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ANALYSIS OF ORGANIC FOOD REGULATION AND
ITS IMPACT ON ORGANIC SUPPLY CHAINS IN INDONESIA

Ahmad Sulaeman
Bogor Agricultural University, INDONESIA

The organic food business has been growing rapidly in Indonesia after the launch of Indonesia
Go Organic 2010 in 2005. In line with the increased consumer awareness of food safety and the
impact of pesticides and other chemical residues on human health, the consumer demand for
various organic foods have increased. To protect the organic food consumer, the Government of
Indonesia has introduced regulations pertaining to the production, labeling and marketing of
organic food. How these regulations affect the organic supply chain in Indonesia are discussed in
this paper. Five marketing models are applied to selling organic food in Indonesia. In order to
convince the consumer of the organic status of the product, different producers take different
approaches including; (a) certifying their product through third party certification; (b) certifying
through a participatory guarantee system; (c) testing their product and put a pesticide free claim
on the label; and (d) a self-claim of its organic status without any proof, but relying on consumer
trust.
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Abstract

The organic food business has been growing rapidly in Indonesia after the launch of
Indonesia Go Organic 2010 in 20035. In line with the increased consumer awareness of
food safety and the impact of pesticides and other chemical residues on human health,
the consumer demand for various organic foods have increased. To protect the organic
food consumer, the Government of Indonesia has introduced regulations pertaining to
the production, labelling and marketing of organic food. How these regulations affect
the organic supply chain in Indonesia are discussed in this paper. Five marketing
models are applied to selling organic food in Indonesia. In order to convince the
consumer of the organic status of the product, different producers take different
approaches including; (a) certifving their product through third party certification, (b)
certifving through a participatory guarantee system, (c) testing their product and
putting a pesticide free claim on the label; and (d) a self-claim of its organic status
without any proof. but relying on consumer trust.

Introduction

Since 2005.the Government of Indonesia has launched “Go Organic 2010 as a way to
encourage and to push the developmentof organic agriculture in Indonesia. Although
many established targets have not been achieved.many significant achievementshave
been made regarding organic development in Indonesia.especially increased consumer
awareness and the increasing demand for organic food. The public interest in organic
food is continuing to grow. the number of organic producers and traders is increasing
and the area of organically certified land is expanding (Table 1). In addition. the size of
the government budget for the development of organic agriculture has increased.

With the increased consumer awareness on food safety and the impact of pesticide and
other chemical residues on human health, the consumer demand for various organic
food has increased. Organic foodis getting more attention from more consumers,
especially among the middle class in large metropolitan cities. Over the last two
years.an organic life style has been headlinedby the mass media including TV,
magazines, newspapers and radio. According to the Indonesian Organic Alliance (IOA
2011). organicsis emerging as a trend. Young people want to know more about organics
and to consume more organic food. Several new stores are emerging including many of
supermarkets that sell organic product and there are numerous cafes and food outlets
that serve organic food and drinks. Even although the price is more expensive.
consumers are still looking for organic product.



Table 1:Organic agriculture in Indonesia

Types of organic agriculture area Width (Ha)
Certified Area 90 135.30
On going certification process area 3.80
Area with PAMOR certification 5.89
Area without certification 134 917.66
TOTAL 225 062.65

Source: I0A (2011)

With the increased demand for organic product. many food products are available in the
market which make organic claims. Some of them are locally grown and many are
imported. Sometimes consumers are confused with the claimsmade on the label. In an
attempt to rectify this situation, the Government of Indonesia has established several
policies and regulations regarding organic food. The main purpose of these policies and
regulations is to provide an element of protection to those organic consumers who pay
more topurchase organic product and to protect those organic producers and traders who
provide organic foods. Moreover, these regulations endeavour to prevent any
international disputes in the organic food trade.This paper discusses the marketing
system of organic food in Indonesia, the regulations pertaining to organic food and the
impact of those regulations on the organic food supply chain in Indonesia.

Organic food marketing and consumer perceptions of organic food

In the beginning. organic foods were sold only within a limited area and usually through
word of mouth or social networks. In Sragen District, for example. organic rice was sold
through district offices where government officials were asked to buy organic rice as
instructed by the District Major. After experiencing the taste of organic rice and with a
growing awareness ofthe benefits of organic farming, these officials then bought the
rice voluntarily. This was followed by the general community who were curious about
the benefits of organic rice. Knowing that Sragen District produced organic rice, the
demand for organic rice from Sragenexpanded to other districts including West Java and
Jakarta.

A similar strategy was adopted by organic producers and traders in Jogjakarta and
Bogor, West Java, where academic and non-academic staffat the University of
GadjahMada (UGM) and InstitutPertanian Bogor (IPB) were asked to buy organic rice
through farmer advisors. Organic foods. especially fresh vegetables, were traded
through religious organizations like churches. As the consumer demand for organic
food has increased. organic food is also sold in most supermarket/hypermarket like
Carrefour, Superindo, Giant andHypermart (Matahari Group). In addition, many organic
foods including processed products are sold in niche markets like Healthy Choice,
MellyManuhutu Outlet. All Fresh and Organik Land. Restaurants providing organic
food are also expanding in many cities in Indonesia. There has also been a growing
demand for the export ofIndonesian organic foods like rice. vanilla bean, cashew nut,
palm sugar, coffee and tea. Currently. there are at least 7 organic food exporters in
Indonesia.



The type of organic foods sold in both supermarkets and niche marketsis quite various.
The products may come from either local producers or imports. The products from local
producers areprimarily vegetables, rice and fruit. while processed products like apple
vinegar, baby biscuits. food supplements and other organic products are imported.
However, there are some locally processed organic food including honey. noodles,
coffee, tea. spices and chicken. Products sold in the niche market are dominated by
import products and processed products produced and marketed by Healthy Choice.

Most of the organic food sold in supermarketsis“self-claimed™ organic.Based on a
recent survey and the IOA (2011). only one or two products sold in supermarkets are
organically certified and using the “Organikindonesia™ label.Producersoften use the
claim“organically grown”, “organic vegetable” or “pesticide free”, without any
pesticide testresults or approval from the Ministry of Agriculture or Ministry of
Health.In general, local consumers trust these organic claims,but at times.they are also
confused. This should come as no surprise for consumers understanding of organic food
is often low. Gantina and Sulaeman(2006) foundthat only eightpercentof
consumersperceived organic food to be natural, preservative free, free from chemical
fertilizers, pesticide free. antibiotic free. free of additives. no GMO, safe. naturally
grown and environmentally friendly. These variables can potentially be used by
producers and traders to differentiate their products in a saturated market.

The main reason for consumers to buy organic foods is health (87%)(Gantina and
Sulaeman 2006). Organic consumers in Indonesia perceive organic foods to be healthier,
safer for the body, free of chemical pesticides and low in chemical fertilizers. The main
benefit consumers look for in consuming organic food is to maintain their health. Thus.
in order to protect the consumer from fraud. it is important to provide a guarantee that
food sold and claimed as organic should be trulyorganic.

Regulation related to organic food and its impact on organic supply chains

In Indonesia. organic foods are regulated by the Indonesian Food Law No 7/1996.
Government Regulation Number 28/2004 concerning Food Safety. Quality and
Nutrition, and Government Regulation Number 69/1999 concerning Food Labelling and
Advertisement. In addition, to claim and to sell a food product as being organic, the
product should fulfil the requirements as demanded by the Indonesian National
Standards (SNI) for Organic Food (SNI No 6729/2010).If it is a processed food, it
should also meet additional requirements in the National Agency for Drug and Food
Control (NADFC) Regulation No HK.00.06.52.0100- 2008 concerning Control for
Processed Organic Food. as well as the regulation for general processed product
Regulation No HK.00/05.1.2569 - 2004 concerning the Criteria and Management of
Food Product Assessment. If the organic food is the product of a
foodserviceoperation.the Minister of Health Regulation Number 715/2003 regarding
Hygienic and Sanitation Requirements of Food Service Operation, or Minister of Health
Regulation Number 1098/2003 concerning Hygienic and Sanitation Requirements of
Restaurant and Food Establishmentmust be met.

Following the revision of SNI No 6729/2010. the Ministry of Agriculture is now
drafting a regulation for the implementationof an organic food standard in the field.



According to this draft, organic food marketed in Indonesia should be produced
according to this standard and its production system should be verified or certified. If
the production system has met the standard requirements and it is approved by an
accredited certification body. then the product can be sold with an organic label and the
logo of “Organik Indonesia™attached (Figure 1).In addition, during post-harvest
handling, cleaning, sorting, packaging and transportation, the organic integrity should
be maintained. Organic product should not be mixed with conventional food products.

ORESANIK
INDONESIA

(MoA2007a)
Figure 1: Logo for certified organic food in Indonesia

Gantina and Sulaeman(2006) find that different producersuse different methods to
convince consumers about the organic status of their product. Some producers have
chosen to apply third party certification such as “Organik Indonesia”. Others use a
participatory guarantee system under the supervision of IOA through PAMOR
certification. Others claim their product is organic through a Certificate of Analysis.
which indicates that the product is free of pesticides and other chemical residues.
However, most producers use a “self-claim™ organic labelwithout any proof at all.

Many consumers assume that organic foods are safer than conventional ones. While this
may be true if safety is only viewed from the pesticide or chemical residue content. if
we consider the microbiological aspect, we must be careful as organic farming uses a lot
of manure which may contain pathogenic microorganisms. The use of manure in
organic production systems may elevate the risk of contamination.Apart from fulfilling
the standard requirement. the production system must also meet the sanitation
requirement as mentioned in Government Regulation Number 28/2004 concerning Food
Safety Quality and Nutrition and other relevant regulations. The product should come
from a production system which applies good agricultural practices. good handling
practices, good distribution practices. good catering practices and good retail practices.

For organic food to be traded in Indonesian territory. it must meet the requirements of
food safety, quality and nutrition, and fulfil the regulationsrelating to labelling and
advertisement. As regulated in the National Agency for Drug and Food Control
Regulation No HK.00.06.52.0100- 2008. organic processed food should contain a
minimum of 95 percent organic materials. not including salt and water. Material should
not come from both organic and non organic sources. For locallyprocessed organic food.
a distribution permit will be issued by NADFC.



For imported processed food, the product should have been certified by an accredited
certification body in the country of origin and approved by a competent authority in
Indonesia. Based on this regulation, organic certification by an accredited certification
body for fresh organic product becomes compulsory if this product is to be used as a
raw material for producing processed organic food.

Although the Indonesian National Standard (SNI) for organic food was revised in 2010.
the certification of organic producers has only just commenced. One factor causing this
situation was the absence of a national accredited organic certification body in
Indonesia. Three years after the Indonesia Organic Competent Authority (OKPO) was
established and Indonesia Go Organic 2010 was launched in 2005. seven national
certification institutions have been accredited by the National Accreditation Committee

(KAN)(Table 2).

Table 2: Accredited organic certification institution in Indonesia

Name of Institution Location

Biocert Bogor — West Java
INOFICE Bogor — Wet Java
MutuAgung Lestari Depok — Wet Java
Sucofindo Jakarta

PT Persada Jogyakarta

LeSos Seloliman — East Java
LSO West Sumatera Padang — West Sumatera

Six of these institutions are located in Java and only one institution is located in West
Sumatera. In addition, there are eight international certification institutions operating in
Indonesia including IMO (Institute for Marketecology). Control Union. NASAA,
Naturland. Ecocert, GOCA. ACO and CERES. According to the Ministry of Agriculture
(2007b). any international certification institution who operates in Indonesia must be
approved by Indonesian authorities.

Because the SNI for organic food is still voluntary at the present time, only 69 percent
of organic producers have been certified and only 40% of the organic land has been
certified. The certified products are cultivated mainly for export or for niche markets.
In the local market, most organic producers still rely on the “customer trust™ that their
product is organic. Moreover, the IOA(2011) demonstrated that most consumers are not
yet convinced whether the certified organic product is definitely organic. IOA (2011)
reported that the reason for producers in West Java and Jabodetabek not to certify their
products was the high cost. Another reason was the lack of information regarding a
certification institution for organic agriculture. Producers seem not to worry about the
lack of certification. since their products remain in high demand in the market.

TheNADFC also regulates the labelling of organic processed food. Organic processed
food which fulfils this regulation can label its product as “organic™ after the product
name and affix the “Organik Indonesia™ logo.



However, with reference to Government Regulation Number 69/1999. the name of the
certificating body cannot be put on the label. Furthermore, the size of the word organic
cannot be larger than the size of the product name and no claims on the superiority of
organic products is comparison to conventional products can be made.

If these regulations are applied by an organic food producer, the consumercan be
assured that they are buying organic food. However, there are a number of other
constraints:

e thelimited amount of locally produced organic food available in the market.
Quite to the contrary. imported certified organic food often intrudes in the
domestic market

e much of the organic food produced by smallholder farmers cannot be sold as
organic food in spite of having fulfilled the Indonesia organic standard

e organically grown food is currently sold based on the consumers trust in the
producer or brand. However, the market for this kind of product will be very
limited

e much of the food claimed to be organic carries a fake organic certificate.

To anticipate this situation, government and the organic industry should take actions as
follows:

e train more organic farmers, operators and facilitators in organic farming systems

» organizesmallholder organic farmers into large groups

e train and apply an Internal Control System (ICS) on organic production and
certify this group based on ICS

e provide a financial subsidy to cover the costs of organic certification

e accept a participatory guarantee system with a strict requirement and an

organization who will inspect and assure the products and systems at minimum
cost accredited by government

e public campaign and consumer education about the importance of organic
certification to protect the consumer and the organic food producer

e conduct organic surveillance and inspection to ensure that only certified organic
products are traded

According to the IOA (2011), even although there is a draft regulation from the Minister
of Agriculture that prescribes the rules for guaranteeing the authenticity of organic

productsin the market, it does not affect the selling of organic products in the
mainstream market, as very few producers have been certified.

Conclusion

The organic food business is growing rapidly in Indonesia as organics emerge as a
lifestyle product. In line with thatthe consumer demand for organic food products is
increasing. A greater awareness of food safety, health and environmental protection is a
trigger for this development.



Organic consumers are protected by the Consumer Protection Law No 8/1999. However,
to protect and to develop organic farming, government has established several
regulations which will affect the organic food supply chain. Anticipatingthe impact of
these regulations on organic supply chains, government and organic food business
players should prepare themselves.
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