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Abstract: The discussion on extended urbanization considers accumulation by dispossession as a
key apparatus for instilling urban logic into predominantly rural areas. This paper contends that
extended urbanization can also be produced without physical dispossession of community land.
This is illustrated by the case study of Sei Mangkei, an emerging palm oil agroindustrial district
in North Sumatra, Indonesia. Capitalist industries prefer monetization through contract farming
rather than privatization as an instrument to capture the productivity of palm oil smallholder land.
The people who serve as smallholders in the palm oil industry are not victims of land appropriation.
Moreover, this situation was also triggered by an opportunity for maximizing the socio-economic
welfare of smallholders. However, the limited options to access other economic activities when the
commodity crisis occurred was a consequence that smallholders were not aware of in the past. Thus,
we assert that extended urbanization was (re)produced through the articulation of socio-economic
and cultural practices of smallholders on a local-scale with regard to the dynamics of the broader
process of global industrialization.

Keywords: planetary urbanization; extended urbanization; multiscalar urbanization; resource
extraction; palm oil industrialization; Indonesia

1. Introduction

There are two sides to the coin of the wave of globalization, not only in terms of the
acceleration of the flow of goods and capital on a global scale but also the production of a
new socio-spatial configuration of space enabling this accelerated movement [1]. Conse-
quently, new spaces such as export-oriented industries in rural landscapes have emerged
and intensified amid capital seeping into various geographical spaces. As the world’s
largest palm oil exporter, Indonesia has experienced this kind of space transformation on
an expansive scale. The amount of land used for large-scale palm oil plantations almost
tripled between 2000 and 2017, from 4,158,077 ha to 12,307,677 ha (mostly in rural areas),
and it is expected to grow further due to the increasing global demand for vegetable oil
and biofuel [2]. Hence, the palm oil industry represents how industrialization operational-
izes and reconfigures rural areas for pursuing surplus value in the geohistory of global
capitalism.

In academic publications, this contemporary global industrial hegemony dominating
rural space has prevalently been examined through the framework of extended urbaniza-
tion. The notion of extended urbanization was introduced by Lefebvre [3] as a particular
feature of capitalist urbanization, which ‘exploded’ from conventional zones of urban ag-
glomeration and extended its operational landscape to large-scale spatial formation beyond
these zones. Monte-Mór [4] used the phenomenon of extended urbanization to illustrate
the total integration of all social spaces (city and countryside) in Brazil under the auspices
of the extension of the urban–industrial fabric. The incorporation of resource extraction
areas into global processes of urban development blurs the distinction between the urban
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and the rural [5]. In the sense of urbanization as a capital accumulation process, as stated
by Harvey [6], the notion that industry is based on accumulation (profit) and production
(market) pertains to both urban and rural areas [7]. Since the characteristics of both areas
are increasingly blurred, extended urbanization provides a useful framework for probing
permeating capitalist industrialization networks and the socio-spatial transformation of
rural space.

The notion of extended urbanization perceives urbanization as synonymous with
the logical process of how capitalism transforms rural society into urban society. Brenner
and Schmid [8] (p. 167) emphasize that this site/process is operationalized through the
enclosure of land from established social and subsistence uses (use value) in favor of priva-
tized, exclusionary, and profit-oriented modes of appropriation (exchange value). By using
extra-economic coercion, capitalists take over subsistence, production, or shared social
wealth [9]. Rural space that has experienced dispossession and expropriation of communal
or community land is converted from subsistence farming to an instrument for revenue
extraction through the commodification of urban–industrial praxis (see [10–13]). This
process is frequently facilitated and enforced by state capitalist regimes under neoliberal
economic policies [8]. In summary, dispossession is a prerequisite and key apparatus of
extended urbanization for producing new urban territories of capitalism [14,15]. Contrary
to this assumption, this paper challenges the notion that extended urbanization processes
only hinge upon land dispossession. We argue that extended urbanization as capital
accumulation can also occur through capital centralization.

This article aims to show how the processes of extended urbanization without land
dispossession occur in Sei Mangkei as an agroindustrial site in the rural region of North
Sumatra, Indonesia. By using the notion of centralization to explain the practice of contract
farming, we illuminate the social relations of capitalism that form the basis for extended
urbanization without dispossession in the landscape of agroindustrial capitalism. Marx [16]
referred to centralization as the accumulation process built upon the mechanism of social
capitalist integration between independent capital (smallholders) and larger capitalist
enterprises. Furthermore, we explore the transformations and struggles of daily life of
palm oil smallholder communities under the connectedness and tension of global industrial
activity. We believe this theorization usefully complements the emerging scholarly ideas of
extended urbanization and planetary urbanization [17–19] and enriches the plurality of
possible outcomes of global capitalist urbanization under today’s particular, differentiated,
and unique urban space [17,18].

We argue that instead of removing the local community through physical dispos-
session of land and property assets, urbanization extends through the establishment and
commodification of palm oil plantations by the community in their land setting. Based on
this condition, the community becomes a collection of smallholders (farmers) that sell and
supply the raw material of this commodity (extracted from their land) to large enterprises.
Moreover, our results show that although dispossession and social resistance are absent in
the case studies, global market integration and dependence into palm oil smallholder’s
life causes uncertainty regarding their future. This situation was realized when global
palm oil prices became unfavorable to palm oil smallholders. Finally, it can be said that
emerging new forms of extended urban society struggling against accumulation without
dispossession and negotiating with the broader process of capitalist industrialization are
worth exploring.

The remainder of this article is organized into several sections. In the next section,
we outline an explanation of the Sei Mangkei palm oil-based agroindustrial estate as a
case study and the methods that were used in carrying out this research. The third section
develops the main theoretical arguments and framework about extended urbanization
under capital centralization. Then, the fourth part explores the longue durée expansion
of palm oil-based industrial extraction in Indonesia to understand the wider context of
socio-spatial capitalist restructuring in extended urbanization space. The fifth section
applies the theory of extended urbanization and centralization of capital to the case study.
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The sixth section explains the everyday life and struggle of palm oil smallholders as the
outcome of the extended urbanization process through capital centralization. In conclusion,
we briefly return to the possibility of an emancipatory process towards equal urbanization
as an alternative to the domination of exchange value in extended urbanization space.

2. Research Case and Methods

We empirically examined the transformation of socio-spatial urban conditions in
the Sei Mangkei Industrial District and its related palm oil production chain, such as
smallholder villages. This space has experienced the history of accumulation strategies of
the agricultural industry in Indonesia, from the Dutch colonial period to the contemporary
neoliberal state strategy of Special Economic Zones (SEZ). At the moment, this space is
promoted by the government as a strategic global industrial zone and a new center of
economic growth. The Sei Mangkei Industrial District is located in Sei Mangkei village,
where 1975 hectares (90%) of the land are taken up by palm oil plantations and production
facilities, while the rest is a residential zone for the village community (see Figure 1). The
site is part of Simalungun Regency, one of the regions with a productive palm oil industry
in North Sumatra Province [19]. Sei Mangkei is an illustration of the operational landscape
produced by capitalist industrial expansion in the countryside; it has a peripheral space of
132 km and is a 3 h drive away from the Medan Metropolitan Area.

Figure 1. Sei Mangkei industrial district, North Sumatra (source: adapted from The Ministry of
Environment and Forestry [20]).
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Several multinational enterprises joined Sei Mangkei SEZ, and the area successfully
gained around USD 70 million of foreign investment, which could be worth double if
we consider the supporting infrastructure [21]. As new enterprises were involved in the
palm oil industry downstream, the demand for palm oil fruit increased in the Sei Mangkei
factories. Consequently, the enterprise management of Sei Mangkei SEZ used a contract-
farming policy to cooperate with several palm oil smallholder farmers around the regency
of Simalungun. Smallholder farmers regularly supply their fresh fruit bunches of palm
oil to Sei Mangkei industrial district through the local co-operative agencies (see Figure 2).
After being processed in the factory and refinery, the fruit is used to produce export-ready
intermediate products such as Crude Palm Oil, Palm Kernel Oil, and Basic Oleochemicals.

Figure 2. Distribution chain of palm oil industry in Sei Mangkei industrial district (Source: Author (2020)).

We collected data during fieldwork from August to December 2019. Interviews were
conducted in Jakarta and North Sumatra with four main groups of informants. The first
group comprised representatives from the state government (National Council of SEZ),
the local government of North Sumatra province, and the Simalungun Regional House
of Representatives. These interviews provided the governmental perspective in terms
of planning and development of Sei Mangkei SEZ. The second group of interviewees
comprised representatives from enterprises doing business in SEZ. They represent the
capitalist actor that runs industrial activities. The last two groups comprised representatives
from local communities of Lantosan village, which is located around Sei Mangkei Industrial
District, and palm oil smallholder farmers who affiliated their production activities with
Sei Mangkei Industrial District. The smallholder farmer villages are Partimbalan and Pasar
Baru, which are still located in the Simalungun Regency (see Figure 1). In total, there were
30 people whom we interviewed during the fieldwork. This qualitative data interview was
triangulated by multiple key informants, secondary materials (i.e., enterprise reports and
policy documents), and other literature.

3. Capital Accumulation under Extended Urbanization

A representation of extended urbanization in the present stage of industrial capitalism
can be found in the urban fabric. The urban fabric manifests itself across a region in the built
environment (infrastructure, housing, supermarkets, etc.) and social praxis as the forces and
relations of accumulation [3,4,6]. Based on this, we can say that capitalist industrial rural
space has undergone urbanization. Thus, rural space has lost autonomy and subsistence
since it has become an integral part of industrial production and consumption. The
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subsumption of an industrial capitalistic logic in rural realms involves pivotal alterations
to urban society. Sevilla-Buitrago [15] defines the initial phase of extended urbanization
as ‘original extended urbanization’, a dismantling process from “self-contained rural life-
worlds and divisions of labor through an intensified connection and subsumption of the
countryside by which it increasingly becomes a mere functional appendix of the broader
urban networks that command socio-spatial organization under capitalism” (p. 241).

In short, the industrialization of society always implies urbanization, and the urban
refers to “the society that results from industrialization” [3] (p. 2). In the current neolib-
eral regime, rural areas are transformed into strategic spaces in the form of operational
landscapes of various urban spaces on a planetary scale to grow and develop through the
supply of commodities [8]. Hence, we suggest that extended urbanization is as a prominent
analytical lens through which the limitations of a city-centric approach for understanding
the broader capitalist urbanization processes beyond the city become visible [22].

We understand global industrial capitalism as the main driving force of extended ur-
banization [23]. The process of accumulation thus becomes a central point in the analysis of
extended urbanization. Empirical studies have shown that accumulation by dispossession
is the nature of this accumulation [10,13,24]. Marx [16] pointed out that the early stage of
this accumulation occurs through ‘primitive accumulation’. Following Marx’s concept,
Harvey [24] argued that the process of primitive accumulation, popularly known as accu-
mulation by dispossession, is a continuous element of contemporary accumulation rather
than a historical stage of capitalist development. For Harvey, accumulation by disposses-
sion means “the commodification and privatization of land and the forceful expulsion of
peasant populations; the conversion of various forms of property rights (common or collec-
tive) into exclusive private property rights”, thereby increasing accumulation [24] (p. 145).
Within the extended urbanization landscape, accumulation by dispossession is enforced
by various strategies against communities or indigenous people, such as displacement,
violence, marginalization, exclusion, and ecological degradation [4,10,12,25].

Capitalist industrialization deploys accumulation by dispossession to create and
perpetuate the process of accumulation. However, it has a tendency to disrupt and replace
the previous socio-spatial configuration [25,26], also known as ‘creative destruction’ [8]. In
this sense, extended urbanization can be understood as a double movement. On the one
hand it functions as a productive force, which helps to trigger waves of industrialization;
on the other hand it represents a social relationship in which human everyday life is
organized and reproduced [27]. Hence, extended urbanization must be understood in
terms of contradictory socio-spatial relations, which are constructed by the assembly of
capital accumulation and social practice within the dynamics of capital accumulation. Thus,
extended urbanization implies a multiscalar process of production and reproduction of
the built environment in which global structures of capital and local everyday practices
become interlinked [3]. Both the global scale of structural forces and the local scale of
everyday life experience urbanization process so that they can, and do, spiral up to affect
the ‘urban’ as a mediating scale (Angelo and Goh, 2020) and materialize the process into a
specific socio-spatial configuration of urban space. As a result, urban everyday life becomes
a seedbed of struggle for acquiring any ‘right to the city’ as a consequence of extended
urbanization by dispossession [10,28].

In contrast with the main assumptions and evidence of extended urbanization by
dispossession, another form of capital accumulation in rural areas can occur without
dispossession. Some scholars emphasize that accumulation is not only realized under the
capitalist regime of violent and physical appropriation but also in the tendency to integrate
through centralization of capital [29,30]. Centralization occurs when “capitalists borrow
and merge, gathering the existing resources of capitalist production” [31] (p. 75). In the
landscape of agroindustrial capitalism, this kind of accumulation is realized under the
contract-farming scheme. According to Little and Watts [32], we can understand contract
farming as:
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“Forms of vertical coordination between growers and buyers–processors that
directly shape production decisions through contractually specifying market obli-
gations (by volume, value, quantity, and, at times, advanced price determination),
provide specific inputs, and exercise some control at the point of production”.
(p. 9)

Marx emphasized that centralization of capital causes “many people [ . . . ] to lose
their access to capital in order for a few others to gain and grow”, [30] (p. 83), or in
the worst condition, individual capitals are absorbed and destroyed by big capitals [33]
(p. 27). However, centralization through contract farming allows corporate capital to
accumulate profit without owning the land (privatization); in other words, land acquisition
by dispossession does not happen [30]. The existence of the contract-farming scheme
encourages communities to commodify their land, taking it from subsistence production to
industrial resource extraction based on exchange value. Under the legal ‘partnership’ of
contract farming, community farmers experience a shift in the labor process through a new
landscape of commodity and become dependent on industry (a wage–labor relationship).
Hence, contract farming is a vehicle of agroindustrial capitalism for instilling capital
logic into the subsistence social formation of rural farmers [29]. However, since extended
urbanization holds a multiscalar perspective, we also have to understand the dynamics
and socio-spatial context on a local scale where rural farmers practice everyday life. This
means that dialectical methods and thinking (global–local) must be paid more attention in
analyzing capital centralization and contract farming itself.

4. Capitalist Expansion of Palm Oil-Based Industry in Indonesia

The longue durée expansion of palm oil-based extraction in Indonesia character-
izes the pattern of socio-spatial capitalist restructuring in extended urbanization space.
However, capitalist urbanization is always a historically and geographically multilayered
process since it is mediated by the dynamic transformation of institutions, political and
accumulation strategies, environment landscapes, and struggles [8]. Therefore we intended
to track and unpack the expansion of palm oil industries in Indonesia. This also strengthens
the context of further analysis in the case study.

The palm oil tree was brought to Indonesia by the Dutch colonial state and was
first planted in the east coast of Sumatra as an ornamental plant on tobacco estates in
1848 [34]. In the early 20th century, the Dutch initiated their strategy of palm oil commodity
accumulation because rubber, tobacco, and sugar were no longer able to compete in the
global market. In 1919, the first milestone in the export of the Dutch colonial state palm oil to
the world market occurred [35]. The industrial revolution promoted the increasing demand
for palm oil products across the world, both for household needs such as soap, candles,
and medicinal ointments, and for machine lubrication in the manufacture industry [36].
On the east coast of Sumatra, intensification of the palm oil industry was mostly carried
out by multinational enterprises. Under the mercantilism of the Dutch colonial state, the
palm oil production on the east coast of Sumatra grew significantly, from 181 tons of palm
oil in 1919 to almost 191,000 tons in 1937 [37].

After independence was declared in 1945, the Indonesian government saw that palm
oil commodities had the potential to contribute to economic growth. In the late 1960s,
Soeharto’s regime reformulated the regulations for financing development by foreign
aid. The colonial enterprises were reorganized into state-owned enterprises (SOE), called
Perseroan Terbatas Perkebunan (PTP) and later Perseroan Terbatas Perkebunan Negara
(PTPN). From the early 1980s, through cooperation with PTPNs and several private palm
oil enterprises, the government encouraged the active involvement of smallholder farmers
as a new scheme of palm oil expansion [38]. The program was called Perkebunan Inti
Rakyat (PIR), or the Nucleus Estate Scheme (NES). The NES program introduced the first
contract-farming scheme in Indonesia’s palm oil sector. Backed by the World Bank and
credit funds from the Asian Development Bank, this program was expected to provide
economic benefits and to alleviate the poverty of local communities and smallholders [39].
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Contract farming through the NES program created two interconnected systems: the
core/nucleus and the plasma. The former refers to the core plantation of the enterprise,
usually around an industrial mill (20% of total land), while the latter refers to the periphery
of the nucleus (80% of total land), which is under the enterprise’s supervision but is
allocated to smallholders under partnership contracts [40]. Smallholders could be local
people or transmigrant people (usually from Java and Bali). The enterprises had free access
to land to exploit palm oil resources. The land could be hailed from state land or local
landowners that donated their land to the state through the contract-farming scheme of
NES. Then, the smallholders can obtain their land with palm oil crops after the contract was
over [38]. Later, the government upgraded the contract-farming scheme of NES through
the KKPA (Primary Credit Cooperative for Members) program. This involved a more
direct private–community ‘partnership’ model, with the plantation firm being responsible
for nearly all the projects, working directly with the participating farmers to resolve
land problems and providing training and extension. Under this scheme, smallholders
organized in local cooperative units (koperasi) were able to access subsidized loans from
banks. It advised the government to officially abandon its direct subsidizing role and leave
oil palm development to the market [38].

Following the economic crisis in 1997, the state suffered from political and social crises,
which ended three decades of high economic growth under the New Order government.
In 1998 Indonesia turned to the IMF, which arranged a ‘stabilization package’, requiring a
fundamental restructuring of the banking sector, such as withdrawing Bank Indonesia from
direct development financing [41]. The dismantling of Bank Indonesia’s role in distributing
liquidity credit ended the flow of state funds to palm oil smallholders. Pertinent to palm
oil expansion, intensification of deregulation in the industrial sector aimed to promote
economic growth. In 2014, the Indonesian government attempted to designate Special
Economic Zones (SEZ) as strategic industrial spaces to increase economic growth as well as
export competitiveness through domestic and foreign investment, including in the palm oil
sector. It is a representation of the neoliberal strategy for liberating industrial development
and modernizing rural space under the direct control of the state. Sei Mangkei is the most
progressive example of Special Economic Zone development compared to the other 14
Special Economic Zones in Indonesia.

5. Extended Urbanization Processes

This section analyzes the emergence of extended urbanization through a case study of
the industrialization process of Sei Mangkei. The initial phase of extended urbanization
can be seen in the moment of original accumulation. In the context of the case study, the
moment of initial extended urbanization is reflected in two processes related to different
moments in space and time. The first was the original accumulation at the main site of palm
oil industrial production. The second was the process of expansion of the original extended
urbanization on small-scale community palm oil lands that supplied raw materials to the
main site. If the former tells us how the extended urbanization space was first formed
through the homogenization of space by the state, the latter was a form of expansion capital
in search for new space to accumulate. The second stage was a crucial moment in terms of
extended urbanization without land dispossession and people displacement.

5.1. Initial Extended Urbanization

Sei Mangkei Industrial District is an urban–industrial extension into the countryside.
Industrial logic formed by agroindustrial intensification has occurred since the era of
colonial mercantilism. Global demand for rubber and palm oil was captured by the
Dutch colonial state to initiate and rescale the operational landscape of accumulation.
Sei Mangkei is proof of the colonial state’s ambitions to be involved in the early 20th
century’s developing capitalist world system. Sei Mangkei first was a plantation for rubber,
which was a commodity until the 1970s. The site was only a resource extraction space that
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supplied its crops to industrial hubs in other districts, which would then proceed to export
their products to foreign countries.

The Dutch colonial state issued the Agrarian Law in 1870 as an instrument for private
enterprises to be able to exploit productive land. Sei Mangkei was part of the wider east
coast of Sumatra (Deli) plantations, owned by a local Sultanate (called Kerajaan Tanah
Jawa). The plantation concession was a civil agreement between the Sultan, representing in-
digenous customary communities, with Dutch plantation enterprises [42]. Waal [43] states
that a plantation concession is an individual right, in this case based on an agreement be-
tween the Sultan and the concessionaire. The colonial leasing agreement rented the land for
between 75 and 99 years. However, this agreement included several clauses that involved
customary land and its inhabitants. While the empty customary land was transformed
into rubber plantations by a Dutch plantation enterprise (Rubber Cultuur Maatschapij
Amsterdam, RCMA), they allowed rural inhabitants to live in a village alongside with the
plantation (Lantosan village). Rather than seizing the land of the local people, an agreement
was made with local leaders, trying to respect the local people. Stoller [37] noted this as a
social stability strategy of the colonial government. However, the Agrarian Law was a key
apparatus to transform customary land into industrial commodities based land.

The Dutch colonial state issued a policy to allow the creation of a labor pool from
other regions. In Sei Mangkei, laborers were brought in by RCMA from Java Island, called
coolies. Thus, a new plantation landscape was formed, but the majority of the local people
in the areas surrounding Sei Mangkei industrial district still choose to work as subsistence
farmers. Local actor of Lantosan village explained:

“The Dutch enterprise opened the area [initiate the industrial activity], and at the
same time, they brought labor force, which was dominantly from the island of
Java. There were local recruits, but because the [majority of] community here did
not need jobs [agricultural area was still quite large], they did not want to go to
plantations [work as a labor]”. (Interview, 14 December 2019)

Various new settlement spaces were created to accommodate the new laborers. How-
ever, the logic of industrial space under the process of extended urbanization through the
commodification of land and proletarianization through labor wage relations also emerged
at the same time. The initial accumulation of extended urbanization was increasingly
dictated by the conditions of international exchange rationales rather than direct control
of the Dutch colonial state. In that era, new industrial clusters were emerging across the
country, especially around global resource extraction commodities, most of which were
located in remote areas.

After Indonesian independence, Indonesia’s government enacted the law of nation-
alization to transform Dutch colonial enterprises into state owned enterprises. Nation-
alization took place through political, legal, and economic processes. The legal process
was aimed at the transfer of industrial ownership from the colonial state to the Indonesian
government. In the economic process, nationalization was interpreted as a transition from
a colonial economy to a national economy [44]. In Sei Mangkei, the institutional change
of the colonial rubber enterprises was handled by SOEs. The government claimed that
nationalization was an agrarian reform agenda.

However, whether or not nationalization was carried out by dispossession of rural
land is not an easy question to answer. On the one hand, we can say nationalization is
a part of legal dispossession by the state as a strategy to promote the logic of industrial
space. On the other hand, from a labor and community perspective, nationalization is
a symbol of victory against global imperialism (Dutch enterprises) [37] and feudalism
(local kingdom power) (interview with a local actor of Lantosan village, 14 December
2019). The land in Sei Mangkei is not communal or customary land. Hence, the rent
agreement was based on the individual rights of the local leader. After independence,
the business relationship of land rent between the local leader (the Sultanate) and the
Dutch enterprises was disturbed. The local community used this event to mobilize against
the Sultanate, which mainly pursued its own interests. Hence, nationalization received
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support from the community in cancelling that private relationship. From the perspective
of labor groups, nationalization was a sovereignty symbol of public enterprise and led to
the structural management reformation of Indonesian citizens. Nonetheless, Stoler [37]
noted that nationalization did not change the labor system and structure of class relations
in the North Sumatra plantations.

In this context, we view that the emergence of extended urbanization space was not
only produced by the global forces of capital through the Dutch enterprise and state but
also cannot be separated from various socio-cultural conditions and practices of local actors
that allow the opening of space for industrial extraction. First, there is a conformity of
the norms of the Lantosan village community and the natives of the Sei Mangkei area to
the use of shared space by other social groups (Dutch plantation enterprise). Second, the
state strategy to maintain industrial logic through the nationalization program could be
realized because there is harmony and common ground between the grassroots movement
against Dutch colonialism and local leader feudalism. These situations then brought Sei
Mangkei into the initial process of extended urbanization. Thus, both global and local
forces influence socio-spatial reconfiguration of extended urbanization.

5.2. Palm Oil as an Expansion of Extended Urbanization

Starting in the 1980s, a significant increase in the price of palm oil on the world mar-
ket encouraged several big enterprises in North Sumatra province to convert its rubber
plantations into palm oil plantations. This situation also affected the emergence of palm oil
smallholders who previously worked as subsistence farmers. There are two mechanisms
to convert farmer-owned land to palm oil plantations: firstly, communities are involved in
the state program of NES (nucleus–plasma), and secondly, communities choose to replace
their subsistence lands by their own volition. The NES program is a first implemented
contract farming scheme that enables farmers to plant palm oil through cooperation be-
tween state, the transmigration department, World Bank, and enterprise plantations in the
early 1980s [45]. According to the agreement, the farmers allow the enterprise to plant
and manage palm oil crops on their (modified) land for a certain period. Moreover, the
enterprise also ensured management funds and trained the smallholders to manage the
palm oil plantations. One of the palm oil smallholders in Partimbalan village who supplied
to Sei Mangkei factory discussed the motivation of his parents engaged with the NES pilot
program from the government:

“The transformation of our land [from subsistence crops] into palm oil are mo-
tivated by the promise of higher profits and by the ease of land management”.
(Interview, 25 October 2019)

However, after the contract expired, his family obtained full private ownership of their
land, including planted land with palm oil crops. The other smallholder in Partimbalan
also asserted that her family gained knowledge of the management of palm oil plantations,
which is very different from that of subsistence crops, through the NES program (Interview,
25 October 2019). During this period, transition from subsistence to palm oil plantation
was not an easy process; it required a transfer of knowledge (land management) and access
to credit related to high-quality materials (modern tool, seed, fertilizer, etc.) [46].

The NES program influenced the massive transformation of palm oil smallholders
area in North Sumatra during a decade, from 6150 Ha in 1980 to 72,228 Ha in 1990 [47].
The success of the first generation of NES smallholders and palm oil’s high returns in
relation to both market price and labor have encouraged the second wave of smallholder
boom. Thus, from the late 1990s, becoming palm oil smallholders became a massive social
movement (interview with palm oil smallholders in Pasar Baru village, 15 December 2019).
In Simalungun Regency, there was a threefold increase in the area of smallholder palm
oil plantations, from 9963 Ha in 1996 to 27,309 Ha in 2010 [48]. In this second wave of
smallholder boom, engaging with contract farming was an optional practice for the people
who joined this business for the first time. One reason is that the community could gain
basic knowledge of palm oil land management from various sources, such as family, friends,
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or neighbors who are experienced in palm oil production. Yet, both palm oil smallholders
in Partimbalan and Pasar Baru village said that contract farming facilitated by koperasi
provided several advantages beyond knowledge transfer.

First, smallholders obtain a competitive selling price and certainty of trade for the
enterprise by cooperating with palm oil enterprises. Second, contract farming was also
opened to the opportunity of accessing loans or capitals from the koperasi or banks
(interview with smallholder’s koperasi in Partimbalan village 25 October 2019 and palm
oil smallholders in Pasar Baru village, 15 December 2019). Thus, it is reasonable to assume
that contract farming could be considered a motive of smallholders to engage with palm
oil plantations. The reason is that smallholders with access to market certainty, credit, and
high-quality planting materials can profit significantly [45].

We believe that the practice of palm oil smallholder land can be understood as an
expansion of accumulation during the extended urbanization process. Smallholder land
was previously planted by rice, corn, cassava, or other food crops. The farmers harvested
the crops, which were prioritized to meet their daily needs. However, if the need was
excessive, they could sell it to the local market as an additional income or exchange them for
other things. In this context, the farmers prioritize subsistence that utilizes use value, and
the market is considered an opportunity. They can still live independently without growing
certain high-value crops and exchanging their production in the competitive market.

However, the transformation from subsistence farmers to palm oil plantation small-
holders changed their social-economic relations. Firstly, because palm oil is mostly a
monoculture, i.e., the land is only planted with one single type of species for the whole
season. Secondly, palm oil is not a ready-served food; it must first be processed through a
high-tech industrial process before it can deliver the end product. Thirdly, the harvested
crop must be processed within a certain time before it decays. Hence, the smallholders
have to sell their crops within this time or they lose their money. Fourthly, palm oil is a
global commodity, where the demand for this product comes from various countries in the
world. Thus, palm oil is a cash commodity crop because it is always connected with the
industry and the global market.

The majority of smallholders in our case study are vulnerable to the price crisis of
palm oil. The reason is that they have invested most of their capital in their palm oil
business and inadequate plots of land to obtain alternative income since all of their lands
have been modified into palm oil plantations (Field Notes, 15 December 2019). This
smallholder group usually manage less than 5 Ha of palm oil plantation. However, other
studies in Indonesia found that it would be insufficient to sustain both farm and family if
smallholders manage only 2 Ha [39,49]. The option to return to subsistence farming is also
not economically viable because it is like starting a new business. These factors are due to
the loss of investment for current palm oil land, limited capital, and the palm oil business
still being more profitable than subsistence practice.

If smallholders lose the capacity to maintain their business, the last choice is to sell
their land as the only production asset they have. For a vulnerable group of smallholders,
this situation made the options are limited to realizing the value and profit of their asset
except keep selling palm oil fruit to the enterprise. In addition, it is also a reason why
contract farming provides a better opportunity for smallholders to obtain market certainty,
an additional source of capital, and produce high quality of palm oil fruit. Wood [50] noted
this situation as “the market as a compulsion”, where smallholders have limited choice
to survive except to sell their palm oil production in the market (enterprise). Thus, small-
holders’ socio-economic relations was shifted from viewing the market as an opportunity
to being a market as a compulsion [50]. Under palm oil expansion, lands with food crops
that were originally prioritized for use value are now forced to be utilized for exchange
value. Extended urbanization understands this process by transforming land in rural areas
from prioritized social uses of use value to profit-oriented modes of production based on
exchange value rationale space [4,8].
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5.3. Extended Urbanization through Contract Farming

The self-transformation of smallholder’s palm oil plantations was not a self-evident
phenomenon. While the state and enterprises played a crucial role in providing the
instruments for palm oil expansion, the smallholders saw this commodity as an opportunity
for maximizing their socio-economic well-being through higher profit production. The
mechanism for accumulation was contract farming. Contract farming by the palm oil
industry works according to the logic of capital centralization. As Shrimali [30] noted,
under the centralization of capital through contract farming, smallholders’ land has to be
consolidated in a ‘social’ manner rather than by physical encroachment. This allows big
enterprises to create a pool of labor (smallholders) and resources to support their industrial
operations without owning the land (privatization). A group of palm oil enterprises has
claimed that production expansion by investing in the new land is too costly. Accordingly,
they prefer to implement intensification strategies through building partnerships (contract
farming) with smallholders to make business more efficient (Statement from a member
of GAPKI (Indonesian Palm Oil Bussinessman Association) in the public web-seminar
‘Mengurai Peta Pemain Industri Sawit Nasional’ by the Auriga Institute, 4 May 2020). This
practice proves that contract farming facilitates the accumulation process without requiring
investment in the new land. However, contract farming is a legal instrument that should
work under legal agreements between enterprises and smallholders. In the current policy,
the government promotes cooperative agencies (koperasi) to mediate between both actors.

Palm oil smallholders claim they have not experienced physical dispossession of their
land or coercion to cooperate with enterprises (interview with palm oil smallholder in
Partimbalan village, 25 October 2019). The conversion from subsistence crops to palm
oil did not change the land ownership, and the smallholders still have the freedom to
manage their land independently. However, the contract farming is a non-mandatory
policy which the smallholders have the freedom to be involved or not. If the smallholders
choose to be involved, they also have the freedom to choose the koperasi or enterprise to
partner with. This indicates that accumulation is not realized under a regime of violent and
physical appropriation, but with a tendency towards integration. Hence, land grabbing by
dispossession does not occur.

Under the legal ‘partnership’ of contract farming, peasants experience a shifting labor
relation in a new landscape of commodity. As dependent wage ‘labor’, they become sub-
servient to the palm oil industry. The centralization of capital leads to smallholder land
being operated under one single palm oil industrial enterprise. In other words, central-
ization through contract farming enables enterprises to employ labor (smallholders) and
obtain means of production (palm oil fruit) based on legal agreements. Thus, accumulation
without dispossession takes place since the enterprise increases its production but does not
need to acquire land ownership.

Contract farming is a vehicle of agroindustrial capitalism for instilling capital logic into
the social formation of subsistence farmers [29]. Contractually, the palm oil smallholder
is allowed to sell and distribute their palm oil fruits to enterprises. The smallholder
must comply with provisions in the contract, such as fruit quality, delivery time, and also
sometimes planting management that must follow enterprise standards. The emergence
of contract farming breaches the industrial logic of rural life by connecting smallholders
to the palm oil industry. The radical transformation of industrial space logic is a signal of
how the urban condition emerges in predominantly rural areas. However, the process of
continuous accumulation is a strong explanation for how extended urbanization through
industrial capitalism penetrates the countryside and alters the space by introducing a new
urbanized socio-spatial organization [51].

Sei Mangkei Industrial District utilized contract farming to improve the scale of
production because the raw materials on its land were insufficient to meet factory capacity
(interview with production management of Sei Mangkei Industrial District, 24 October
2019). This occurred in 2011, when Sei Mangkei upgraded the mill production, followed
by the designation as a Special Economic Zone. In 2013, there were eight koperasi that
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acted as a middleman for hundreds of palm oil smallholders around Simalungun Regency,
who supplied their palm oil fruit to Sei Mangkei. This number increased to 10 koperasi in
2014 [52].

It should be noted that the palm oil smallholders such in Partimbalan or Pasar Baru
village actually did not change the commodity production of their land because of the
contract farming with Sei Mangkei, since this transformation had already been carried
out two decades before because of the involvement of the NES program and voluntary
abandonment of subsistence farming. Since then, the smallholders have also had a part-
nership with various palm oil enterprises through contract farming. However, we intend
to show that Sei Mangkei reflects the palm oil enterprises’ behavior to take advantage
of contract-farming schemes in terms of increasing profit and scale of production and by
carrying out the process of accumulation without dispossession. Accumulation without dis-
possession through contract farming is an effective tool for increasing palm oil productivity
in congruence with the endeavor to maintain and expand the capital logic of extended
urbanization in various regions. Extended urbanization is therefore no longer limited
to the main sites of industrial enterprises, such as Sei Mangkei; rather, it is expanded or
intensified to include smallholder land along with an increasing scale of accumulation.

6. Smallholder’s Everyday Life Practices and Struggles

The success of the participants in the NES contract farming program has encouraged
the expansion of independent smallholders who have voluntarily replaced their food crops
with palm oil plantations. This is driven by the desire to improve the quality of life by
utilizing the land they have to be more productive and economically efficient. At this
time, the alternatives to obtaining a better job are few. Thus, the presence of opportunities
to improve economic welfare is welcomed by the wider community. Unfortunately, the
transformation of this commodity crop also encourages the transformation of culture and
social relations of society that are inherent to the industrialization process. This is a process
that might not always be profitable in the future, and the options are increasingly limited
to remove oneself from dependence on capitalist social relations when commodity prices
are falling.

The social configuration of the ‘palm oil community’ in the smallholders’ life has given
rise to a new landscape of lived space, such as economic rationalization, daily activities
related to modern farming management, social interaction, and communication. As a
cash crop and capitalist commodity, palm oil distribution must proceed through exchange
activities with industry. Hence, the smallholder’s life depends on how this industrial chain
works, including the price of palm oil in the global market. Palm oil smallholders in Pasar
Baru village expressed:

“If the price [of palm oil] collapses to the lowest level, the smallholders have to
sell their land, which is their only asset, because they don’t own anything else”.
(Interview, 15 December 2019)

One could argue that although the extended urbanization of the palm oil smallholder
landscape does not entail the physical dispossession of land during the industrialization
process, we still find that feelings of anxiety remain in the smallholders’ daily lives. This
anxiety arises because of the ever-present threat of palm oil prices plummeting in the future
(Field notes, 15 December 2019). This feeling is growing since palm oil smallholders have
experienced such a crisis in 2008 (interview with palm oil smallholder in Pasar Baru village,
15 December 2019).

In this context, we also view that the smallholder who converts all the land they own
into palm oil plantations does not have the option to access other economic activities when
the price crisis occurs. This situation is a consequence that smallholders were not aware of
in the past. This situation is similar to the capitalist relations of cocoa farmers in Sulawesi,
as Tania Li [53] mentioned that there is ‘erosion’ in people’s lives, “not dramatically, but
piecemeal and by stealth, rather like the action of water on a stream bed that creates new
pathways and makes old ones unusable or irrelevant, without anyone willing it to be so”
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(P. 116). In the contexts of palm oil smallholders’ lives, extended urbanization has created
a space for total dependence on industry and the global market because their economic
activities must be realized in the exchange value of palm oil commodities. People may
not realize a socio-economic transformation when they first change food crops to palm oil
plantations.

The inability of palm oil smallholders to ensure their future lives due to their con-
nectedness to and the uncertainty of global markets is a major factor for anxiety affecting
their everyday lives. In the smallholder community, we identified two groups according to
their responses regarding uncertainty about the future price of palm oil (Field notes, 15
December 2019). The first group included those who give up their life to future conditions
because their ability to access other economic spaces is limited. Meanwhile, the second
group included smallholders who still have small vacant land reserves and capital to carry
out other economic activities. These smallholders choose to practice small-scale subsistence
farming of crops (such as cassava or tropical fruits), which can be an alternative to meet
their daily needs when a crisis of palm oil prices occurs.

In this sense, the farming of subsistence crops is a form of socio-economic resistance
to deal with global market uncertainty. Although this practice does not threaten the logic
(structure) of capital-based urbanization, it is an attempt to open an alternative space that
values use values than total dependence on exchange values of the global market. In this
extended urbanization process, resistance or struggle do not appear in the form of class
conflicts. However, this practice is realized by imagining the other activities outside the
logic of palm oil capital relations and is practiced on a smaller scale.

7. Conclusions

Under the regime of economic growth by palm oil industrialization, Indonesia has ex-
perienced a massive transformation of its rural industrial landscape. This industrialization
occurred with a reconfiguration of the socio-spatial logic of space, from rural subsistence to
an urban–industrial fabric/praxis depending on global capitalism. Referring to Lefebvre’s
notion of urbanization beyond urban–rural dualism, the rural landscape of Sei Mangkei in
North Sumatra has become an integral part of industrial production. This paper examined
how it encountered an extended urbanization process through agroindustrial extraction of
palm oil. Crucially, the theoretical lens of extended urbanization helps us to see how the
dynamic capitalist urbanization process expands beyond the metropolitan to territories
that are conventionally classified as rural or hinterland. Thus space must be seen as histori-
cally continuous enforcement forged by a multiscalar and dialectical force between global
structures of capital and local everyday practices.

Previous case studies on the mining (oil, metal, mineral), manufacturing, or timber
industrial sectors tended to show that the urbanization of capital in extended urbanization
space entails the mechanism of community land dispossession to instill an urban–industrial
logic [10,13,24,54]. However, Sei Mangkei experienced a different process. The palm
oil-based agroindustrial process in Sei Mangkei did not need to dispossess community
land physically to accumulate capital. Rather, this occurred through the integration and
centralization of smallholder land into a large industrial enterprise production chain, where
the land owners, without coercion, transformed their lands into commodity crop land
of their own accord. As such, industrial capitalism can promote extended urbanization
without privatizing land.

As a consequence of the transformation of subsistence land into commodity crop
land, smallholders’ daily lives became more dependent on the global market. However,
this situation brought limited options to access other economic activities when global
prices were failing. Thus, the uncertainties surrounding the palm oil global market and
palm oil prices cause anxiety and threaten smallholders’ futures. As a result, instead of
resistance against industrial and state institutions, the smallholder chooses to practice
small-scale subsistence farming as a form of resistance and ‘line of defense’ [55] against the
uncertainties of the global market. This process is a result of translating the thoughts and
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practices of palm oil smallholders as local-scale subjects to various global-scale structural
forces, which, at a certain point (crisis), make them aware of the importance of other
alternative forms without completely replacing the oil palm plantations they currently have.
Instead of labelling oil palm smallholders as subjects who experience ‘false consciousness’
of the overall manipulation of the industrial class, we believe that this struggle practice
is a form of negotiation and articulation carried out by palm oil smallholders. Thus, we
highlight that the extended urbanization process was also co-produced by smallholder
practices rather than solely dominated by the palm oil capitalist industry.

Finally, we state that extended urbanization is a part of a fruitful framework, not only
in deciphering capitalist industrialization as a dominant force of large-scale abstraction, but
also in everyday practice and the struggle of palm oil smallholders on a small scale. It shows
that extended or planetary urbanization does not stand to generalize the urbanization
process (urbanization is the same everywhere). On the contrary, there are differences in
the socio-spatial formation under similar forces/tensions of the global phenomenon of
capitalist industrialization. Thus, we assert that extended urbanization was (re)produced
through the articulation of socio-economic and cultural practices of agency (smallholders)
on a local scale towards the dynamic of broader process of global industrialization. This
result complies with the current agenda of urban research in looking at the broader political–
economic forces of urbanization with regards to non-city space and exposing everyday
struggles as an inevitable part of the multiscalar processes [54]. This analysis can be a
starting point to open up the emancipatory possibility of the production of ‘just space’ and
‘differential space’, in which use value is more significant than exchange value [56].
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