it is optimal, the 

objective was to find the level of efficiency. The analysis indicates that the efficiency 

was quite high; on average it was 0.9 during the period of study. This confirms that 

the sugar policy was implemented for redistribution purposes between interest groups 

and that redistribution incurred deadweight losses. More specifically, based on the 

finding that wealth is transferred to the government, the sugar policy was aimed at 

redistributing the revenue to government. 
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Based on the three interest groups –consumers, producers, and government- involved 

in the sugar industry, it was revealed that policymakers placed the highest weight on 

the government, followed by producers and then consumers. Thus, the policy goals to 

support producers and to protect consumers were overshadowed by self-interested 

government getting revenue from the policy. In other words, the policy goal was to 

achieve the politically optimum level of prices for producers and consumers, and at 

the same time to take revenue from that price setting. While the self-sufficiency 

measure has been a long term agenda, it is reasonable to find, from that policy setting, 

why the policymakers made efforts to transfer the cost of price policy to consumers in 

the form of a high consumer price. 

 

Implicit in the objective of explaining the origin of the policy is also a measure to 

trace whether the existing policy is most efficient compared to other alternative 

policies available.   Assuming that the policymakers always try to seek the most 

efficient instrument in redistributing income, it is confirmed from the study that 

producer price and consumer price are more efficient compared to import controls, the 

most promising alternative policy.  

 

 

The objective of investigating the power of interest groups is to further explain the 

causes of policy. To the extent that political weight is exogenous this objective cannot 

be fully achieved.  Implicit in the PPF framework is that the policy is designed by 

considering the power of interest groups. Hence the policy outcome is the result of 

bargaining between interest groups, or more specifically, between policymaker and 
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interest groups. However, power considerations in this study only means that the 

policymakers assign weights based on expected power of respective groups.   

10.2.3 Relevance of the Study 
An important note should be placed on the relevance of this study to the Indonesian 

sugar market. The study has been carried out using economic data covering the period 

of 1969-1995, during which the government in power was relatively stable. It was in 

that period that Bulog grew and its role came to be considered important. This study 

applies to this period. 

 

However, recent developments in the Indonesian economy and politics may warrant 

considerable thought on the role of Bulog and especially on government policy in the 

sugar market. As explained in Chapter 1, since the currency crisis some structural 

adjustments in the real sector of the economy have been underway. Under pressure 

from external sources, Indonesia may have to open its markets for some protected 

commodities and to eliminate monopoly policy for some of these commodities, 

including sugar.  

 

The power of Bulog has been significantly reduced. Its control on the sugar market 

has continuously been reduced. Starting in February 1998 Bulog has relaxed its 

import controls, giving other producers limited power to import raw sugar. Within 

months, it announced the opening of the domestic market by cancelling the 

procurement of sugar from the farmers. This new arrangement allows farmers to sell 

their sugar on the free market at more competitive prices.  Finally, this was followed 

by the announcement that Bulog will totally abandon its import monopoly. 



 210

 

A further move has also been made on the institutional arrangements. In June 1998, 

the President instructed the Minister of Trade and Industry to supervise the Bulog 

operation. This instruction has reduced the power of Bulog which was previously a 

non-ministerial institution directly under the President; now it is supervised at the 

ministerial level. At the end of August 1988, the post of Head of Bulog has been 

given to the Minister of Trade and Industry, arousing speculation that Bulog will be 

merged with that Ministry. One thing is clear: following structural adjustment, 

institutional re-arrangement is also underway. The direction of the reform is still 

unpredictable and it is beyond the scope of the present study. The important 

development relevant to this study is that, contrary to the evidence during the period 

of study, the government is moving to a less interventionist policy in the sugar 

market. This will be a fruitful area for further studies, as will be explained in the 

following section. 

 

10.3 Policy Implications 
 

The important policy implication derived from the study is that the Indonesian sugar 

policy is biased away from one group (consumers) leading to a wealth transfer in 

favour of other groups.  To the extent that the government considers several interest 

groups involved in the sugar market, some policy implications can be suggested: 

 

A reasonable price support policy in favour of producers is expected to be enforced 

until a shift in the cost to the consumers begins to compel sugar policymakers to 

perceive the increasing political effort of both groups to influence sugar policy.   
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The objective of self-sufficiency set by the government seems to be overshadowed by 

government self-interest in the sugar market. If self-sufficiency could be achieved by 

increasing domestic production, incentives have been dampened by assigning 

producers less weight than the government itself. Eliminating dependency on 

domestic production may be a better solution suggested by this study, thus following 

trend  self-sufficiency.    In order to follow a trend  self-sufficiency measure, the 

government may consider importing a reasonable amount of sugar to alleviate the 

rising cost burden to the consumer but at the same time not impairing price incentives 

for farmers. These sugar imports could provide additional controls over domestic 

production, while at the same time, accommodating political pressure from both 

producers and consumers.   

 

Indeed, opening to the international market was an important issue at the beginning of 

the 1990s. First, it follows the spirit of the free trade agreement; and second, it is 

suggested in the face of lower world prices. However, if the Indonesian sugar 

economy has to be liberalised towards free trade, it should be accompanied by a 

politically acceptable policy to reduce political complaints from producers. 

  

10.4 General Contribution 

Two main things have characterised the sugar industry for a long time; they are the 

existence of government involvement and inefficiency in the industry. The issue 

between the objective of supporting producers and protecting consumers has also 

been the subject of long discussion. While inefficiency, along with its remedies, has 

been addressed in economic terms, efforts have not been made to answer why the 

government has such a great involvement in the industry.   This study has made an 

effort to interpret and explain the sugar industry problems in different way, offering a 
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political view on the policy outcome. Thus, empirically it is a new approach to study 

of the sugar market in Indonesia. 

 

On the theoretical side, there have been many studies about the political economy of 

agricultural policy, ones which use the PPF approach. However, this study has 

followed some different approaches to the solution of the PPF. Firstly, efforts have 

been made to solve the equilibrium in the political market and economic market at the 

same time. Though this did not give satisfactory results, this effort should be 

continued with further research. The interpretation that the policymakers supply 

policies in response to demand from interest groups means that the equilibrium must 

be reached at the same time in both markets.  However, it warrants considerable 

thought on the interpretation of political weights and the use of data. As has been 

noted before, PPF is a simplification of a more complex political structure. In turn, the 

structure (the form of PPF), is influenced by political variables, for which the data is 

unobservable.  Thus, as argued by von Cramon-Taubadel (1997), if the political 

structure is not constant over time, it is not reasonable to treat time series data as a 

series of observations on one function.  Thus, the change in political weights over 

time may reflect the dynamic nature of the policy process where the policy outcome 

reflects the needs of policymakers to modify the level of policy instrument over time 

as political and economic circumstance change. 

 

The other contribution concerns how the PPF result is interpreted.  Government 

policy in this study can be classified as self-willed , the term used by Bhagwati 

(1989). While the Clearing House  government has interpreted the STC without 

considering the existence of the PPF, the self-willed government requires the 
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existence of the PPF to interpret the policy outcome. On understanding that the 

objective of the studies is to find the optimal policy outcome, there is no difference 

between both approaches as they will come to the same point. However, to extend the 

objective, the meaning of policy reform must be tied to the political weight assigned 

to each interest group. In other words, the existence of the PPF is an essential 

requirement on that matter and this study has emphasised that policy reform must be 

based on the political market, not the economic market. Though not the first of its 

kind, given previous studies (Gardner 1983, 1987b; Rausser 1982), but this study has 

stressed, and made a formal approach on the role of the PPF in explaining policy 

reform. 

 

10.5 Limitations of the Study 
 There are problems inherent in the PPF framework, so that the results should be 

interpreted with caution.  

 

The PPF framework is a static concept, reflecting how policy is designed. The policy 

process itself is difficult to interpret as a static concept, since it is actually a dynamic 

phenomenon and comprises various complementary and conflicting legislative 

components.   The dynamic nature also means that past policy outcomes and 

experiences are important ingredients for existing policy. Some of these elements 

have prevented fundamental reforms of the Indonesian sugar policy.   

 

On the PPF application, this study classifies interest groups in a highly aggregated 

manner, as consumers, producers, and government.  This grouping is made on the 

basis of the historical background of policy where government has been concerned 

with two interest groups, consumers and producers, over the years. The other two 
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interest groups, the millers and the traders, have been aggregated into their respective 

groups. While the millers are part of the producers, the traders are on the government 

side. This is in line with how the government considers interest groups in its policy 

decision making. However, this classification may be too general, and prevent the 

study from revealing more conflicting interests within the policy decision making.   

 

10.6 Areas for Further Research 
There are three important matters which have not been fully explored. They are: the 

endogenous nature of the political weights, the dynamic behaviour of the policy 

process, and the stochastic nature of the political weights.   

 

Inclusion of the power of interest groups in the policy process means that the policy is 

an outcome of a lobbying or bargaining process between interest groups. In the PPF, 

the analogy has been made in which policies are supplied by the political system in 

response to demands from economic interests. However it does not tell anything about 

the process underlying supply or how the policy has been made. Political data are still 

difficult to find for Indonesia, and understanding the political process is heavily 

dependent on observed economic data.  

 

In regard to the above problem, it is important to consider the level of political 

competition at which data are observable. It is reasonable to assume that increasing 

political competition will reduce the autonomy of government in the decision making 

process thus limiting government in assigning political weights. A recent political 

development in Indonesia could be one example where the power of Bulog has been 

reduced in the situation of greater demand for political openness. This is a potential 

area for further research. 
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To some extent, the PPF is a static framework with the simplicity of an optimisation 

problem. It eliminates the underlying complex political process.  The dynamics of 

agricultural policy adjustments are dependent upon the conditions during the political 

bargaining process. This is related to the problem of endogenous political weights. 

While the PPF reveals how the power of interest groups influences the policy 

outcome, this framework could be advanced to capture the dynamics of the political 

process. A possible candidate in this approach is game theory. The PPF game model 

has interpreted the political weights as the results of a bargaining process. This study 

was pioneered by Zusman (1976) but has received little attention to date.  

 

Studies on political weights are mainly deterministic and the stochastic nature of the 

weights has been swept aside. The work by von Cramon-Taubadel (1992), which tries 

to identify sources of instability in political-economic equilibria, has indicated that 

estimated political weights may have a stochastic nature. While instability can be 

identified from both demand and supply sides, these may also become the main 

sources of uncertainty in the PPF.  The political source of uncertainty is related to the 

assumed political weights. If the policymakers are not sure about these weights then, 

they also do not know exactly the level of wealth transfer is that maximises their 

objective function.   

  

The other source of uncertainty is on economic one. As shown in Chapter 8, political 

weights can be derived from market structure and represented by the Surplus 

Transformation Curve. The slope estimates of the STC are conditional on the 

estimates of market parameters.    Because this study assumes that endogenous policy 

decisions are influenced by political weights as well as market parameters, there is a 
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possibility that the policymakers will use other market parameters, different from ones 

resulting from the model in this study. Thus there is a possibility that the estimated 

political weights are different from the actual ones.  

  

Though the potential areas to be identified are mostly theoretical, there is room for an 

interesting empirical study, especially for Indonesia. As mentioned before, the recent 

political and economic developments in Indonesia have resulted in some heated 

discussion. One topic has been the nature of political weights which relate to the more 

open political competition. Another interesting area is the role of government in the 

sugar market.  Following the new development, there are some concerns on the status 

of Bulog in controlling basic commodities, including sugar. The capacity of Bulog to 

procure domestic sugar only from the mills has given rise to two conflicting issues.  

On the one hand, the decision not to procure farmers  sugar would allow farmers to 

sell their sugar on the free market with more competitive prices thus transferring more 

wealth to the producers.  On the other hand, there is the possibility that consumers  

price will rise beyond Bulog s control, thus creating more burden for consumers. 

Indeed, sugar prices have risen significantly in recent times. 

 

Identification of self-interest in government which burdens consumers raises 

questions about when the market has been more open in recent times. Letting the 

market work without much government intervention has resulted in rising prices and a 

heavier burden on consumers.  Whether this is only a disequilibrium before the 

market returns to normal, and thus solely a market phenomenon, or whether it is an 

indication that there was altruism in the previous government intervention which 

dampens the price to affordable levels is an empirical question.  Given the extreme 

exchange rate movements recently, it is difficult to make inferences in this area. 
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10.7 Concluding Remarks 

The study has attempted to investigate the nature of the sugar industry from a political 

economy perspective. Knowledge about political structure, apart from the market 

structure, is necessary in this investigation.  The PPF framework provides a basis 

from which conflicting interests can be traced, and the political structure can be 

highlighted.  However, some limitations have made the study concentrate only on the 

power or influence of interest groups in the policy decision making and trace the 

origin from the sugar policy records.  

 

It is important to note that the investigation of the policy process, and political 

structure, provides insights into the nature of sugar policy. Observation from the 

record of sugar policy serves to highlight the conclusion that some other approaches 

may be needed to capture the dynamic nature of the policy process. It also implies that 

the PPF needs to be further developed to capture such processes.  

 

In conclusion, the usefulness of the PPF framework in studying sugar policy has been 

illustrated here. Such analysis has provided an alternative, and more complete, 

perspective on policy decision making. Two main aspects must be highlighted here; 

first the meaning of efficiency in the political economy approach; and second the 

policy choice criterion related to the policy reforms. 






































