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Introduction

Indonesia’s dairy industry

• Smallholder farmers
• Farm sizes are typically 

small with farms, on 
average, owning less 
than five milking cows 
(Guntoro et al. 2016).

Consumption of milk 
tend to increase about 
4.1% per year from 2017 
to 2020 (Secretariat 
General of Ministry of 
Agriculture 2016).

Consumption of milk



Introduction

Indonesia’s dairy market

However, the dairy market in 
Indonesia is still heavily 
reliant on imported milk 
products, with 79% 
imported from overseas.

The growth of national 
milk production is about 
3% each year. 

Production of milk



Overview of the Regulatory 
Frameworks



Indonesia Dairy Value Chain



Some Indonesian 
Ministries The Indonesian 

Association of Dairy 
Cooperatives (GKSI)

Cooperatives

Several actors having important roles in the 
Indonesian Dairy Industry



The Indonesian 
Association of Milk 

Processors Artificial 
Insemination 

centres

Cikole Dairy 
Training Centre, 

and Smallholders.

Several actors having important roles in the 
Indonesian Dairy Industry



Key Sector Constraints Accross the 
Value Chain



a. Dairy inputs policy review



Quality
Quality of feed raw materials in off-
season, like brans is still low while 
the price is high. 

Availability 
Availability of feed raw material tend 
to fluctuate. In terms of forages, 
lands for forages are limited and 
keep decreasing.

Price
Factors affecting the feed price 
fluctuation are stock, demand, 
and weather.

Challenges/Issues on Dairy Inputs



Regulation Related to Dairy Input

Article 13
It regulates the provision and 
development of calf is carried out by 
prioritizing domestic production

Article 15

It also regulates importation of calf

Article 18

In order to meet the availability of calf, 
productive female ruminants are selected 

for breeding, whereas unproductive female 
ruminants are removed to be cut

Regulation

Law Number 41 of 
2014 about Livestock 

and Animal Health
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Regulation Related to Dairy Input

This regulation states 
that government or 
local government 

have livestock 
services program.

In facilitating the program, 
government and local government 

in accordance with their authorities 
to provide facilities for: a) good 
farming, b) harvesting & post-

harvest, c) distribution & marketing, 
d) storage of animal and fodder 

products.

Article 10: Article 17

“Law Number 6 of 2013 about Farmers Empowerment”



Regulation Related to Dairy Input

This regulation states 
that calf imports.

To obtain import approval, 
the owned companies must 

submit an application 
electronically 

Article 7-8 Article 11

“Minister of Trade Law Number 59/M-DAG/PER/8/2016 about 
Provision of Animal and Animal Products Export & Import ”



Regulation Related to Dairy Input

Milk Supply 
and 

Distribution

Article 12: The 
regulation states how 
to prevent of slaughter 
on productive female 
cattle.

Article 15: It also 
regulates how to 
improve national 
milk quality.

Article 4: The 
regulation states how 
to improve the milk 
productivity

Article 10: The 
regulation states how 
to improve the cattle 
population.

Article 11: The 
regulation states how 
to improve the 
birthrate.

“Minister of Agriculture Law Number 26/Permentan/PK.450/7/2017”



b. Investment policy review



There are still challenges to 
accommodate investment 

opportunities that would lead 
to improve the functioning of 

dairy supply chains in West 
Java and to develop new and 
sustainable smallholder dairy 

supply chains in North Sumatra

There are still lack in the 
regulation and program 
implementation of the 

enhancement of investment 
activities both domestic and 

foreign investment to accelerate 
development in order to 
support micro, small and 
medium enterprises, and 

cooperatives in dairy industry.

Challenges/Issues on Livestock 
Investment



Regulation Related to Livestock Investment

Annex 2 Number 
108: Powdered Milk 
and Sweetened Milk 
Processing Industry 
(KBLI code: 10520)

Annex 1 No 8: 
Baby Food Industry 
(KBLI code: 10791)

Annex 2 No 42: 
Milk Processing Industry 

(MPI) for Powder and 
Condensed Milk 

(KBLI code: 10520)

Annex 2 No 41:
Milk Processing 

Industry (MPI) for 
Fresh and Cream Milk 

(KBLI code: 10510)

“President Decree Number 44 of 2016 about list of close and open business sectors with 
requirements in the capital investment sector”

There are some milk processing industries 
related to this regulation



This regulation states that to 
encourage foreign investment and 
domestic investment, for taxpayers 

who make new investments or 
expansions from existing businesses 
in certain business fields and / or in 
certain regions can be provided with 

Tax Allowance Facility.

Number 9 2016

Regulation Related to Livestock Investment
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“Law Number 9 of 2016 about Tax Allowance Facility for Investment in Certain 
Business and/or in Certain Regions”



Regulation Related to Livestock Investment

The types of livestock 
business that can be in 
partnership consist of:
a) Livestock; 
b) animal products; and
c) production facilities 
and infrastructure.

Article 2

Production facilities 
and infrastructure 
are implemented 
from upstream to 
downstream.

Article 3
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“Minister of Agriculture Law Number 13/Permentan/PK.240/5/2017 about 
Livestock Business Partnership”



1

Law Number 6 of 2013 
Chapter V about partnership 
development in increasing 
synergy between livestock 

businessman

2
Law Number 41 of 
2014 also regulates 

business partnership

3

Minister of Agriculture Law Number 
26/Permentan/PK.450/7/2017 Chapter 

IV also regulates livestock business 
partnership especially related to milk 

production or dairy industry

Regulation Related to Livestock Investment



c. Access to credit policy review



The farmers and farmers 
group in both provinces 
still have problem to get 

access financial and 
capital supports from

government

The government also still 
have challenges to 

establish a good 
partnership between 
processing industries 
and farmers and / or 

cooperatives that 
produce livestock 

products.

Furthermore, 
access to the credit 
is difficult as many 
farmers don’t have 
collateral to meet 

the Bank 
requirements



Regulation Related to Access to Credit

Article 5

The regulation states that 
supports from the 

government and regional 
government can be 
financial or capital 

assistances for business 
development

Article 4

Financial and capital sources 
for farmers' empowerment can 

come from the government 
and local government, the 

community, banking 
institutions, and other financial 

institutions non-bank, and 
other business entities
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“Law Number 6 of 2013 Chapter II Part 1 about Access to Financial and 
Capital Sources”



“Minister of Agriculture Law Number 26/Permentan/PK.450/7/2017”

Regulation Related to Access to Credit



Regulation Related to Access to Credit

Article 31

Farmers can conduct business 
partnership in the field of cattle 

farming based on mutual 
agreement, strengthening, 

beneficial, respect, 
responsibility, dependency, and 

justice,

Article 37

The government shall foster the 
establishment of a good 

partnership between processing 
industries and farmers and / or 

cooperatives that produce animal 
products used as industrial raw 
materials. Capital or financing is 

one of the partnerships form.

“Law Number 41 of 2014”



Regulation Related to Access to Credit

Your subtitle here

Minister of Agriculture Law Number 
13/Permentan/PK.240/5/2017 about Livestock 

Business Partnership
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Article 11

It regulates implementation of 
business partnership. Partnership 
agreements must be recognized 
by the local government as a 
fostering of business partnerships. 
Capital or financing is one of the 
part of a written agreement of 
partnership.



The latest regulation draft of the Minister of Agriculture (Permentan) 
No.33 / 2018 as the second amendment of the Ministry of Agriculture 

No.26 / 2017. 

 The Regulation of the Minister of Agriculture 
(Permentan) No.33 / 2018 as the second 
amendment of the Ministry of Agriculture No.26 
/ 2017, the milk processing industry (IPS) is 
no longer required to absorb milk produced by 
local farmers.

 Cons:The Ministry of Agriculture  paid little 
attention to micro, small and medium 
enterprises (MSMEs). The government should 
provide business opportunities for SMEs.



The latest regulation draft of the Minister of Agriculture (Permentan) No.33 / 
2018 as the second amendment of the Ministry of Agriculture 

No.26 / 2017. 

 The Business Competition Supervisory Commission 
(KPPU is waiting for the submission of a replacement 
program to be able to support domestic milk 
production.

"We [KPPU] are currently waiting for a program that is of the same 
nature as a partnership, even though it is different, what is 
important is that there are programs that are of a nature to help 
farmers (KPPU Commissioner Kodrat Wibowo).”

 Although the industry's bargaining position is still 
very strong, he explained, the partnership program 
has been right. With this program, KPPU can still 
protect the position of farmers from the side of the 
partnership agreement.



Common Constraints & Opportunities in Dairy 
Sector Development

Constraints Opportunities

Small farms & small volumes of raw milk 
supply

Strong market demand for milk: up-scaling of farms

Underutilization of capacity of dairy plants Start-up of professional processors

Inadequate transport facilities Improve infrastructure: roads, transport and trade

Lack of testing facilities Set up milk-testing laboratories

Insufficient cold-chain facilities Investments in cold-chain equipment, storage and transport

Food safety and milk quality regulations absent 
or not enforced

Set up legislation and enforcement on food safety
Quality assurance and quality-based payment systems 

Weak cooperation within dairy chain Set up institutions for collective improvement of quality and 
efficiency

Moderate technical and entrepreneurial skills Training and education, Improve farmer entrepreneurship

Insufficient poor-quality fodder Commercial feed and fodder supply with better inputs and services

Low reproduction rates Improve young stock rearing, Improve animal feed and 
supplements, Imporve animal health & veterinary services

Poor access to finance (&other services) Improve finance facilities, Improve regulations around collateral

Research and extension not tailored to need of 
chain actors

Tailor-made practical training and extension, Research and 
development, Training of trainers

Source: van der Lee & Westtenbrink (2014)



Conclusion and Recommendation

There are many regulation related to dairy 
industry, especially related to dairy inputs, 
investment in dairy industry, and access to credits 
for key stakeholders. However, there is still lack of 
regulation implementation and synchronization 
among the regulation and stakeholders.

Government policies should be 
synergized with the relevant 
stakeholders. It needs a special review on 
the dairy regional mapping for milk self-
sufficiency policy.

Conclusion

Recommendation
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