8.		Indonesia



8.1		Outline of the Indonesian Market



8.1.1		Attractiveness of the Indonesian market



	Argentine exports to Indonesia amounted to US$107 million (f.o.b.) in 1993, while its imports from Indonesia were US$28 million (c.i.f.).  Net exports were around US$80 million.  Indonesia is a good trading partner for Argentina, though the importance of the Indonesian market to Argentina is only 0.8% in its total exports and the size of trade is still small.  Indonesia is an attractive market for Argentine exporters for the following three reasons.



(1)  Growth potential of the market



	Indonesia, with an estimated population of 189 million in 1993, is the fourth most populous country in the world.  The monetary-based size of the Indonesian market is not so large because of its still low per capita income.



	Its market size is Rp298,104 billion or US$141 billion in 1993 in terms of GDP.  This figure is around 51% of the Argentine market size, US$279 billion.  Indonesia's per capita income is around US$770, while Argentina's is US$8,600.  However, its potential for growth is, needless to say, very large due to its abundant natural resources, low per capita income, and good economic management.



	The Indonesian market expanded with a steady and high growth rate of 9% to 14% per annum in the period of 1988-1993 in terms of GDP at current price.  The real growth rate of the economy posted 6% to 7% per annum.



Table 8.1  Size of the Market and Its Growth

(Unit:  US$ billion; %)

�1988�1989�1990�1991�1992�1993��GDP(current price)�82.1�92.9�102.9�114.2�126.5�141.3��Nominal growth rate�8.9�11.4�10.8�11.0�10.7�14.3��Real growth rate�5.8�7.5�7.2�6.9�6.4�6.7��Source:  Central Bureau of Statistics.





(2)  Stability of the market



	The stability of the Indonesian economy is an important positive factor in the assessment of its attractiveness.  The Indonesian economy used to be vulnerable to international prices of such natural resources as crude oil and natural gas because the economy was heavily dependent on the export performance of these natural resources.



	When prices of these natural resources went down, Indonesia's export bills declined drastically and it was forced to reschedule national development projects which were necessary to sustain its economic growth because most of the projects were financed by exports bills of crude oil and natural gas.  Such rescheduling of projects yielded a setback in the growth of the economy.



	However, as a result of great efforts to increase the export of non-oil and gas products, the country's export structure became more diversified.  Actually, the export of non-oil and gas products accounted for 73% in 1993, while it was only 27% in 1984 and 60% in 1988.  Diversification in export structure made it possible for Indonesia to pursue stable economic growth.



Table 8.2  Ratio of Non-oil and Gas Export

(Unit:  US$ million, %)

�1984�1986�1988�1990�1993��Non-oil and gas export(a)�5,870�6,528�11,537�14,604�27,077��Export total(b)�21,888�14,805�19,219�25,675�36,823��(a)/(b)�26.8�44.1�60.0�56.9�73.5��Source:  Central Bureau of Statistics.





	The increase in the stability of the Indonesian economy is clear from some of its main economic indicators.  First, the real economic growth rate is stable with a range from 6% to 7%, while inflation is 5% to 10% in terms of consumer price index.



	Looking at its international economic indicators, current account deficit is in a manageable range of US$1 billion to US$4 billion and the rupiah exchange rate is going down against US$ with a moderate of 4% to 5 % per annum.  Indonesia's external debt stood at US$52,462 million at the end of 1993, though it is still expanding at a pace which needs to be carefully watched.



Table 8.3  Main Economic Indicators



�1988�1989�1990�1991�1992�1993��Real growth rate(%)�5.8�7.5�7.2�6.9�6.4�6.7��Consumer price index (%)�5.6�6.1�9.9�9.9�5.0�9.8��Current account (US$ mill.)�-1,707�-1,859�-1,599�-3,741�-4,352�-2,561��Exchange rate(Rp/US$)�1,729�1,800�1,901�1,992�2,062�2,110��External debt (US$ million)�38,386�40,520�40,354�44,876�44,484�52,462��Source:  Bank of Indonesia, Central Bureau of Statistics.





	The economic stability has been achieved by cautious economic management by excellent technocrats in the government and Bank of Indonesia.  As shown in the above table, current deficit is in a trend of increase and external debt is at a high level, but the country's stance for economic management is deliberate and cautious.  Therefore, there will be no concern about the future direction of the economy as long as current political stability is maintained.



(3)  Market-opening trade policy



	The Indonesian market used to be considered closed and non transparent.  Since 1985, however, the Indonesian government has made great efforts to open the market and increase transparency in trade by reducing import protection and simplifying import operation procedures.  The government still maintains some trade restrictions in strategically important areas, such as foodstuffs, explaining that it is necessary to secure basic and important commodities for the big population.  Major important policies taken since 1985 are summarized as follow.



	- Reduction in import duty

	- Abolition of import surcharge

	- Simplification of customs operation procedures

	- Reduction in non-tariff barriers such as import licenses

	- Replacement of quantitative import restrictions with import duty



	In the latest reduction in import duty, 18 items whose import is controlled by the national logistics board, Badan Urusan Logistic (BULOG), have become exempted from import duty.  The duty on other agricultural products was also reduced by a 5% point.





8.1.2		Characteristics of the Indonesian market



	Characteristics of the Indonesian market can be summarized as follows.



(1)  Trade-oriented market



	The Indonesian economy has expanded up to now with a gear to export.  Especially, the export of oil and natural gas played a crucial role in its growth in the initial stage of economic development.



	The importance of export in the economic growth will not change, but the increase of export is only feasible with an increase of import in Indonesia, where industrial development is still in a pre-matured stage.  In other words, the expansion of export is supported by the expansion of import.  This is clear from Table 8.4.  As well as export, import is increasing its share in domestic demand, though it declined by a 3% point in 1993 reflecting the decrease in domestic demand and export.



�Table 8.4  Percentage Contribution to GDP

(Unit:  %)

�1988�1989�1990�1991�1992�1993��GDP�100.0�100.0�100.0�100.0�100.0�100.0��Additional Import�21.9�23.1�26.0�27.0�26.9�23.8��Total Supply�121.9�123.1�126.0�127.0�126.9�123.8��Less Export�24.4�25.4�26.6�27.4�29.1�27.2��Total Domestic Expenditure�97.5�97.7�99.4�99.6�97.8�96.6��(Private consumption)�(57.0)�(53.1)�(54.3)�(55.1)�(52.7)�(53.7)��(Public consumption)�(9.0)�(9.4)�(9.0)�(9.1)�(9.5)�(9.5)��(Fixed investment)�(31.5)�(35.2)�(36.1)�(35.4)�(35.6)�(33.4)��Source:  Central Bureau of Statistics.





Table 8.5  Shares of Import in Domestic Demand and of Export in Production

(Unit:  %)

�1988�1989�1990�1991�1992�1993��Import in Domestic Demand�22.5�23.6�26.2�27.1�27.5�24.6��Export in Production�24.4�25.4�26.6�27.4�29.1�27.2��



(2)  Market still highly dependent on import



	Due to its big population, demand for products is growing at a high pace.  In order to achieve self-sufficiency in basic materials, the government promotes investment in the production of those basic materials.  However, there is always a time lag in matching domestic production with the fast growing demand because it takes some time for investment plans to be materialized, especially in a developing country like Indonesia.  Therefore, import is indispensable as a measure for bridging the gap.  This tendency will probably remain unchanged, at least in the foreseeable future.



(3)  Pre-matured but developing market with low per capita income



	The size of the Indonesian market is big, but the market itself is still pre-matured.  This is because per capita income is still very low and the big market size is attributable mainly to the large population.  This characteristic is not favorable to Argentine exporters when they are seeking to expand the export of high value-added manufacturing products.



	Argentine products are not fit for the market because they are produced at a relatively high labor cost and tend to be quite expensive for the Indonesian people.  Only high quality products which have demand but can not be supplied locally have a market potential in Indonesia.  In the markets of those products, however, Argentina has to compete with highly industrialized countries such as Japan and the U.S.A.



	The characteristics of the market with low per capita income are reflected in the household expenditure pattern as shown in Table 8.6.  The Engel coefficient was still high at 60 in 1990.



Table 8.6  Household Expenditure in Urban and Rural Areas

(Unit:  %)

�1981�1984�1987�1991��Food�61.5�63.2�61.2�60.4��Housing, fuel, light and water�14.4�17.4�17.1�16.2��Miscellaneous goods and services�8.5�8.3�10.0�10.8��Clothing, foot-wear and head-wear�6.5�4.6�5.1�5.6��Durable goods�4.6�3.1�3.0�3.2��Consumption taxes and insurance premiums�1.1�0.9�1.1�1.2��Parties and ceremonies�3.4�2.5�2.5�2.6��Total�100�100�100�100��Source:  Central Bureau of Statistics, Statistical Yearbook of Indonesia.





	Inequality in income distribution is another characteristic which commonly exists in developing countries.  The latest data on income distribution in Indonesia are available only for 1990.  According to the data, in spite of the economic development in the last few decades, there was no remarkable improvement in the pattern of income distribution.



	Though per capita income of the country as a whole is still low, it is said that per capita income in the Jakarta metropolitan area is already near US$1,500-2,000.  The total population of Jakarta and the country's other five major cities, i.e., Surabaya, Bandung, Medan, Semarang, and Palembang, where per capita income is far higher than the national average, amounts to 17 million.  This is comparable with Malaysia's whole population.  The Indonesian market is not so small in terms of purchasing power.



(4)  Market blessed with abundant natural resources



	Like Argentina, Indonesia is endowed with abundant natural resources, which range from oil and gas to agricultural and forest resources.  In this sense, Indonesia has industrial structure similar to Argentina's.  The two countries are rather competitive than complementary as far as trade is concerned.  However, in the production of agricultural products that require advanced technology and/or vast land, the Indonesian competitiveness is not always strong due to low productivity resulting from labor-intensive farming practices and insufficient advanced technology.  There will be a possibility for Argentina to expand the export of those agricultural products.



�(5)  Market growing by the implementation of project 



	The market has expanded with the implementation of national projects.  This characteristic yielded heavy demand for capital goods and construction activity.  Since most of capital goods are not produced locally, the import of capital goods increased.  This situation is similar to Argentina.



	A substantial part of national projects were financed by official development aid and foreign investment in private sector.  Foreign investment was especially active in the manufacturing sector and it made a great contribution to achieving self-sufficiency in basic materials such as aluminum, petrochemicals, cement, and pulp and paper.  It also contributed to the development of export-oriented industries such as the textile and footwear industries.



Table 8.7  Foreign Investment Projects

(Unit:  US$ million, %)

�1988�1989�1990�1991�1992�1993�% of total cumulative investment��Agriculture, forestry, and fishery�688�753�789�833�843�873�3.6��Mining and quarrying�2,086�2,908�3,142�3,276�3,072�4,365�17.8��Manufacturing�8,072�8,994�10,445�12,947�13,943�14,974�61.1��Trade and hotels�595�686�901�1,215�1,452�1,835�7.5��Real estate and services�302�331�394�445�470�480�1.9��Others�159�484�542�636�820�1,982�8.1��Total�11,903�14,129�16,213�19,353�20,599�24,508�100.0��Source:  Bank of Indonesia.





(6)  Growth led by Japanese investment



	The Indonesian market has expanded with an influx of foreign capital as stated above.  Inter alia, the role of Japanese capital, both as official development aid and private investment, has been very big.  With respect to official development aid, yearly total commitments amount to around US$5 billion.  Among them, Japan's commitment is about 28% as shown in Table 8.8.  This is the biggest except IBRD's commitment.



	In foreign investment by the private sector, Japanese enterprises play a key role.  Japanese investment has been concentrating in the areas of textiles, petrochemicals, and motor vehicles.  It is no exaggeration to say that the development of export-oriented industries in Indonesia would not be possible without Japanese investment.  The high presence of Japan both in official development aid and private investment implies that Indonesia's trade relationship with Japan tends to be stronger than that with any other country, though untied official aid shows a remarkable increase.



�Table 8.8  Commitment by Donor on an IGGI Basis 

(Unit:  US$ million)

�1989�1990�1991�1992�1993��Multilateral�2,156�2,545�2,848�3,034�2,978��IBRD�1,350�1,550�1,630�1,600�1,600��ADB�700�900�1,100�1,219�1,200��IDB�-�-�-�30�40��Bilateral�2,132�1,971�1,891�1,903�2,133��Japan�1,460�1,310�1,320�1,320�1,440��U.S.A.�90�145�133�94�90��Netherlands�80�96�91�-�-��France�139�167�112�177�123��Australia�36�38�40�73�40��Germany�72�89�76�136�139��Total�4,298�4,546�4,755�4,937�5,111��Japan's share�34.0%�29.0%�28.8%�26.7%�28.2%��Source:  OECF, Japan.





Table 8.9  Foreign Direct Investment

(Unit:  US$ million)

�No. of projects�Value��No. of projects�Value��1967-1985�689�12,689�1990�432�8,751��1986�93�848�1991�376�8,778��1987�130�1,520�1992�305�10,323��1988�145�4,411�1993�329�8,144��1989�294�4,714��Source:  BKPM.





Table 8.10  Cumulative of Foreign Direct Investment Approvals



Country�Number of Projects�Value

(US$ mill.)�%�Country�Number of Projects�Value

(US$ mill.)�%��Japan�575�13,937�20.6�United Kingdom�132�2,759�4.1��Hong Kong�261�5,683�8.4�Netherlands�111�2,571�3.8��Taiwan�266�4,035�6.0�Germany�61�1,957�2.9��Singapore�250�3,895�5.8�Australia�140�1,501�2.2��U.S.A.�161�3,701�5.5�Luxembourg�2�818�1.2��South Korea�296�3,622�5.4��Source:  BKPM.





Table 8.11  Share of Major Suppliers 

(Unit:  %)

Country�1988�1989�1990�1991�1992��Japan�25.6�23.0�24.3�24.4�22.0��U.S.A.�13.1�13.6�11.5�13.1�14.0��Germany�6.7�5.6�6.9�8.0�7.8��Singapore�6.8�6.9�5.8�6.6�6.1��Australia�4.4�5.7�5.4�5.3�5.2��Korea�2.8�3.4�4.5�5.6�6.9��China�3.3�3.2�3.0�3.2�2.8��France�3.5�2.5�2.9�2.1�3.0��Saudi Arabia�4.3�1.4�1.7�3.2�3.1��U.K.�2.6�2.2�2.0�2.3�2.6��Argentina�0.4�0.1�0.5�0.4�0.5��Source:  UN International Trade Statistics 1993.





(7)  Restrictions on wholesale and retail business



	In Indonesia, there still exist restrictions on wholesale and retail business.  A foreign company is not allowed to do retail business even by using a joint venture.  It is allowed to do wholesale business by forming a joint venture with local partners whose share should be raised to more than 51% in five years.



	This regulation implies that foreign exporters can not sell their products through their own sales networks in Indonesia.  In order to sell their products in the domestic market, they have to sell directly to users or to depend on local distributors.  A good local partner is indispensable for the expansion of export, especially of consumer products, to the Indonesian market.





8.1.3		Future prospects of the market



	As indicated by its low per capita income, the Indonesian market is not yet fully developed.  The growth of the market still depends on its export performance.  However, the market has begun to show an expansion led by domestic demand.  Though it is still partial, the increase in the sales of automobiles and other durable goods is one of clear signs of such growth.



	The year 1994 was when Indonesia started the Sixth Five-Year Economic Development Plan and the Twenty Five-Year Development Plan.  In the Five-Year Plan, the targeted real economic growth rate is 6.2% per annum for 1994/95-1998/99 and per capita income in the final year of the plan is expected to increase to US$1,000.  Whether these targets can be achieved depends upon the continuity of political stability and improvement in infrastructure such as electricity and telecommunications.  When per capita income reaches US$1,000, the Indonesian economy will grow by its own domestic demand.  In the Twenty Five-Year Plan, per capita income in the final year of the plan is expected to reach US$2,600.





8.2		Structure of Import and Argentine Export Offer



8.2.1		Indonesia's import of Argentine exportable products 



	Table 8.12 shows Indonesia's import of products which Argentina has an export potential in competition with major competitors all over the world.



�Table 8.12  Argentine Export Offer

(Unit:  US$ million, %)

SITC�Commodity�Total imports�Import from Argentina (%)�Import from major competitors (%)����011�Meat of bovine�6�-�Australia (50)�New Zealand (33)���022�Milk, cream, and milk products�98�-�Australia (23)�New Zealand (19)�Germany (13)��023�Cheese and curd�8�-�Australia (63)�New Zealand (13)���041�Wheat and meslin�442�(15)�Australia (45)�Canada (23)�Saudi Arabia (15)��044�Maize�68�-�China (96)����061�Sugar, molasses and honey�81�-�Thailand (48)�China (22)�Germany (7)��081 �Feed for animals�334�-�U.S.A. (10)�Chile (8)�New Zealand (6)��112�Alcoholic beverages�15�-�France (27)�Australia (20)�Singapore (20)��121�Tobacco, unmfd.�77�-�China (32)�Zimbabwe (23)�U.S.A. (17)��211�Hides and skins�16�-�Australia (31)�U.S.A. (25)�New Zealand (6)��222�Soybean�197�(5)�U.S.A. (71)�Brazil (12)�China (9)��251�Pulp�270�(4)�U.S.A. (36)�Brazil (16)�Canada (12)��263�Cotton�557�-�U.S.A. (24)�Australia (23)�China (16)��611�Leather�318�(2)�Korea (77)�Taiwan (7)�U.S.A. (5)��679�Tubes, pipes of iron and steel

(OCGD)�386



(154)�(0.8)



(2)�Japan (57)



Japan (49)�U.S.A. (9)



France (16)�France (7)



U.S.A. (11)��684�Aluminium�198�-�Australia (30)�Singapore (10)�Japan (9)��727�Food-processing machines�95�-�Japan (13)�Italy (12)�U.K. (9)��741�Heating and cooling equipment�656�(0.8)�Japan ( 28)�Korea (13)�U.S.A. (12)��851�Footwear�109�-�Korea (47)�Taiwan (35)�China (6)��Note:  Figures are for 1993.

Source:  Central Bureau of Statistics, Indonesian Foreign Trade Statistics.





	Argentina's exports to Indonesia were US$107 million in 1993.  Major export items are:  wheat and meslin (US$68 million), pulp (US$10 million), soybean (US$9 million), leather (US$7 million), heating and cooling equipment (US$5 million), and tubes and pipes of iron and steel (US$3 million).  These six categories accounted for 95% of Argentina's total exports to Indonesia.





8.2.2		Analysis on the penetration of some Argentine products in

		the Indonesian market



(1)  Meat of bovine



Market situation of meat of bovine

	Meat consumption is expanding gradually owing to population growth, an increase in per capita income, and growing awareness of the importance of sound nutrition for health among the Indonesian people.  However, per capita consumption itself is still at a low level of 4.2 kg per year.  Among various kinds of meat, the consumption of pedigree chicken is the largest with 0.95kg per year and beef comes next with 0.91kg per year.



	Indonesia's beef production is estimated to be around 250,000-280,000 tons per year.  This exceeds total demand for beef of 180,000 tons which is calculated by multiplying per capita consumption, 0.91kg, by the total population.  However, due to growth in demand for high quality beef from international standard hotels and restaurants as well as supermarkets, Indonesia has to import 2,000-3,000 tons of beef every year.



Import of meat of bovine 

	The tax scheme for the import of bovine meat is as follows.

	- Import duty 	30%

	- Surcharge	nil

	- VAT	nil

	- Tax on luxury goods	nil



	Major importers of meat of bovine are P.T. Indoguna Utama, P.T. Diamond Cold Storage, and P.T. Puri Mega Sakti.  However, there is no import of meat of bovine from Argentina because Indonesia prohibits import of fresh meat from countries in the foot and mouth disease (FMD) circuit, adopting the zero risk concept regarding FMD.



Table 8.13  Average Per Capita Monthly Expenditure

(Unit:  rupiah, %)

�1981�1984�1987�1990��Meat�271(4.0)�431(4.3)�632(4.7)�883(4.8)��Fish�738(10.8)�914(9.0)�1,183(8.7)�1,713(9.4)��Note:  Figures in parenthesis are % share in total food expenditure.

Source:  Central Bureau of Statistics.





(2)  Milk, cream, and milk products



Import of milk and milk products

	The tax scheme for the import of milk and milk products is as follows.

	- Import duty	30% (5% for powder milk)

	- Surcharge	nil

	- VAT	10%

	- Tax on luxury goods	nil



	The Indonesian government regulates the import of milk, cream, and milk products in order to protect domestic producers from imported products by limiting the number of companies who can import these products.  Companies allowed to import milk and milk products are follows.



	(Milk raw materials for the use of industry/non-milk factories)

	- P.T. (Persero) Pantja Niaga

	(Milk raw materials for the use of milk processing industries)

	- P.T. Food Specialities Indonesia

	- P.T. Indomilk

	- P.T. Friesche Vlag Indonesia

	- P.T. Foremost Indonesia

	- P.T. Ultra Jaya

	- P.T. Dafa

	- P.T. Sari Husada

	- P.T. Mirota

	- P.T. Nutricia Indonesia

	- P.T. Sugizindo

	(Finished milk products)

	- P.T. (Persero) Pantja Niaga

	- P.T. (Persero) Kerta Niaga



Import from Argentina

	Indonesia imported US$98 million of milk and milk products in 1993.  Major suppliers are Australia, New Zealand, and Germany.  Import from Argentina was nil.



	In order to export milk products to Indonesia from Argentina, it is necessary to appoint one of the above mentioned importers as an agent.  The current major suppliers own their agents.  However, these agents seem to be ready to import from other countries in addition to the countries they are dealing with.



	According to P.T. Food Specialities Indonesia, which is an agent for Nestle and imports milk raw materials mainly from New Zealand, a main reason why they do not import from Argentina is that Argentine producers have never approached them and provided quotations in the past ten years.  They also say that they are ready to import Argentine products if their price and quality are satisfactory to them even though they are a Nestle agent.  In fact, they import milk raw materials from all over the world.



	P.T. Food Specialities Indonesia suggests that Argentine producers be aggressive in selling their products like New Zealand sellers who visit them with technical staff at least twice a year.  Similar suggestions were presented from other influential importers which were interviewed.



(3)  Wheat and meslin



Demand and supply situation of wheat and meslin

	Wheat is one of basic and staple commodities in Indonesia.  Due to its tropical climate, Indonesia can hardly produce wheat and must fully depend on import.  The consumption of flour is increasing year by year owing to the increase in per capita income and the expansion of the plywood industry which consumes flour as glue.



Table 8.14  Import of Wheat 

(Unit:  1,000 tons)

�1983�1984�1985�1986�1987�1988�1989�1990�1991�1992�1993��Import�1,713�1,526�1,218�1,619�1,549�1,716�1,745�1,710�2,107�2,342�2,602��Source:  BULOG.





Distribution channels of wheat and meslin

	The following chart shows the flow of wheat and flour.



Figure 8.1  Distribution of Wheat and Flour



�





	In Indonesia, there are two flour mills.  One is P.T. Bogasari Flour Mills, which has two plants in Jakarta and Surabaya.  Their production capacity is totally 10,500 tons per day.  The other is P.T. Berdikari Utama Sari Flour Mills, which has only one plant in Ujung Pandang.  Their production capacity is 1,000 tons per day.  Since P.T. Bogasari is one of shareholders in P.T. Berdikari, it is no exaggeration to say that the flour mill industry is totally controlled by P.T. Bogasari.



	They estimate the demand for flour and request BULOG to supply wheat necessary for their mills.  BULOG imports wheat directly or through international trading companies.  BULOG delivers imported wheat to the two flour mills, which are located near ports, by vessels.



Decision making on sources of supply and import volumes from each source

	BULOG controls import, but actual decision on sources of import and import volumes from each source is made by the flour mills, though BULOG 's approval is required.  BULOG's role is to monitor the trade of wheat and flour in order to stabilize the price of flour.



	The process of decision making goes as follows.  The two flour mills request BULOG to import a certain volume of wheat and supply BULOG with information on the varieties of wheat they need, the quantity of each variety, and the prevailing prices.  BULOG and the flour mills then discuss these matters and decide sources of import and the import volume from each source.  In making decision on the source of import, three factors are seriously taken into consideration, namely,  variety, quality, and price.  The payment condition is also taken into account, though it is not so important compared to the three factors.



Import of wheat

	The tax scheme for the import of wheat and meslin is as follows.

	- Import duty	nil

	- Surcharge	nil

	- VAT	10%

	- Tax on luxury goods	nil



	Indonesia imported 2.6 million tons of wheat in 1993.  Its import bill amounted to US$442 million.  Major suppliers are Australia, Canada, Saudi Arabia, and Argentina.  The sum of imports from these four countries accounted for 98% in total imports.  Argentina's share (15%) was far below Australia's (45%) and Canada's (23%).



Competitiveness of Argentine wheat in the Indonesian market

	P.T. Bogasari was interviewed to obtain their evaluation of Argentine wheat.  According to them, the Argentine product is quite good, though it does not contain high protein and, therefore, it is not fit for making bread.  Quality is fair.



	The problem is that Argentina can only ship wheat from late December until April.  It means that Argentine supply is limited to four months, while its competitors such as Australia and Canada can export throughout the year.  This is because other products are also shipped from the same port due to lack of port facilities in Argentina.  



	There is another reason why Argentina's share in Indonesia is low compared with Australia and Canada.  Argentina allocates most of exportable wheat to Brazil, which sets a preferential import tariff on Argentine wheat.



	P.T. Bogasari assures that they will be willing to buy one million tons of wheat from Argentina per year if there is no bottleneck in its supply.  BULOG wishes to maintain a good relationship with Argentina, one of world-leading suppliers, since Indonesia is fully dependent on imported wheat.  BULOG expects Argentine exporters to continue to make offers.



�(4)  Maize



Demand and supply situation of maize

	Indonesia is almost self-sufficient in maize.  Domestic demand dose not show a remarkable increase unlike wheat, soybean, and sugar.  However, BULOG controls its trade and price since it is one of the staple products for Indonesian people.  Total domestic demand is around 7 million tons per annum.



Table 8.15  Demand and Supply of Maize

(Unit:  1,000 tons)

�Production�Import�Export�Domestic consumption�Per capita Consumption (kg)��1983�3,885�28�18�3,867�24.99��1984�5,288�59�160�5,230�33.36��1985�4,330�50�4�4,375�26.79��1986�5,920�85�4�6,011�35.91��1987�5,155�180�5�5.332�30.67��1988�6,652�87�37�6,706�38.81��1989�6,193�38�6�6,225�34.92��1990�6,734�0�0�6,734�37.45��1991�6,256�127�0�6,383�34.20��1992�7,987�0�0�7,987�42.93��1993�6,466�47�0�6,513�34.19��Source:  BULOG.





Distribution channels of maize

	BULOG's control of the trade and price of maize is almost the same as that for other products.  BULOG imports a necessary quantity by calculating the gap between local production and total demand by feed mills.



Figure 8.2  Distribution of Maize
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Import of maize

	The tax scheme for the import of maize is as follows.

	- Import duty	nil

	- Surcharge	nil

	- VAT	10%

	- Tax on luxury goods	nil



	In 1993, Indonesia imported 47,000 tons of maize, only 0.7% of total domestic consumption.  The total import value was US$68 million.  A major supplier is China with a share of 96% in total imports.  Import from Argentina was nil.



	Though Argentina's export of maize is nil, BULOG says that they are always ready to do business with Argentina if the price and quality are satisfactory to them.  They also says that because of the small volume of import, there has never been approach from an agent representing Argentina.



(5)  Soybean



Demand and supply situation of soybean

	Soybean is one of products for which BULOG controls trade.  Soybean is consumed for manufacturing animal feed as well as Indonesian traditional foods like tafu (bean curd) and tempe.  In total consumption, around two million tons per year, animal feed accounted for 20% and the traditional foods for the remaining 80%.



	Since the local production, around 1.5 million tons per year, cannot meet domestic demand, the country must import approximately 0.5 million tons every year.  Almost all the locally grown soybean and about a half of imported soybean are used for producing those traditional foods, while the rest of imported soybean is consumed for animal feed.



	Domestic demand shows a trend of increase due to population growth and an expansion in poultry consumption.  Since Indonesia can not yet achieve self-sufficiency in soybean, its dependence on imported soybean for 25-30% of total domestic demand will continue.



Table 8.16  Demand and Supply of Soybean

(Unit:  1,000 tons)

�Domestic production�Import�Domestic consumption�Per capita consumption (kg)��1983�554�391�946�6.08��1984�769�400�1,150�7.25��1985�870�330�1,162�7.19��1986�1,227�342�1,586�9.62��1987�1,161�349�1,467�8.73��1988�1,270�586�1,743�10.17��1989�1,315�410�1,786�10.07��1990�1,487�457�1,987�11.05��1991�1,555�526�2,049�11.20��1992�1,881�557�2,431�13.07��1993�1,481�649�2,134�11.29��   Source:  BULOG.





Distribution channel of soybean

	Soybean is procured and distributed to user industries as shown in Figure4.3.8, where P.T. Sarpindo is a crashing plant for animal feed.  BULOG decides suppliers of soybean paying special attention to variety, quality, and price.



Figure 8.3  Distribution of Soybean
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Import of soybean

	The tax scheme for the import of soybean is as follows.

	- Import duty 	nil

	- Surcharge	nil

	- VAT	nil

	- Tax on luxury goods 	nil



	Soybean is imported from various countries but mainly from the U.S.A. and Brazil.  Imports from Argentina was US$9 million, 5% of Indonesia's total imports, in 1993.  According to BULOG, as long as the quality and the price are satisfactory to them, they are ready to increase import from Argentina.  BULOG wonders whether Argentina has capacity for export expansion.



(6)  Alcoholic beverages (wine and spirits)



Demand and supply situation of alcoholic beverages in Indonesia

	95% of the Indonesian people are Moslems who do not have a habit of drinking alcoholic beverages.  However, the remaining 5% are people with other religions that does not prohibit drinking alcoholic beverages.  Moreover, many of tourists from other countries, whose number increases year by year, drink alcoholic beverages.



	The consumption of alcoholic beverages is in a trend of increase.  According to importers, the import of these beverages is expected to increase to 2-3 times the current level of 40,000 cases per year, though it is much dependent on the number of tourists visiting the country.  Among the 40,000 cases imported, wine accounts for 60%, whisky for 16%, and others for 24%.  The market of imported alcoholic beverages is divided into the duty-free-shop market and the hotel/restaurant market.



Distribution channels of alcoholic beverages

	For a religious reason Indonesia government has attitude against an increase in import.  To suppress the consumption the government levies a high level of tax and limits the number of importers to two companies.



	The government imposes many kinds of taxes on imported wine and spirits.  Current import duty is 170%.  In addition to the import duty, there are a 10% VAT, a 35%  luxury tax, and a 2.5%  local tax.  As a result, the retail price is 284% higher than the CIF price for wine and spirits.



	The two importers are P.T. (Persero) Cipta Niaga and P.T. (Persero) Kerta Niaga.  In 1995, P.T. (Persero) Rajawale is expected to take over the business of P.T. (Persero) Kerta Niaga.  Under these two companies there exist private distributors whose function is to deliver imported beverages to duty free shops, hotels, and restaurants.  In the case of P.T. (Persero) Cipta Niaga, the number of distributors is six for duty free shops and two for hotels and restaurants.



Figure 8.4  Distribution of Wine
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	Distributors are selected based on a consensus among the government agencies concerned, P.T. (Persero), and retailers.  The distribution channel of P.T. (Persero) Kerta Niaga is as shown in Figure 8.5.



�Figure 8.5  Distribution Channel of P.T. (Persero) Kerta Niaga
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	Imports of alcoholic beverages in Indonesia are very small, US$15 million in 1993.  Imports from Argentina are nil.  A reason for this situation may be that Argentine producers have never approached the importers.  The importers determines where they should import from by studying which brand of wine and spirit is well sold in the market.  They usually follow previous sales performance in the market.



	The importers say that the best way to enter the market is to put a sample in the market and that they are always  ready to receive a catalogue of Argentine products and discuss importing from Argentina.



	The problem of a small sales volume will be solved by having an agent in Singapore.  Generally speaking, Singaporean agents import from all over the world in a relatively large lot and export to Asian countries in a small lot.  They have their own warehouses, which enables them to import in a large lot.  The Singaporean agent who deals with Chilean wine is Latin Asia, whose manager is a Chilean.  The effectiveness of using Singaporean agents is demonstrated by the fact that imports from Singapore accounts for 20% of Indonesia's total imports of wine and spirit.



	The biggest problem in selling Argentine products will be that tax on alcoholic beverages is very high in Indonesia.  Probably, only high quality wine with a world widely known brand has export potential.  This may be a reason why Argentine wine producers have never approached the Indonesian market in the past.



�(7)  Sugar



Demand and supply situation of sugar in Indonesia

	The domestic sugar consumption has shown a tendency to increase in the past several years.  It is estimated at around 2.6 million tons with per capita consumption of 14 kg.  The increase in domestic consumption has been brought about by growth of the population and per capita consumption.



	Responding to the increase in domestic consumption, domestic production has increased.  However, domestic production capacity is still not enough to meet domestic consumption.  As a result, Indonesia has to rely around 10% of total domestic demand on import.



Table 8.17  Demand and Supply of Sugar

(Unit:  1,000 tons)

�1987�1988�1989�1990�1991��Domestic consumption�2,309�2,023�2,374�2,401�2,562��Domestic production�2,176�1,890�2,049�2,120�2,253��Import�133�133�325�281�309��Per capita consumption (kg)�12.2�12.8�12.9�12.3�13.8��Source:  P.T. Data Consult.





Future prospects for import

	In the light of the current trend, it is expected that Indonesia will continue to import sugar in the future, though the government is eager to attain self-sufficiency in sugar for two reasons.  One is that domestic demand for sugar is likely to increase substantially since Indonesia's per capita consumption is 14kg, still low compared with the Philippines' 23kg, Taiwan's 25kg, Thailand's 18kg, Malaysia's 37kg, and Singapore's 47kg.  The other is that it is difficult to increase production due to the growing scarcity of suitable lands for planting, low land productivity, and the unattractiveness of the sugar business to investors, which resulted from the strict control by the government.



Sugar procurement and distribution in Indonesia

	The domestic trade and supply of sugar, as a staple commodity, are strictly controlled by BULOG.  The trade control is intended to ensure price stability and a decent income for sugar growers.  BULOG maintains a national sugar stock to guarantee price stability, as well as to ensure supply.  Figure 8.6 shows how sugar is procured from local and foreign manufactures and supplied to end users and consumers (PTP in the figure means a state operation plantation).



�Figure 8.6  Distribution of Sugar
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Import of sugar

	The tax scheme for the import of sugar is as follows.

	- Import duty 	nil

	- Surcharge	nil

	- VAT	10%

	- Tax on luxury goods	nil



	Indonesia imported US$81 million of sugar, molasses, and honey in 1993.  Major suppliers are Thailand, China, and Germany.  In Thailand, sugarcane is an important cash crop as it constitutes a significant source of income for the Thai government and farmers.  Import from Germany is mainly for pharmaceutical use.  Import from Argentina is nil.  According to BULOG, there has never been approach by Argentine exporters or traders dealing with Argentine sugar.



(8)  Feeding stuff for animals



Animal feed industry in Indonesia

	The poultry market is growing year by year in Indonesia due to the grow of the population and per capita income.  It is said that the market will keep on growing in future.  Owing to the expansion in the poultry market, demand for animal feed is also increasing at a high growth rate.  There exist many companies producing animal feed in Indonesia.  Major suppliers are P.T. Japfa Comfeed Indonesia, P.T. Charoend Pokphand Indonesia, and P.T. Anwar Sierad.  The production capacity of these three companies is 150,000 tons per month, which accounts for more than 50% of total capacity of the plants located in Jakarta.  Most of feed produced is directed to chicken breeders.



Raw materials of animal feed

	Animal feed is produced by combing corn (maize), rice bran, and other materials.  The content of each raw materials in standard animal feed is presented with supply source in Table 8.18.



Table 8.18  Content of Animal Feed



Raw material�Content�Source of supply��Corn (maize)�55%�Local and Import (China, U.S.A.)��Rice bran�10-15%�Local��Others�30-35%�Import��    Soya bean meal��(India, China)��    Meat bone meal��(Australia, New Zealand)��    Fish meal��(Chile, Peru)��   Ground nut cake��(India, China)��   Rapeseed meal��(India, China)��   Vitamin��(France)��

	The supply of raw materials with good quality, as well as their balance, is very important in producing good chickens.  This is why Indonesia depends on foreign sources for raw materials even though Indonesia is an agricultural country and endowed with raw materials.  To get well balanced animal feed, computers are fully utilized in the process of production.



Distribution channels of raw materials and products

	Imported raw materials are bought directly from exporters or through trading companies in Singapore as shown in Figure 8.7.  As for import from India and China, animal feed companies always conclude a purchase contract with a trader, not with a supplier.  It is because they do not have confidence in the quality and quantity of raw materials from India and China and, therefore, they need a guarantee from traders.



	Animal feed companies sell their products to poultry shops, not to each chicken breeder because the collection of money for animal feed is difficult and risky for them.  However, they deliver their products directly to chicken breeders.  In some cases, chicken breeders pick up products at feed manufacturing plants by their light commercial vehicles.



Import of feeding stuff for animals

	The tax scheme for the import of feeding stuff for animals is as follows.

	- Import duty	15%

	- Surcharge	nil

	- VAT	10%

	- Tax on luxury goods	nil



Figure 8.7  Distribution of Animal Feed
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	Indonesia imported US$334 million of feeding stuff for animals in1993.  Major Suppliers are the U.S.A., Chile, and New Zealand, though the sources of import cover many countries, depending on products.  Import from Argentina is negligibly small.



	According to one of the above three influential animal feed companies, they have never been approached by Argentine exporters and traders representing Argentine exporters.  The company says that they do not know what kind of feeding stuff Argentina can offer and that they are always ready to receive samples of export products and to import if quality is satisfactory.  Since animal feed companies are not familiar with Argentine exporters, it is suggested that Argentine exporters select carefully its agents and leave negotiations to them.



(9)  Pulp



Demand and supply situation of pulp in Indonesia 

	Domestic demand for pulp is increasing by 15% to 18% per annum in recent years owing to an expansion of the production of paper.  At present, more than 10 companies are engaged in manufacturing pulp with a capacity of 1,722 thousand tons.  Although many new pulp manufacturing projects are planned and implemented, domestic production can not meet the entire demand.  The shortage of soft wood pulp is particularly severe.  Self-sufficiency rate is still at a 60% level.



Import of pulp

	The tax scheme for the import of pulp is as follows.

	- Import duty	5% for mechanical and chemical pulp

		10% for semi-chemical pulp

	- Surcharge	nil

	- VAT	10%

	- Tax on luxury goods	nil



Table 8.19  Industrial Structure of Pulp and Paper Industry:  Installed Capacity

(Unit:  1.000 tons/year)

�No. of companies�Pulp�Paper��State enterprise�6�396 (23%)�392 (11%)��Private co. domestic investment�42�301 (18%)�2,354 (66%)��Private co. foreign investment�6�1,025 (60%)�308 (23%)��(Total)�(54)�1,722 (100%)�3,584 (100%)��Integrated�13�1,497 (87%)�1,522 (42%)��Non-integrated�41�225 (13%)�2,062 (58%)��(Total)�(54)�1,722 (100%)�3,584 (100%)��Source:  Indonesian Pulp and Paper Association.





Table 8.20  Demand and Supply of Pulp

(Unit:  1,000 tons)

�Production�Import�Export�Domestic consumption��1987�360�269�8�621��1988�378�247�8�618��1989�461�288�87�663��1990�701�217�181�737��1991�802�242�107�937��1992�821�448�111�1,157��1993�1,009�705�119�1,595��Source:  P.T. Data Consultant.





Table 8.21  Demand and Supply of Paper

(Unit:  1,000 tons)

�Production�Import�Export�Domestic consumption��1988�958�86�201�843��1989�1,149�96�191�1,049��1990�1,400�124�175�1,349��1991�1,644�116�377�1,383��1992�2,218�116�460�1,874��Source:  P.T. Data Consultant.





	The import of pulp was 700,000 tons in 1993, accounting for 44% of total domestic consumption.  Pulp is imported from many countries, but major origins are the U.S.A., Brazil, and Canada.  Latin American countries are significant suppliers with shares of 16% by Brazil and 4% by Chile and Argentina, respectively.  The pulp industries of these Latin American countries, which have dense tropical forests, are rapidly growing.  Total import from the three countries was 156,000 tons in 1993.



	Pulp is imported not only by paper manufacturers but also by pulp mills themselves.  The distribution channel is as is shown in Figure 8.8.



�Figure 8.8  Distribution of Pulp
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	An influential pulp and paper company was interviewed.  The company belongs to a successful Chinese business group which owns four pulp and paper companies.  They import soft wood pulp of 10,000-11.000 tons per month as a whole.  They import mainly from Canada and Chile, as well as from Argentina.  They feel great necessity of importing and say that if Argentina can supply more pulp, they are ready to take if the following conditions are met.



	- Price of an international level

	- Quality of the international standard

	- Timely shipment 

	- Continuous supply

	- Minimum lot of 500-1,000 tons for one contract

Among these conditions, they stress the third because they do not have confidence in the timely shipment of Argentine pulp.  With respect to sales activity, they stress that Chilean companies are the most aggressive as indicated by their quarterly visit to the company.



	Another big company, a state enterprise, which produces cement bags was also interviewed.  It will need to import pulp due to growing demand for paper products, though it dose not import any pulp at present because it produces pulp by itself as an integrated company.  The company says that it is ready to consider import from Argentina if the price and quality are satisfactory to them and supply is continuous with every month supply of 1,000 tons at least.



	Two other representative paper companies which import pulp from Spain and New Zealand were interviewed.  They do not import pulp from Argentina.  The reason is that they have never had an offer from Argentine exporters.  They suggest that Argentine pulp producers should provide quotations if they want to sell their pulp.  Requirements for import are high quality, a good price, and 1,000 tons per month as a minimum supply.  One of the two companies had an experience in importing pulp from Chile about eight years ago.  According to the company, disadvantage in importing from Latin American countries is their quality inferior to New Zealand's pulp and the longer time of shipment.



	Considering the above, it does not seem to be so difficult to expand the export of Argentine pulp.  Especially, there is a big chance for soft wood pulp.  The problems are whether Argentina has sufficient capacity for export and how to secure the scheduled shipment.



(10)  Oil Country Tubular Goods (OCGD) Seamless Pipes



Market situation of OCGD seamless pipes

	Indonesia is accelerating oil and gas field development .  At present, demand for OCGD seamless pipes is 60,000-80,000 tons per year.  If new gas fields in Natua are developed, the demand is expected to expand to 120,000 tons per year.  OCGD seamless pipes are manufactured by threading and heat-treating green pipes which are imported.  Only two companies are allowed to import green pipe.  The two companies are also manufacturers of OCGD.



	One is P.T. Seamlesspipe Indonesia Jaya, which was established in 1991.  The company imports green pipe mainly from Siderca and manufactures OCGD for Pertamina and oil companies operating in Indonesia.  The other is P.T. Citra Tubindo who was established in 1984 between local companies and Japanese trading companies.  The company imports green pipes from Japanese steel mills and manufactures OCGD for oil companies including Japanese oil companies.



	P.T. Seamlesspipe Indonesia Jaya claims that it has a 65% share in the Indonesian market as far as recent contracts are counted, though import data on green pipes for 1993 show that Argentine export is far behind Japanese export.  If this claim is true, Siderca enjoys a good position because its products accounts for 95% of total green pipes P.T. Seamlesspipe Indonesia Jaya buys.  Green pipes of special type from Japanese steel mills accounts for 2% and products from U.S. and European companies for 3%.



	P.T. Seamlesspipe Indonesia Jaya seems to have an advantage in their business because Bakrie Group and Pertamina are the company's major shareholders with 37% and 28% shares, respectively.  Bakrie Group is one of influential conglomerates in Indonesia and Pertamina is a state-owned oil company, that is to say, one of major users of OCGD seamless pipes.



Distribution channel

	The flow of products is shown in Figure 8.9.  In this chart, SPIJ's functions are marketing, pricing, technical services, and delivery as well as manufacturing OCGD seamless pipes, while agents' functions are lobbying, marketing, tendering, and servicing.



Figure 8.9  Distribution of OCGD
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Import of OCGD seamless pipes

	The tax scheme for the import of green pipe for OCGD is as follows.

	- Import duty 	5%

	- Surcharge	nil

	- VAT	10%

	- Tax on luxury goods	nil



	Indonesia's imports of OCGD seamless pipe were US$154 million in 1993.  Major suppliers are Japan, France, and the U.S.A.  Argentina accounted only for 2% of the total import.  The import structure seems to be changing in 1994 and 1995.



Competitiveness of Siderca

	Competitors to Siderca are Japanese steel mills.  Competitiveness of Siderca is assessed in Indonesia in the table below.  To sum up, Siderca has an advantage in the factors ranging from the first to the forth, while Japanese steel mills are superior in the fifth and sixth factor.  In overall, Siderca is never inferior to Japanese steel mills.



Table 8. 22  Competitiveness of Siderca



�Siderca�Japanese steel mills��1.Raw materials cost�Low�High��2.Labor cost�Low�High��3.Operating rate�80-90%�50%��4.Local market�Yes�No��5.Distance to market�Long�Short��6.Technology�Good�Better than Siderca��



Future prospects

	At the moment, Siderca's competitive position is not so bad.  However, there is a problem when future prospects are considered.  This is because P.T. Seamlesspipe Indonesia Jaya has a plan of manufacturing green pipes which are now imported from Siderca with an investment of US$200million for a hot rolling mill and with a supply of billets from P.T. Krakatau Steel, one of shareholders of the company, in 1997-1998.  It means that if the plan is implemented, Siderca will lose the market unless it can capture Japanese steel mills' market or cultivate a new market.



(11)  Leather



Leather and leather industry as an exporting industry

	The industry of leather and leather products is one of major contributors to Indonesia's foreign exchange earnings.  Exports of the industry increased by 80% per annum in the past five years.  Leather shoes accounted for 80% of the industry's total export value in 1993.  The Department of Industry projects that the export value of leather and leather products will expand to US$2,940 million in 1998 from US$1,234 million in 1993.



Table 8.23  Export of Indonesia's Leather and Leather Products

(Unit:  US$ million)

�1989�1990�1991�1992�1993�1994�1995�1996�1997�1998��Export�132�318�577�984�1,234�1,332�1,585�1,909�2,467�2,940��Source:  Department of Industry.





Table 8.24  Value of Indonesian Export of Leather Products in 1993 



�Value (US$ million)�Share in total (%)��Tanned leather�45�3.7��Leather shoes�987�79.9��Leather handicraft products (bags, jackets, etc.)�202�16.4��Total�1,234�100.0��Source:  Department of Industry.





Import of tanned leather

	The tax scheme for the import of tanned leather is as follows.

	- Import duty	nil

	- Surcharge	nil

	- VAT	10%

	- Tax on luxury goods	nil

 

	Although Indonesia's leather product industry is a typical exporting industry, the country has to import basic materials, that is to say, tanned leather.  Indonesia's tanned leather import have continued to increase both in volume and value.  Of different types of tanned leather, cow leather holds around a 94% share in terms of volume and value.



	Major suppliers are Korea, Taiwan, and the U.S.A.  Imports from Argentina was only 2% of total imports in 1993, but this figure may a little underestimate the penetration of Argentine leather into the Indonesian market.  It is because it dose not include re-export products from Hong Kong and Singapore which are imported from Argentina.  Most of leather importers are shoe makers.  They import directly from exporters or through brokers.  There is no restriction on the import of leather.



Table 8.25  Import of Tanned Leather

(Unit:  tons, US$ million)

�1989�1990�1991�1992��Volume�2,316�9,391�14,883�20,166��Value�21�95�183�258��Source:  Central Bureau of Statistics.





	Indonesia's dependency on imported tanned leather is attributable to investor's little interest in the domestic tanning industry, which is, in turn, due to difficulties in procuring raw leather and expensive production equipment for tanning.  The difficulties in procuring raw leather is brought about by lack of large-scale animal farming businesses in Indonesia.  Therefore, the import position of tanned leather in Indonesia will remain unchanged in the future.



Competitiveness of Argentine tanned leather

	In Indonesia, Korean leather holds the best selling position.  Korean leather has advantages over Argentine leather in the following four aspects.



1)  In Indonesia there exist many Korean shoe makers who are importers of tanned leather, while there are no Argentine shoe makers in the country.  In other words, Korean shoe makers have moved their production bases from Korea to Indonesia, where labor costs are far lower than in Korea.  It is natural for those Korean shoe makers to import leather from Korea than Argentina.



2)  The time required from order receipt to delivery is shorter.  It is usually three months in the case of Korean supply, while it is seven months in the case of Argentine supply.  This is mainly Korea is located nearer Indonesia than Argentina but also Korean responses to orders are more prompt and flexible.  Such factors in getting raw materials are very important because most of leather shoe makers, consumers of leather, are small- and medium-sized.



3)  Korean leather suppliers accept a request of buy-back of leather whose quality is found to be unsatisfactory after delivery, while Argentine suppliers do not accept for the reason that they supply standard quality products.



4)  Korean suppliers sometimes sell their products with credit of six months, while the Argentine payment condition is always cash payment.



(12)  Footwear



Production 

	The footwear industry is one of major exporting industries in Indonesia.  According to JETRO, there existed 82 footwear producing companies in Indonesia in 1992.  Their production capacity was around 72 million pairs.  Among 82 leading companies, companies with foreign capital was 16 and their total capacity was 30 million pairs.  Most of foreign capital was Korean and Taiwanese.



	Footwear production expanded at a high growth rate ranging from 8% to 48% per annum.  A substantial portion of products are exported mainly to the U.S.A., U.K., Germany, and France.



Table 8.26  Production of Footwear

(Unit:  1,000 pairs, %)

�Production�Growth rate��1987�17,891�-��1988�19,350�8.2��1989�28,602�47.8��1990�30,328�27.0��1991�48,077�32.3��Source:  JETRO.





	One of characteristics in footwear production is that international brand makers such as Nike, Adidas, and Reebok have established large production bases under license agreements with Korean or Taiwan companies.  Its implication is that Argentina's big three footwear companies can not export to Indonesia because those companies have concluded license agreements with the international brand companies in Argentina.



Import of footwear

	The tax scheme for the import of footwear is as follows.

	- Import duty 	40%

	- Surcharge	nil

	- VAT	10%

	- Tax on luxury goods	35%



	The footwear industry of Indonesia is regarded as an international exporting industry from the world.  Its export amounted to US$1,355 million in 1992 and US$1,711 million in 1993.  These are much larger than Argentina's US$26 million in 1992.  At the same time, Indonesia imports footwear worth US$109m mainly from Korea, Taiwan, and China, though the import is mostly parts of footwear.



Import from Argentina

	Import from Argentina is negligibly small.  This is because Argentine products can not hold competitiveness vis-a-vis Korean or Chinese products due to a difference in labor costs.  Export from Argentina will be only possible for a product with high quality and an internationally famous brand.



(13)  Food processing machinery



Main user industry

	There are many types of food processing machinery.  In this study, fruit and vegetable processing machinery was investigated, considering the export possibility of Argentine food processing machinery.



	The pineapple canning industry is one of user industries in Indonesia.  There exists a giant company named P.T. Great Giant Pineapple Co.  The company was established in 1979 and has grown to the third largest pineapple canning company in the world with a capacity of 300,000 tons per year in 19 production lines.  Their local market share is more than 99% and 99% of their output is exported to the U.S.A., Canada, European countries, Middle East, Australia, Taiwan, Korea, and Japan.  Their share in the world market is 12% and is only behind Dole and Delmonte.



Import of pineapple processing machinery

	The tax scheme for the import of food processing machinery is as follows.

	- Import duty	5%

	- Surcharge	nil

	- VAT	10%

	- Tax on luxury goods	nil



	Indonesia imports food processing machinery from various sources.  Major source is the U.S.A., Italy, Germany, U.K., Switzerland, and Thailand.  Thailand has a longer history of pineapple canning than Indonesia.  For this reason, Thai's pineapple processing machine industry has high competitiveness.



	According to the company, they have not imported from Argentina.  They have never been approached by Argentine manufacturers.  They say that they do not know in what kind of machinery Argentine manufacturers have competitiveness.  They recommend Argentine manufacturers to exhibit their products in some conventions which are quite often held in Jakarta every year.



	As for the import of food processing machinery as a whole, Indonesia imported US$95 million and main suppliers were Japan, Italy .and U.K.





8.2.3		Export promotion measure in Indonesia



	Indonesian export, especially export by small- and medium-sized companies, has increased remarkably since the mid 1980s.  The National Agency for Export Development (NAFED) has made a great contribution to the increase.  NAFED was established in 1971 as a special service agency of the Indonesian Ministry of Trade.  Its primary role is to assist Indonesian businessmen seeking access to new international markets.



	NAFED provides market information and technical assistance to exporters.  Generally speaking, a lack of information on export markets poses an obstacle to export by small- and medium-sized enterprises.  Small enterprises mostly lack contact with potential buyers.  They are also less experienced in matching their products with market needs.  Even if they can do by themselves, it costs more when they do independently.



	NAFED helps the private sector to solve these problems by organizing seminars, exhibitions,  and export promotion missions.  NAFED holds around 300 staff, of which 50 staff work in Indonesian trade centers located in 13 cities all over the world or as commercial attaches in 24 overseas countries.



	A NAFED high ranking officer stresses that government initiatives are very important in promoting export by small- and medium-sized companies because they lack information necessary for export business in general and funds for finding new markets.  He also argues that this sort of organization should be established within a cabinet or as a special organization to the President, though NAFED was established under Ministry of Trade.  This is because its work must cover not only the trade of goods and services but also the development of infrastructure.





8.2.4		Suggestions for measures to be taken for export expansion



	Indonesia is abundant with natural resources like Argentina, therefore self-sufficiency in basic materials is possible.  However, it will take some time for Indonesia to achieve self-sufficiency.  Indonesia's per capita income is still low and, therefore, it is difficult for a country with higher per capita income to export products Indonesia can locally produce.  Considering these, it is suggested that Argentina takes a strategy of concentrating in export to Indonesia in the areas of agricultural products and basic materials in which Indonesia's achievement of self-sufficiency is difficult in the short term.



	It is recommended to take some deliberate measures for export expansion, taking account of the low profile of Argentine products, relatively small lots of supply for some products, and the long distance between Argentina and Indonesia.  These measures are as follows.



(1)  To have a definite strategy for the Indonesian market

	There exists a high possibility of Argentina's export expansion to this market.  However, Argentine exporters can not expect that their efforts for export expansion bear fruits in the short term because it takes some time for Argentine products to penetrate the market under their low profile and the less exposure of Argentine products to the Indonesian people.  It means that it will take some time for Argentine exporters to make a profit from exporting to the market.



	It is necessary to follow a long-term-profit-oriented philosophy for management, to formulate a definite business strategy for the Indonesian market based on such a philosophy, and to allocate some of their management resources to the market.



(2)  To establish a business base in Asian

	The distance between Argentina and Indonesia is long.  It is not sufficient for Argentine exporters to carry out all of operations regarding their export from Argentina.  It is recommended for them to have some types of business bases in the Asian region.  The best way is to have a business base in each market of the region.  However, it is inefficient and very costly.  It is recommended to establish a regional headquarters in Singapore or in Hong Kong and its representative office in each country of the region including Indonesia.  Some functions of the headquarters will be as follows.



	- Information gathering

	- Market research

	- Marketing

	- Market promotion

	- Delivery

	- After-sale services and treatment of claims from clients

 

	It is worth studying the possibility of institutional support for some of the above functions since it is too expensive for each exporter to do all these functions.  Some measures for reducing costs should be examined.  AUSTRADE, an Australian governmental organization, is referred to as an organization that provides institutional support for these functions.



(3)  Political support by the Argentine government

	The import of basic and important products is controlled by the Indonesian government.  Under such a situation, strong political support by the Argentine government will be a useful measure for export expansion.  Periodical trade talks between the two governments should be requested by the Argentine government for this purpose.



(4)  To establish a special business network with Chinese businessmen

	In Indonesia businessmen of Chinese origin control distribution channels.  It is well-known that they do business locally and internationally, using their own information networks.  Decision making is also done based on information obtained through these networks.  This implies that it is almost impossible to export Argentine products to this market unless they are present in the Chinese information networks.  This is likely to occur even when the products themselves hold competitiveness against products of other countries.  To have access to those Chinese business networks seems to be very important.



(5)  To keep constant and good contact with influential importers

	In Indonesia, in some areas, only handful registered importers are allowed to import products.  It is easy to know who they are.  To keep contact with these importers is very important.



(6)  To increase export capacity

	Interviews with importers in Indonesia revealed that the problem in the export expansion of some products is not less competitiveness but lack of export capacity including infrastructure.  Argentina can lose easily an opportunity of export expansion.  To increase export capacity is inevitable.



(7)  To invite a buyers' mission from Indonesia

	Information on Argentine exportable products is very limited in Indonesia.  Even an importer who has been importing feed for animals for many years dose not know what kind of products Argentina can produce and export.  It is recommended to organize a buyers' mission to Argentina to acquaint them with the country and its products.





8.3		Foreign Direct Investment by Indonesia



8.3.1		Indonesia as a net capital importer



	Indonesia is a net capital importer.  Data on the amount of direct investment abroad are not available because investors are not required to report to Bank of Indonesia or the Ministry of Finance.  According to Bank of Indonesia, direct investment seems to be still in a small quantity, though it is increasing, especially investment by Chinese conglomerates.  Major players are Chinese groups and their direct investment is mainly in real estate and light industries such as textiles and food.  However, they extend their investment to infrastructure business such as telecommunications.





8.3.2		Geographical distribution of foreign direct investment



	Foreign direct investment by Indonesian investors is directed mainly to the Asian region.  China, Vietnam, Hong Kong, Malaysia, Thailand, and Singapore are major destinations.  Investment in Latin American countries is almost nil.





8.3.3		Factors to be taken into account in decision-making of investment



	It is said that Chinese investors determine their investment areas taking account of the following four factors.



	- Labor cost

	- Easiness of communication

	- Market size

	- Similarity in culture



	The reason why China or Vietnam is dominantly selected for their investment is that these countries have Chinese or ethnic Chinese, which makes it easy for Chinese investors of other countries to communicate with local people.  Generally speaking, many Chinese business groups are still family-run and, therefore, human resources are not sufficient to expand their business.  When they invest, they put stress on the similarity of culture.  By doing so, they minimize the risk in investment.  For the same reason, it is said that direct investment abroad by Chinese business groups will not increase up to 50% of their total investment.  To Chinese investors, Latin American countries lack all of the above four factors.





8.3.4 		Suggestions for attracting FDI based on Indonesian experiences



	Indonesia has taken a policy of attracting foreign direct investment since 1967.  It is only five years ago, however, that direct investment began to accelerate.  According to BKPM, the Investment Coordination Board of Indonesia, the most effective measures for attracting direct investment are deregulation for investment because it usually makes approval procedures simpler and less bureaucratic.  Argentina could learn some measures from their experiences.
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