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The palm oil industry is a strategic sector that plays an important role for national economics. 

Although the palm oil industry's role and contribution are high, land clearing and operation are 

often associated with environmental and social issues. The sustainable certification was then 

developed to ensure that palm oil companies can continue to operate without involving 

environmental and social deprivation. The previous research related to the impact of a 

sustainable certification found several positive and negative impacts on palm oil companies' 

performance in general. Therefore, this study aimed to determine the impact of sustainable 

certification on Indonesia's palm oil companies' financial and market performance. This 

research focused on 14 palm oil companies in Indonesia that went public with an observation 

year between 2014 and 2019. Analysis through panel regression found that sustainable 

certification has no impact on Indonesia's palm oil companies' financial and market 

performance. The study could be a recommendation and justification for palm oil companies 

for consider to take a sustainable certification. 
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1. INTRODUCTION

The palm oil industry has an important role in the Indonesia 

economy. The contribution of palm oil exports reached 30.3 

million tonnes in 2018 [1]. Agroindustry is believed to be the 

prominent sector which can run the agribusiness system well 

[2]. The Indonesian palm oil industry is very competitive at 

the company level and the global level [3, 4]. The development 

of palm oil plantations can be used as an effort by local 

governments to generate foreign exchange, expand job 

opportunities, and improve local welfare [5, 6]. The palm oil 

plantations are a source of employment that can increase the 

living standard and household income of Indonesia's palm oil 

farmers [7]. 

Although palm oil plays an important role in the national 

economy, issues related to palm oil production sustainability 

have created polarization in recent years for policymakers and 

companies [8]. The palm oil industry's opening is often a 

matter of debate in every developing country, including 

Indonesia. The debates that often arise are environmental 

problems such as air pollution, land displacement, and 

deforestation, which have implications for reducing the 

world's biodiversity [9, 10]. Apart from environmental issues, 

palm oil is considered to cause social conflicts in the 

community [11]. There is pressure from various authorities 

regarding the need for sustainability standards on palm oil 

plantation companies due to the negative issues [12]. As a 

result, there are concerns on the consumers that indirectly 

affect their purchasing preferences [13]. In addressing this 

issue, sustainable certification was developed through the 

Roundtable on Sustainable Palm Oil (RSPO) to implement 

global standards for sustainable palm oil. 

The implementation of sustainable certification is suspected 

to be detrimental to the performance of palm oil companies. In 

general, there is no difference in financial performance for 

companies that implement sustainable development [14]. 

Sustainable certification for exports does not improve the 

profitability performance of palm oil companies, especially in 

Malaysia [15]. As a result, companies that adopt RSPO have 

the potential to withdraw from RSPO certification and 

membership either temporarily or permanently. However, 

other studies suggest the opposite effect. Palm oil plantation 

that is RSPO certified can have a profitability advantage and 

increase sales to smallholders compared to palm oil 

plantations that are not certified [16]. The production certified 

as a sustainable aspect is required by several palm oil-

importing countries, so that certification allows companies to 

enter new market shares [17]. 

Palm oil plantation companies in Indonesia need to be 

observed because Indonesia is one of the main producers of 

palm oil in the world. Several oil palm companies in Indonesia 

have adopted RSPO certification for its operations. However, 

further investigation is needed to assess the impact of RSPO 

sustainability certification on Indonesia's palm oil companies' 

performance. This study focuses on the impact of certification 

on the financial performance and market performance of palm 

oil companies. Aside from sustainable certification, this study 

also presents several independent variables that affect 

Indonesia's palm oil firm performance. The limitation of this 

study is exploration the RSPO certification on firm 

performance based on financial and market performance. 
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2. METHODOLOGY 
 

Firm performance can be measured from the perspective of 

financial performance and market performance [18, 19]. 

Various factors are considered to affect the company's 

performance both from financial and non-financial factors [20, 

21]. RSPO is a non-profit association that brings together 

stakeholders from seven palm oil industry sectors, namely 

palm oil producers, palm oil traders and processors, consumer 

goods producers, retailers, banking and investors, 

environmental conservation NGOs, and social sector NGOs. 

RSPO develops sustainable standards based on global 

certification for palm oil to ensure that palm oil companies do 

not sacrifice environmental and social aspects but care about 

environmental and social aspects that have been integrated 

with profit gain or the economy [22].  

Participation in sustainable certification is estimated to 

affect palm oil companies' performance. Sustainable 

certification is found to benefit the financial and non-financial 

performance of companies in various sectors [23]. 

Additionally, it is found that sustainable certification has 

several beneficial impacts on companies regarding stock 

prices [24]. Previous research has investigated the 

performance of palm oil companies in Malaysia and found a 

positive effect of sustainable certification on palm oil 

companies' profitability performance [25]. Other studies have 

found that sustainable certification for exports has no impact 

on palm oil companies' operational performance in Malaysia 

[15]. The timing in adopting RSPO certification influences the 

profitability of the palm oil companies [26]. This study 

combines some literature related to other factors that affect the 

performance of palm oil companies. Factors come from the 

palm oil company's internal conditions, which are financial 

and non-financial aspect. Here are some other factors based on 

internal firm are used in this study as determinants of firm 

performance: 

• Liquidity. Liquidity is a financial ratio that measures a 

company's ability to meet its financial obligations that 

must be paid off immediately. The higher the company's 

liquidity level, the greater its ability to meet the short-term 

debt. Companies that are successful in overcoming short-

term debt are indicated to have good performance. 

Previous research states that the liquidity variable can 

affect firm performance [27, 28]. Moreover, another 

research has also found that liquidity affects palm oil 

companies' performance from an operational and market 

perspective from Price to Earning Ratio (PER) indicator 

[29]. 

• Capital Structure. Capital structure is a specific 

combination of debt and capital used by a company to 

finance its operations. Capital structure can also be defined 

as an asset that comes from debt and firm’s capital [30]. 

Agency theory states that the higher the capital owned, the 

lower the agency costs, which have implications for 

improving the firm performance [31]. The capital structure 

is known to have a positive impact on the performance of 

non-financial companies in Thailand [32]. On the other 

hand, it is also found that the capital structure, which is 

proxied by the debt ratio, has a negative impact on firm 

performance [33, 34]. 

• Dividend Policy. A dividend is a company policy to 

provide a portion of profit to shareholders. Signaling 

theory explains that dividend policy is a form of 

communication to investors so that there is information 

that can be used to assess the stock price of a company [35]. 

The bird in hand theory states there is a relationship 

between dividend policy and firm value because the risk of 

dividends is considerably lower than capital gains [36]. 

Previous research has also found that there is an impact of 

dividend policy on firm performance [37, 38]. It is found 

that there is an effect of dividend policy on the profitability 

performance of palm oil companies [39]. 

• CPO Extraction Rate. CPO extraction is a processing 

manner from palm fruit bunches to palm oil. The income 

of palm oil companies in Indonesia is largely dependent on 

the yield of palm oil. Efficient operational activities can 

improve firm performance [40]. Thus, the level of CPO 

extraction from palm oil companies greatly affects the 

firm's performance. Previous research reported that CPO 

extraction affects firm performance [26]. 

• Firm size. Large companies tend to exhibit higher 

performance than small ones. This is in line with the risks 

taken by large companies because they tend to borrow 

from parties outside the company. This is different from 

small companies with limited funding sources and uses 

internal financing because of the high costs and risks [41]. 

Previous research found that firm size has an impact on 

company performance [15, 42]. 

• Firm Age. Older companies have more experience dealing 

with problems, which have implications for improving 

firm performance [43]. Previous research has shown that 

there is a negative correlation between age and firm 

performance [44]. Other previous research findings 

indicate a negative effect of age on firm performance [45, 

46]. 

The operational definition of the research variables is 

presented in Table 1. Based on the literature review, the 

research hypothesis is formulated as follows: 

• Hypothesis 1: RSPO certification has a positive impact on 

the firm's financial and market performance 

• Hypothesis 2: Liquidity has a positive impact on the firm's 

financial and market performance 

• Hypothesis 3: The capital structure has a positive impact 

on the firm's financial and market performance 

• Hypothesis 4: Dividend policy has a negative impact on the 

firm's financial and market performance 

• Hypothesis 5: The CPO extraction rate has a positive 

impact on the firm's financial and market performance. 

• Hypothesis 6: The firm’s size has a positive impact on the 

company's financial and market performance. 

• Hypothesis 7: The firm’s age has a positive impact on the 

company's financial and market performance 

 

The data in this research came from secondary data. The 

number of samples in this study was all of the palm oil 

companies that listed on the Indonesia Stock Exchange. There 

were 19 registered palm oil companies, but this research only 

concentrated on 14 public companies. The observation period 

is between 2014 and 2019. This is due to the limited 

information obtained from available financial reports. The 

total data used in the analysis were 84 observations. 

The data obtained were analyzed using a panel data 

regression analysis approach. This approach is used to 

examine the impact of sustainable certification and other 

factors that affect Indonesia's palm oil plantation companies' 

performance. Based on the study variables, two-panel 

regression equations were built and used to analyze the 

research objectives. The model to be estimated is as follows: 
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where, Y is the firm performance variable measured by two 

variables, namely ROE and Tobin's-Q at the company i in year 

t; RSPOi,t is the company's participation in sustainable 

certification; LIQi,t is the current ratio; DERi,t is the ratio of 

debt to equity; DIVPi,t is dividend policy; OERi,t is extraction 

rate of CPO; SIZEi,t is firm size; AGEi,t is the age of the 

company; and ɛi,t is the error rate. 

 
Table 1. Definition of variable operationalization 

 
Variable Definition 

ROE 

Return on equity, computed by dividing an 

annual net income in a firm by the average 

of the firm’s total equity 

Tobin’s-q 

Tobin's-q ratio, computed by dividing a sum 

of the market capitalization and total 

liabilities by total assets 

RSPO 

A dummy variable which takes the value of 

“1” if the firm participate in an RSPO 

certification, “0” otherwise 

Liquidity 

The firm’s current ratio is calculated as the 

ratio of its current assets divided by its 

current liabilities 

DER 
The firm's total debt ratio is calculated as the 

total debt ratio in its total equity 

Dividend_Policy 

A dummy variable which takes the value of 

“1” if the firms undertake a dividend policy 

in the observation period, “0” otherwise 

Oil_Extraction 
The CPO extraction rate in the firm’s annual 

report 

Size 
The natural logarithm of the firm’s total 

assets 

Age 
The natural logarithm of the firm’s age in 

the observation periods 

 

 

3. RESULTS 

 

Table 2 presents the descriptive statistics of the variables 

used. Based on this descriptive statistic, the average ROA 

value of the sample was 5.76%. The identified Tobin's-q mean 

was 1.18. There were 63% of palm oil companies in the study 

observation period that adopted RSPO certification. 

Meanwhile, the average liquidity value was 1.33 times. The 

average DER was 71%. The average number of dividend 

policies that occur in this observation was 61%.  

 

Table 2. Descriptive statistics 

 
Variable Mean Std. Dev. Minimum Maximum 

ROE 5.76 47.10 -134.20 350.22 

TOBIN'S-Q 1.18 0.54 0.58 4.19 

RSPO 0.63 0.49 0.00 1.00 

LIQ 1.33 1.14 0.11 5.21 

DER 0.71 5.56 -45.96 10.16 

DP 0.61 0.49 0.00 1.00 

OER 22.12 1.09 19.86 24.50 

SIZE 16.10 0.76 14.48 17.37 

AGE 3.52 0.73 2.08 4.73 

 

The average CPO extraction rate reached 22.12%. Firm size 

defined from the natural logarithm of total assets had a mean 

value of 16.10. Firm age on natural logarithms had an average 

value of 3.52. The correlation is performed to explain the 

strength and direction of the linear relationship between the 

independent variables. Moreover, correlation can detect 

multicollinearity problems assuming that the correlation value 

is at 0.8 or below [47, 48]. Based on Table 3, the correlation 

coefficient of each variable is below 0.8. This indicates no 

multicollinearity problem so that each tested variable can be 

carried out for further analysis. 
 

Table 3. Matrix correlation 

 
 RSPO LIQ DER DIVP OER Size Age 

RSPO 1       

LIQ 0.19 1      

DER -0.11 0.05 1     

DIVP 0.40 0.48 0.05 1    

OER -0.03 0.24 -0.01 0.04 1   

Size 0.36 0.05 -0.07 0.19 -0.15 1  

Age 0.28 0.07 -0.13 -0.04 -0.38 0.19 1 

 

The results of panel regression analysis are presented in 

Table 4. The results of the first regression equation model with 

ROE as the dependent variable indicate that the model used as 

analysis interpretation is a fixed-effect model. This was 

obtained from the Hausman test, which obtained the chi-

square statistical value of 16.97 (P <0.05). Meanwhile, in the 

coefficient value analysis, there was no impact of RSPO 

certification on ROE, meaning that there was no difference in 

financial performance between certified companies and those 

that were not. Liquidity through the current ratio proxy had no 

impact on ROE. The capital structure through DER was found 

to have a negative impact on ROE. Moreover, companies that 

implement dividend policies or vice versa did not have ROE 

differences as financial performance indicators. The CPO 

extraction rate had a significant positive impact on ROE, but 

firm size did not have a significant impact. Firm age had a 

negative and significant impact on financial performance as 

proxied by ROE. 

 

Table 4. Panel regression results 

 
First Panel: Dependent Variable: Return on Equity (ROE) 

Variable Coefficient Std. Error t-Statistic p>t 

C 25.50 196.49 0.13 0.90 

RSPO -3.37 10.53 -0.32 0.75 

LIQ 2.23 2.82 0.79 0.43 

DER -7.04 0.35 -20.23 0.00 

DP 4.34 5.49 0.79 0.43 

OER 9.43 3.79 2.49 0.02 

SIZE -1.40 9.17 -0.15 0.88 

AGE -57.98 23.14 -2.50 0.02 

N 84    

R-squared 0.918    

F-statistic 35.252    

Prob(F-statistic) 0.000    

Second Panel: Dependent Variable: Tobin’s-q 

Variable Coefficient Std. Error t-Statistic p>t 

C 19.09 3.70 5.16 0.00 

RSPO 0.02 0.20 0.11 0.91 

LIQ 0.01 0.05 0.12 0.91 

DER -0.00 0.01 -0.03 0.98 

DP -0.02 0.10 -0.23 0.82 

OER 0.05 0.07 0.66 0.51 

SIZE -0.77 0.17 -4.44 0.00 

AGE -1.88 0.44 -4.32 0.00 

N 84    

R-squared 0.779    

F-statistic 11.100    

Prob(F-statistic) 0.000    
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Based on the panel regression analysis on the second 

equation model with Tobin's-q as the dependent variable, it 

was found that the model used as the analysis interpretation 

was the fixed effect model. This was obtained from the 

Hausman test, which obtained the chi-square statistical value 

of 31.42 (P < 0.05). The coefficient analysis in the second 

regression equation showed that there was no difference in the 

market performance of companies that either follow RSPO 

certification or vice versa. This is similar to the variable 

liquidity findings; DER and CPO extraction rate does not 

significantly impact Tobin's-q. The dividend policy 

implemented by palm oil companies in Indonesia also did not 

create any differences in market performance. In contrast, it 

was found that firm size and firm age affected Tobin's-q. 

This study reveals that Indonesia's palm oil companies that 

adopt RSPO certification do not have much better financial 

and market performance than companies that are not yet 

certified. This is inversely proportional to the findings of 

previous studies regarding the impact of following sustainable 

certification [49, 25]. There are reasons related to this result, 

such as the condition of palm oil companies in Indonesia, 

which are allegedly unable to cover the costs of joining RSPO 

certification. It is because the cost for certification is higher for 

joining than expand the company manufacturer [50]. Previous 

findings revealed economic losses that allegedly came from 

the organization's certification and membership fees. It is also 

found that consumers are not yet willing to pay a premium 

price for sustainable palm oil [51].  

The application of RSPO certification through a cost and 

benefit analysis resulted in the finding that there are financial 

performance losses for Indonesia's palm oil companies. The 

adoption of certification is only considered part of the 

company's responsibility towards the environment [50]. While 

there is a potential advantage of RSPO certification, it is the 

ability of palm oil companies to enter the market that requires 

certification [52]. Liquidity does not affect the financial 

performance and market performance of Indonesia palm oil 

companies. This is because the average liquidity value just 

reached the minimum value from ideal value ratio. The range 

of ideal value of current ratio is between of 1.2 and 2 [53]. 

DER has a negative and significant effect on financial 

performance. This is in line with the findings of previous 

studies [33, 34].  

On the other hand, there is no effect of DER on-market 

performance. Palm oil companies are one of the agricultural 

industry sectors that require large financing at the beginning 

of their establishment, so that the capital structure of palm oil 

companies does not affect market performance. Dividend 

policy does not create differences in financial performance and 

market performance in palm oil companies in Indonesia. This 

contradicts with some previous research [37-39]. 

The CPO extraction rate affects financial performance, this 

is in line with previous research [26]. Conversely, the CPO 

extraction rate has no impact on market performance. This is 

because other fundamental factors are more considered by 

investors from the palm oil company [54]. The size of the palm 

oil company does not affect financial performance and vice 

versa. Firm size affects market performance. Palm oil 

companies concentrate on staple commodities that require 

large capital through a long-term investment process. 

Consequently, the big name of the palm oil company is not 

required to improve financial performance but merely to 

attract investors. Finally, the firm age is found to have a 

negative and significant impact on palm oil companies' 

financial and market performance. This is in line with the 

findings of previous studies [45, 46]. Both panel regression 

results have high R-Square values. The first model on financial 

performance has a value of 91.8%. The second model on 

market performance has a value of 77.9%. This indicates that 

both regression models are good. The limitation of this study 

is exploration the RSPO certification on firm performance 

based on financial and market performance. It is because the 

other firm performance measurement such as operational 

performance has been carried out in other studies [29].  

 

 

4. CONCLUSION 

 

This research examines the impact of sustainable 

certification and the firm's internal factors on palm oil 

companies' financial and market performance in Indonesia. 

The findings on financial performance indicate that RSPO 

certification, liquidity, dividend policy, and firm size have no 

significant impact. On the other hand, the capital structure, the 

rate of CPO extraction, and the firm's age have a significant 

impact on the financial performance. Meanwhile, the findings 

that indicate that RSPO certification, liquidity, capital 

structure, dividend policy, and CPO extraction rates do not 

affect on market performance. Otherwise, firm size and age 

have a significant impact on market performance. The impact 

of RSPO certification for oil palm company referred to 

corporate sustainable responsibility for environment. It can be 

a reference for oil palm company on the impact of certification 

on firm performance. 

This study has limitations, namely the use of analysis tools 

that are limited to panel regression analysis. Future research is 

expected to utilize other analytical techniques to determine the 

impact of sustainable certification on Indonesia's palm oil 

companies' performance. Therefore, it can also explore issues 

related to the impact of sustainable certification in other 

spheres, such as the trade of Indonesian palm oil in 

international markets. Finally, the future research must 

elaborate the expert from different background, especially 

from academician, government and communities. 

This research provides insight into the impact of sustainable 

certification on the performance of palm oil companies in 

Indonesia from a financial and market perspective. In addition 

to investigating the impact of sustainable certification, this 

study also presents the impact of several internal factors on 

firm performance, such as liquidity, capital structure, dividend 

policy, CPO extraction rate, firm size, and firm age. This 

research can be used as a consideration and justification for 

palm oil company manager in Indonesia to adopt RSPO 

sustainability certification. 
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