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Market Overview Return to top

Indonesia is Southeast Asia’s largest economy with a GDP of $888 billion (based on
ppp), ranking 10th in the world and averaging over 5% growth over the last decade. In
the last 18 months, growth has slowed to below 5% and is projected by the World Bank
to be 4.7% for 2015. President Joko Widodo (known as "Jokowi") took office in October
2014 and has pledged to improve infrastructure and reduce barriers to doing business in
Indonesia as a means to increase the country’s GDP growth rate to 7% by 2017.

Over the past decade Indonesia has enjoyed steady economic growth, though less than
needed to pull the country into upper middle-income status, and the rate of growth is
slowing. Sound macroeconomic policies, combined with growing domestic demand and
high commodity prices, propelled economic expansion in recent years, but protectionist
policies, corruption at all levels of government, poor infrastructure, weak rule of law, and
labor rigidity have taken their toll.

The economy has slowed over the last year to just below 5% growth rate and the rupiah,
like many other currencies, has weakened. Export revenues have fallen due to the
slowdown in China and declining global commaodity prices. Imports have fallen even
further as non-tariff barriers and negative market sentiment dampen demand. Though
markets initially responded positively to expectations that a Jokowi presidency would
boost the economy, there are many urgent issues the new president will have to tackle
to keep Indonesia growing. Nonetheless, the Indonesian market has many positive
attributes, as well.

e Indonesia has a GDP per capita of $3,540 ($4,900 at PPP) exceeds many of its
ASEAN neighbors such the Philippines and Vietnam, and with 253 million people
(World Bank), Indonesia’s economy comprises nearly half of ASEAN economic
output.

e Indonesia is a thriving democracy with significant regional autonomy. It is located on
one of the world’s major trade routes and has extensive natural resource wealth
distributed over an area the size of the United States and comprised of over 17,000
islands.

e |[tis atop-ten market for U.S. agricultural products.

e The number of households in Indonesia earning US$5,000 to US$15,000 in annual
disposable income is expected to expand from 36% of the population to more than
58% by 2020.

e More than 60 million low-income Indonesian workers are expected to join the middle
class in the coming decade, significantly increasing the already strong consumer
demand.



Globally, Indonesians are the fourth largest users of Facebook (60.3 million, May
2014). According to Statista, in the 4th quarter of 2014, Indonesia was found to have
the highest Twitter user rate in the Asia Pacific with 84 percent of the online
population having an account on the social networking site.

Market Challenges Return to top

The business environment in Indonesia can be challenging, with Indonesia ranked 114
out of 189 countries in the Ease of Doing Business 2015 report by the World Bank. U.S
firms can encounter complex bureaucratic and regulatory requirements which make it
time-consuming to enter the market.

Indonesian infrastructure and service networks have not been developed or
maintained to keep pace with the booming consumer-led economy, causing
increased transaction costs and inefficiencies that hamper exporters and investors.

Deregulation has successfully reduced some barriers, but non-tariff barriers remain
wide-spread and the bureaucracy can still be cumbersome. Laws are often opaque
or conflicting. Indonesia has begun to implement local content requirements that
prevent some products from being sold in Indonesia.

Although significant anti-corruption measures have been undertaken by the
Indonesian government, corruption remains a concern for many businesses looking
to operate within Indonesia. Indonesia ranked 107" on Transparency International’s
Corruption Perceptions Index 2014 having moved up 7 spots from 2013. Companies
are recommended to have a solid due diligence process in place and to consult with
the U.S. Commercial Service prior to signing up agents and distributors.

Although improving, significant rule-of-law issues persist. Formal dispute settlement
mechanisms are not considered effective, and business and regulatory disputes—
which would generally be considered administrative or civil matters in the United
States—may be considered criminal cases in Indonesia. International arbitration is
widely discouraged by the government of Indonesia.

Competition from 3rd country firms such as Singapore, China, Japan, Australia,
Korea, and other regional players is intense, and U.S. firms often have to
significantly adapt their business model and pricing scheme to compete effectively.

Official trade statistics understate market opportunities and American presence given
the large numbers of US shipments that are recorded as U.S. exports to Singapore,
but which ultimately enter Indonesia, and U.S. sales in Indonesia that U.S.
multinationals source via third party countries.

Market Opportunities Return to top

Consumer-related market opportunities continue to lead growth in the world’s fourth-
largest country, and expansion in the retail, health, education, telecom and financial
services sector have boomed in the last few years. The Indonesian consumer is
ranked as one of the most confident in the world, and 50% of Indonesia’s 253 million
citizens are under the age of 30.

Indonesia’s aviation market is growing at 20% per year and favors U.S. products.
Aircraft replacement parts and services is a valuable and significant market. There is



also high demand for airport construction and development, air traffic control and
airport logistics services and ground support equipment.

A competitive and expanding banking market offers significant opportunities for IT
and banking equipment, software and technology providers.

Indonesia’s under-developed public infrastructure remains a major national challenge
and could present significant opportunities in aviation, rail, ports and land transport,
as well as in municipal infrastructure projects such as water supply and wastewater
systems.

As the Indonesian military has expanded its budget, there are opportunities for U.S.
defense manufacturers to sell a broad range of military aircraft, vehicles,
communications systems, spare parts, and maintenance services. Monitoring and
protection of sea-borne traffic also presents new opportunities.

Important opportunities outside of Jakarta remain present in energy and agribusiness
equipment and services. The Government of Indonesia has announced its intention
to increase electricity generation by 35,000 MW by 2019 and growth in power
generation projects, conventional and renewable, and including IPPs, is expected to
continue for the next decade.

Telecommunications equipment and services and satellites remain excellent areas
for American products and services, which have a comparative advantage
technologically.

Education and professional training, medical equipment and high-quality American
agricultural commodities all retain their market edge even with premium prices.

Emerging opportunities include palm oil, biofuel processing, clean energy and
technology to improve local production capacity, and green building products and
services.

Market Entry Strategy Return to top

U.S. companies must visit the Indonesian market in order to properly choose an
appropriate agent or distributor from Indonesia’s vibrant and experienced
international business sector. Appointment of a representative requires care, since it
is difficult to terminate a bad relationship. Qualified representatives will not take U.S.
principals seriously unless they make a commitment to visiting the market on a
regular basis. Patience, persistence and presence are three key factors for success
in Indonesia.

Important factors affecting purchasing decisions in Indonesia are pricing, financing,
technical skills, and after-sales service. Firms should be prepared to invest in training
for their local staff, from entry-level personnel to experienced managers.

Indonesian non-financial firms often depend on trade financing with nearly 50% of
their financing obtained from abroad via loans, bonds, and other credit. U.S. Ex-Im
Bank', OPIC, and SBA are all suitable providers of export-related trade financing for
local projects.

! As of the publication of this Guide, ExIm is facing challenges to its reauthorization. For the most
up-to-date information about the U.S. Export Import Bank, refer to its website at www.exim.gov.
Or call our office at +62-21-526-2850.


http://www.exim.gov/

° Although it is possible for U.S. companies to sell directly to the government and
state-owned companies, local agents or distributors are often critical (and at times,
required by law) for successful project development and delivery of products or services.
Many government tenders are awarded based on the proven track record of providers or
long-established relationships between the government agency and an agent or
distributor.
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Chapter 2: Political and Economic Environment

For background information on the political and economic environment of the country,
please click on the link below to the U.S. Department of State Background Notes.

http://lwww.state.gov/r/pa/ei/bgn/
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Using an Agent or Distributor Return to top

Foreign companies who wish to sell their products in the Indonesian market are required
to appoint a local agent or distributor pursuant to Ministry of Trade (MOT) Regulation No.
36/1977 on Termination of Foreign Business Activities in the Trade Sector as amended
and by Government Regulation No. 15/1998. Registration of an Indonesian agent or
distributor with the Directorate of Business Development and Company Registration at
the MOT is mandatory under Regulation of the MOT No. 11/M-DAG/PER/3/2006.

An agent is a national trading company acting as mediator to act for and on behalf of the
principal on the basis of agreeing to undertake marketing without transferring rights to
physical goods and/or services owned/controlled by the appointing principal. The
principal may be a manufacturer or supplier, and may be located offshore or onshore.
The agent never acquires any rights to the goods and services. A distributor is a national
trading company acting for and on behalf of the company on the basis of an agreement
to purchase, store, sell as well as market goods and/or services owned or controlled.

Any business operating as an agent or distributor must register with the MOT and obtain
Registration Identity, hereinafter called STP (Surat Tanda Pendaftaran). STP is evidence
that a company has been registered as an agent and/or distributor issued by the Director
of Business Development and Corporate Registration, Ministry of Trade. If the principal
is offshore, the agreement must be notarized and certified by an Indonesian trade
attaché and submitted to the Ministry of Trade. These agreements may adopt the law of
any country, but if they are written in a language other than Indonesian, they must be
translated by a sworn translator. Depending on the type of goods being imported, certain
other memberships, recommendations and/or licenses must be obtained and produced.

The appointment of an agent or distributor can be realized by: a producer principal; a
supplier principal on the basis of approval from producer principal; foreign investment



companies operating in the trading field as distributors or wholesalers; or representative
offices of foreign trade companies. Many Indonesian importers represent multiple foreign
manufacturers and product lines. Large conglomerates often establish discrete company
units to specialize around a product category. Medium and smaller importers tend to
specialize in a narrower range of goods, but are open to adding an unrelated product
line if it appears to be profitable.

In many cases, foreign companies have established close connections with Indonesian
importers, allowing the two companies to function as one. The Indonesian company
acts as the importer and distributor, and the foreign company promotes its products,
sometimes seconding expatriate staff to its Indonesian distributor/partner. A more active
role for the foreign firm can be arranged through a management contract, which can take
many forms, such as technical assistance agreements; management agreements; or
combined management/financial agreements.

Establishing an Office Return to top

The Indonesian Investment Coordinating Board (BKPM) provides “One Stop Services”
for certain types of direct investment approvals from both domestic and foreign
investors. A Foreign Company must establish an Indonesian legal entity and it is so-
called a Foreign Investment Company or “PT. Penanaman Modal Asing (PT. PMA).” A
Foreign Company who wishes to access the Indonesian market may establish a
Representative Office and not a branch office. Some business sectors require a foreign
company to establish a local partner and are allowed up to a certain percentage of
ownership depending on the sector. U.S. companies who are interested in establishing a
legal entity in Indonesia should first refer to Presidential Regulation Number 39 of 2014
(more commonly known as “Negative Investment Link”) to learn about businesses that
are closed or conditionally open for investment. (www.bkpm.go.id)

Before establishing an office in Indonesia, investors need to think whether using a local
partner would be more effective in penetrating the local market. A foreign company can
also establish a representative office. Three of the most common types of representative
offices in Indonesia are: (1) Foreign Representative Office (Kantor Perwakilan
Perusahaan Asing); (2) Foreign Trade Representative Office (Perwakilan Perusahaan
Perdagangan Asing); and (3) Foreign Construction Services Representative Office.

To establish a representative office, an Application for the Establishment of a
Representative Office must be filled out. According to BKPM Decree No0.1/2008,
applicants must submit several documents that have been notarized by Indonesian
Embassy or an Indonesian Consulate in the U.S. These documents are: (1) Letter of
Intent to set up a representative office from the company; (2) Letter of Appointment in
regards to the individual who will be the chief representative in Indonesia; and (3) Letter
of Statement in regards to compliance with Indonesian regulations. These documents
must be submitted to the relevant ministry or to BKPM depending on the business
sector. For a Foreign Construction Representative Office, the company also requires a
license from the Institution of Construction Services Development.

The notarized letters, along with the resume of the appointed company representative
and his or her Indonesian work permit (KIMS Card), must be submitted. If the appointed


http://www.bkpm.go.id/

company representative is an Indonesian citizen, a copy of his/her Personal Identity
Card (KTP) needs to be submitted instead. Documents are submitted to:

Ir. Fetnayeti, MM.

Director

Directorate of Trade Development
Directorate General for Domestic Trade
Ministry of Trade

Gedung Il Lt. 5

JI. M.l. Ridwan Rais No. 5

Jakarta Pusat 10110

Tel: (62-21) 2352-8531/385-8171 Ex: 1138
Fax: (62-21) 385-8188

E-mail: ditbinusdag@kemendag.go.id /
Website: www.kemendag.go.id

Regional representative offices, classified as serving two or more other ASEAN nations,
can also be established in Indonesia. The regional representative office is limited to
more of a liaison role and is restricted from participating in many business transactions.
Interested firms should contact the BKPM for registration information:

Indonesia Investment Coordinating Board (BKPM)
JI. Jend. Gatot Subroto No. 44, Jakarta 12190
P.O. Box 3186, Indonesia

Tel:(62-21) 525-2008Fax:(62-21)520-2050
Website: http://www7.bkpm.go.id/

Franchising Return to top

Franchises facilitate the transfer of know-how and managerial expertise to the franchisee
companies while simultaneously allowing the franchiser to quickly establish a presence
in the country. Under a typical franchising agreement, the franchiser receives royalties
and fees as stipulated in the contract. In exchange, the franchisee has the right to use
and manufacture copyrighted, patented or service-marked materials identifying the
enterprise. The franchiser typically provides training and organizational guidance in
return for a guarantee that the franchisee will follow these operational directions.

In particular, there are two regulations that are of interest to U.S. firms interested in
establishing or expanding a franchise in Indonesia. Ministry of Trade Regulations No. 57
and 58 define the requirements and procedures for a franchisor to obtain a STPW (Surat
Tanda Pendaftaran Waralaba or Franchise Registration Certificate). Before entering an
agreement with a franchisee, a franchisor in Indonesia must register a franchise
prospectus with the Ministry of Trade to obtain the STPW. According to this new
regulation, instead of directly registering the franchise prospectus, a franchisor must first
submit a copy of its draft master franchise agreement

These regulations also prohibit franchisors from appointing franchisees with whom they
already have a relationship in order to provide opportunities for new franchisees and to
prevent one group from gaining a monopoly. In the event a franchise agreement is
terminated unilaterally by the franchisor before the expiration of the agreement term, the
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franchisor cannot appoint a new franchisee for the same area until both parties reach an
agreement or until there is a legally binding court verdict.

IMPORTANT: Under the new regulation, franchisors and franchisees may only
engage in business activities as specified in their business licenses. The
regulations require franchises to use local components for at least 80% of their
raw materials, business equipment and merchandise.

In certain cases, the Ministry of Trade may issue a permit to a company to use
domestically-produced goods and/or services equating to less than 80% of the raw
materials, business equipment and merchandise based upon a recommendation by the
ministry’s appointed “assessment team.” The regulation also states that franchisors
should select local small- and medium-sized businesses as franchisees or suppliers if
they fulfill the requirements established by the franchisors. The regulation limits the
number of company-owned outlets operated by franchisors to 150 outlets for “modern
stores” such as minimarkets, supermarkets, department stores, hypermarkets and
wholesalers, and 250 outlets for restaurants and cafes. Enforcement has proven
difficult and exceptions are frequently made.

For more information on franchising regulations in Indonesia, please contact:

Directorate of Trade Development
Directorate General for Domestic Trade
Ministry of Industry and Trade

JI. M.l. Ridwan Rais No. 5

Jakarta 10110

Tel: (62-21) 3858171 Ext. 1137

Fax: (62-21) 23528531

Website: www.kemendag.go.id/en

Direct Marketing Return to top

Direct marketing is used in Indonesia to sell many kinds of products, from insurance to
sewing machines. Companies such as Amway, Herbalife and Tupperware have built up
large businesses by conducting direct marketing through local distributors. Independent
Indonesian companies have had success emulating these methods.

Joint Ventures/Licensing Return to top

Indonesia continues to maintain a Negative Investment List which includes some
sectors, that are closed entirely and some open with conditions. Apart from the Negative
Investment List industries, 100 percent foreign ownership is allowed. Since 2013,
foreign firms entering Indonesia are allowed 100 percent ownership without divestment.
As a practical matter, a local joint venture partner is often essential for success in this
market, for the same reason that an active Indonesian agent or distributor has
advantages over a foreign trade representative office. The choice of an Indonesian joint
venture partner is critical for many reasons, especially for knowledge of the local
environment and contacts, which are important for successful operations in Indonesia.
The common approach is working with Indonesians as the local partners that provide



foreign entities with access to local management and also the advantage of providing
immediate access to valuable local networks and connections. A few experienced firms
provide background and credit-type reports on Indonesian entrepreneurs and firms.

A partnership in Indonesia is difficult to dissolve. Consequently, the first choice has to be
the right choice. Business sense is as crucial to any commercial endeavor in Indonesia
as it is anywhere else; contacts alone, while important, cannot substitute for business
skills in an Indonesian partner.

Because Indonesians place great importance on personal relationships and mutual
understanding, partnerships tend to be based primarily on genuine accord, with the
written contract playing a less significant role. It is therefore important that any
agreement be well understood by both sides. A contract over which there are conflicting
interpretations is certain to cause future problems. In any case, a soundly written legal
agreement is strongly encouraged, despite the weakness of the Indonesian legal system
for enforcing contracts.

In some cases, licensing arrangements for products and services are more cost-effective
options for U.S. companies doing business in Indonesia, but firms should apply the
same cautions recommended for joint venture partners.

For more information please visit: www.bkpm.go.id
Selling to the Government Return to top

Although it may be possible in some cases to sell directly to the government, there is
good reason to use the services of an agent or distributor for the early stages of project
development, delivery, installation and service needs. Traditionally, most government
procurement decisions have been based on long-established relationships and may
exclude those participants who are not well known in the market.

New-to-market U.S. firms need the careful advice of local representatives to avoid
wasting time and money participating in a tender. U.S. firms also need to be aware of
the cultural differences of communicating in Indonesia. An agent may find it difficult to
share bad news with a partner or may not be completely candid about the company’s
chances of winning a tender. A close relationship with one’s agent is the best way to
ensure open communication.

In February 2009, through Presidential Instruction (Inpres) No. 2/2009, the GOI issued
new regulations which stipulate the use of 456 kinds of local products (in 21 categories
such as agriculture equipment, defense equipment, chemical, EPC services for
electrical, electronics and telecommunication equipment) for projects owned by the
government, state-owned companies, and production sharing contractors. The Ministry
of Industry has tasked the Finance and Development Supervisory Agency (BPKP) to
oversee implementation of programs that support the Inpres in hopes of strengthening
domestic manufacturing.

The Presidential Decree N0.70/2012 regulates the procurement process for government
agencies, including the state-owned companies, the Indonesian military and the
Indonesian Police in Indonesia’s efforts to become a global provider of defense



technology and value-added services. Although it may be possible in some cases to sell
directly to the government, we recommend that U.S. companies work with an agent or
distributor in the early stages of project development, delivery, installation and service
needs.

For other sales to the Indonesian government, U.S. firms should become familiar with
the "Blue Book" and the “Green Book”, which list major projects identified by the
government as essential to national development priorities. Both are published annually
by the National Planning Agency (BAPPENAS) and constitute the official list of projects
open to foreign government assistance and other sources of external financing. Most
projects listed in these books require "soft loan" (low-interest rate) financing. While the
U.S. government does not offer soft-loan financing, the U.S. Ex-Im Bank may be able to
match tied-aid offers that fall within OECD guidelines. Indonesia has rarely accepted
offers that would displace other donor commitments made through the annual World
Bank-sponsored Consultative Group on Indonesia (CGI). Ad-hoc soft loans offered
outside the CGI may offer opportunities to use Ex-Im Bank balancing provisions.

U.S. firms should also familiarize themselves with opportunities available through the
Asian Development Bank, or World Bank-funded projects. For more information, visit
www.bappenas.go.id.

Distribution and Sales Channels Return to top

Indonesia’s businesses are organized along classic lines, with the full spectrum of
agents, distributors and other intermediaries represented in the economy. Finding a
stocking distributor can be a problem due to a general unwillingness to assume the
carrying charges involved with warehousing. In addition, pervasive corruption, especially
among customs officials, makes the use of offshore warehouses, especially in
Singapore, attractive. Traffic congestion, weak infrastructure and corruption often make
it very expensive to ship product long distances within Indonesia from a central
warehouse.

Selling Factors/Techniques Return to top

American products are perceived by Indonesians as expensive but durable with limited
after sales service. Therefore, in addition to pricing, U.S. companies should compete on
after sales service which includes providing access to customer service and spare parts.

Electronic Commerce Return to top

E-commerce in Indonesia is growing by leaps and bounds and is expected to continue to
grow in the coming years. Its consumer base is predicted to rise to 135 million by 2023,
making it the third largest consumer base in the world and the seventh largest economy.
On top of the fast-growing economy, a variety of push factors such as increasing internet
and mobile penetration, rapid developments in both direct selling websites and
marketplaces, as well as increased social media usage and greater spending power by
the middle class and by Indonesia’s predominantly young population who are rapid
adopters of technology.


http://www.bappenas.go.id/

The e-commerce industry is thriving in Indonesia despite limitations posed by
inadequate infrastructure, poor payment systems, and logistics. Based on eMarketer’s
research, there were 4.6 million Indonesians shopping online in 2013. The number is
expected to increase to 8.7 million people by 2016. In 2014, the country’s e-commerce
sales accounted for 0.6 percent ($2.6 billion) of all Indonesia’s $412 billion retail market.
That figure is expected to reach $3.56 billion in 2015. There is a growing number of e-
commerce startup sites in Indonesia such as Tokopedia, Bukalapak, Qool0 Indonesia,
Elevenia, Lamindo Indonesia, Rakuten Belanja Online, Blibli. Indonesia’s e-commerce
sales have plenty of room to grow. A developing market such as Indonesia has low
credit card penetration of only 5 to 6 percent. Therefore, the market offers opportunities
for e-commerce technology, applications, and products and services.

While there is potential for e-commerce to grow quickly, several relevant laws and
regulations should be considered:

e Law No. 11/2008 on electronic information and transactions which was intended to
promote open and fair electronic commerce has been abused to limit free speech
and created investor uncertainty by failing to define key terms.

o Law No. 7 /2014 deals with all the aspects related to the trading sector.

e Bank Indonesia Regulation No. 11/12/PBI/2009, as amended by Bank Indonesia
Regulation No. 16/8/PBI 2014 regarding E-money.

o Circulation Letter of Bank Indonesia No. 16/11/DKSP Year 2014 regarding E-money
operations.

e Minister of Communications and Information Regulation No. 23 of 2013 regarding
Domain Name Management.

e Law No. 8/1999 regarding Consumer Protection
Trade Promotion and Advertising Return to top

Advertising in local media and newspapers is recommended for introducing new
products, particularly in areas of purchasing power concentration, such as Jakarta and
West Java. In January 2015, the prices quoted in five prestigious daily newspapers for a
regular full color ad (184 mm x 270 mm) was decreasing with current prices ranging from
$2,800 to $17,000. In those same newspapers, the cost for black and white ads ranged
from $2,300 to $12,700.

A listing of the major and recommended newspapers and business journals (in the
Indonesian language, except where noted) follow below. Website addresses are
provided when available.

Newspapers (dailies):

Bisnis Indonesia (www.bisnis.com)

Jakarta Globe (English) (http://thejakartaglobe.beritasatu.com/)
Jakarta Post (English) (http://www.thejakartapost.com/)
International Herald Tribune (English) (http://www.iht.com/)
Kompas (http://www.kompas.com/)

Kontan (http://www.kontan.co.id/)

Media Indonesia (http://www.mediaindonesia.com/)




Republika (http://mww.republika.co.id/)

Seputar Indonesia (http://www.koran-sindo.com/)

Suara Pembaruan (http://sp.beritasatu.com/home/)

Tempo (http://koran.tempo.co/)

The Wall Street Journal Asia (English) (www.wsj-asia.com)

News magazines:

Gatra (Weekly) (http://www.gatra.com/)

Tempo (Weekly) (Indonesian: http://majalah.tempo.co/)

Tempo (Weekly) (English: http://magz.tempo.co/)

Warta Ekonomi (Twice a week) (http://www.wartaekonomi.co.id/)

Business Journals:

Financial Times (Daily, English) (http://www.ft.com/home/uk)
Eksekutif (Monthly) (http://eksekutif.co.id/)

The Economist (Weekly, English) (http://www.economist.com/)
Info Bank (Monthly) (http://www.infobanknews.com/)
Swasembada (Monthly) (http://swa.co.id/)

In most cases, direct mail advertising is efficient and effective, if the mailing lists are
properly prepared and updated. Local advertising agencies can also assist in arranging
films, slides, and posters and signboards for bus exteriors, bus stop shelters, and
bridges.

Television remains the best medium for national coverage and the one that remains
most popular with consumers. Television advertising has grown rapidly and surpassed
newspaper advertising in dollars spent since 1992. It is predicted that in 2015, 66
percent of total advertising spending went to television, followed by newspapers (30
percent), and radio/digital (4 percent). Currently, Indonesia has 394 national television
stations (i.e. antv, Global TV, Indosiar, MetroTV, MNCTV, RCTI, RTV, Kompas TV,
SCTV, Trans TV, Trans7, and TVOne), local television stations (i.e. Elshinta TV, Radar
TV Banten, Baraya TV, DAAI TV, etc.), and one state-owned station (TVRI). Products
that contributed most significantly to the increase of advertising spending on television
were hair care products (which grew 19 percent to IDR 3.5 trillion), telecommunication
(which grew 11 percent to IDR 2.5 trillion), and skincare products (which grew 13
percent to IDR 2.3 trillion).

The total ad spending in Indonesia is predicted to reach US$12.94 billion (around Rp
163 trillion) in 2015, going up 16 percent from last year's figure. Despite this positive
trend, overall growth has slowed and expected to decline over the next three years.
Sectors that contributed most to overall advertising spending in Indonesia in 2015 were
telecommunications, fast moving consumer goods and banking.

Pricing Return to top

Given the competition that U.S. suppliers face from foreign competitors, product pricing
must take into account the costs of delivery, distribution, advertising, and brand image.
Since product pricing is a critical factor in determining a company’s success in the
Indonesian market, market research is useful for understanding both consumer
preferences and competitive practices. Pricing is best developed with advice from



experienced, local distributors who attuned to the price sensitivity of target market
segments. U.S. companies may conduct their own market research, obtain information
from the U.S. Commercial Service, or contract with private research firms.

Sales Service/Customer Support Return to top

One critical aspect of a product's successful launch and sustainability is customer
support and after-sales service. Some U.S. firms face difficulties providing this support
due to distance from the U.S. and the costs of maintaining product support facilities.

Although some local distributor partners may have their own sales and customer service
networks, U.S. firms should be prepared to invest substantial amounts of capital and
manpower into making their local partner a first-class service provider. Regardless of a
company’s international reputation, Indonesian consumers value a firm that can provide
on-the-ground customer support. They expect to have their customer service needs
addressed locally with quick turnaround times.

Protecting Your Intellectual Property Return to top

The United States is concerned about rampant piracy and counterfeiting in Indonesia,
particularly with respect to the lack of enforcement against dangerous products. In 2014,
the Indonesian National Police (INP) only investigated 97 criminal IPR cases and the
Attorney General's Office (AGO) only brought twelve IPR cases to trial. Given these
challenges, intellectual property rights should be considered carefully by U.S. firms as
they seek market opportunities in Indonesia.

Ultimately, the course taken by companies to protect their intellectual property rights will
depend on their product. As an example, a U.S. company might first identify the
counterfeiters of its products. They then may choose to proceed to develop them as
legal licensees of its products. Some computer software companies provide free training
and/or sell their software at competitive prices, while warning that copies of their product
may contain damaging viruses. Also, companies with well-known trademarks seek to
defend them by registering them early or seeking the cancellation of an unauthorized
registration through the courts. In general, a strong local partner or agent can help in
defending trademarks and intellectual property. (See also Chapter VI - "Investment
Climate" - for background on Indonesian laws and regulations regarding the protection of
intellectual property rights).

Protecting Your Intellectual Property in Indonesia:

Several general principles are important for effective management of intellectual
property (“IP”) rights in Indonesia. Develop an overall strategy to protect your IP;
recognize that your IP is protected differently in Indonesia than in the U.S.; register your
IP locally so that it can be enforced in Indonesia, under local laws. Your U.S. trademark
and patent registrations will not protect you in Indonesia. There is no such thing as an
“international copyright” that will automatically protect an author’s writings throughout the
entire world. Protection against unauthorized use in a particular country depends,
basically, on the national laws of that country. However, most countries do offer



copyright protection to foreign works under certain conditions, and these conditions have
been greatly simplified by international copyright treaties and conventions.

Registration of patents and trademarks is on a first-in-time, first-in-right basis, so you
should consider applying for trademark and patent protection even before selling your
products or services in the Indonesian market. It is vital that companies understand that
intellectual property is primarily a private right and that the U.S. government generally
cannot enforce rights for private individuals in Indonesia. It is the responsibility of the
rights' holders to register, protect, and enforce their rights where relevant, retaining their
own counsel and advisors. Companies may wish to seek advice from local attorneys or
IP consultants who are experts in Indonesian law. A list of local attorneys can be found
on the U.S. Embassy Jakarta website at: http://jakarta.usembassy.gov/us-
service/attorneys.html.

While the U.S. Government stands ready to assist, there is little we can do if the rights
holders have not taken these fundamental steps necessary to securing and enforcing
their IP in a timely fashion. Moreover, in many countries, rights holders who delay
enforcing their rights on a mistaken belief that the USG can provide a political resolution
to a legal problem may find that their rights have been eroded or abrogated due to legal
doctrines such as statutes of limitations, laches, estoppel, or unreasonable delay in
prosecuting a law suit. In no instance should U.S. Government advice be seen as a
substitute for the obligation of a rights holder to promptly pursue its case.

It is always advisable to conduct due diligence on potential partners. Negotiate from the
position of your partner and give your partner clear incentives to honor the contract. A
good partner is an important ally in protecting IP rights. Consider carefully, however,
whether to permit your partner to register your IP rights on your behalf. Doing so may
create a risk that your partner will list itself as the IP owner and fail to transfer the rights
should the partnership end. Keep an eye on your cost structure and reduce the margins
(and the incentive) of would-be bad actors. Projects and sales in Indonesia require
constant attention. Work with legal counsel familiar with Indonesian laws to create a
solid contract that includes non-compete clauses, and confidentiality/non-disclosure
provisions.

It is also recommended that small and medium-size companies understand the
importance of working together with trade associations and organizations to support
efforts to protect IP and stop counterfeiting. There are a number of these organizations,
both Indonesia- or U.S.-based. These include:

e The U.S. Chamber and local American Chambers of Commerce

¢ National Association of Manufacturers (NAM)

e International Intellectual Property Alliance (IIPA)

¢ International Trademark Association (INTA)

e The Coalition Against Counterfeiting and Piracy

¢ International Anti-Counterfeiting Coalition (IACC)

¢ Pharmaceutical Research and Manufacturers of America (PhRMA)
¢ Biotechnology Industry Organization (BIO)

¢ Indonesia Anti-Counterfeiting Society (MIAP)
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IP Resources:

A wealth of information on protecting IP is freely available to U.S. rights holders. Some
excellent resources for companies regarding intellectual property include the following:

* For information about patent, trademark, or copyright issues -- including enforcement
issues in the US and other countries -- call the STOP! Hotline: 1-866-999-HALT or
visit www.STOPfakes.gov.

* For more information about registering trademarks and patents (both in the U.S. as
well as in foreign countries), contact the U.S. Patent and Trademark Office (USPTO)
at: 1-800-786-9199, or visit http://www.uspto.gov/.

« For more information about registering for copyright protection in the United States,
contact the U.S. Copyright Office at: 1-202-707-5959, or visit
http://www.copyright.gov/.

« For more information about how to evaluate, protect, and enforce intellectual
property rights and how these rights may be important for businesses, please visit
the “Resources” section of the STOPfakes website at
http://www.stopfakes.gov/resources.

* For information on obtaining and enforcing intellectual property rights and market-
specific IP Toolkits visit: www.stopfakes.gov/businesss-tools/country-ipr-toolkits.
The toolkits contain detailed information on protecting and enforcing IP in specific
markets and also contain contact information for local IPR offices abroad and U.S.
government officials available to assist SMESs.

* The U.S. Commerce Department has positioned IP attachés in key markets around
the world. The IP Attaché responsible for Indonesia is: Peter N. Fowler, Regional IP
Attaché — Southeast Asia, U.S. Patent and Trademark Office, American Embassy
Bangkok, Thailand Tel: (662) 205-5913 Email: Peter.Fowler@trade.gov.

Due Diligence Return to top

In general the business sector in Indonesia operates in a somewhat opaque
environment. For this reason, it is very difficult to get accurate financial and business
reputation information about prospective customers or partners. U.S. Commercial
Service in Jakarta offers the International Company Profile (ICP) service to assist
American companies in vetting potential business associates. Note that ICP’s can only
be done on companies and not on individuals. Contact the U.S. Commercial Service
office in Jakarta for details on price and availability, or visit our website at
www.export.gov/indonesia

Local Professional Services Return to top

The government and professional lawyers are working to improve the Indonesian legal
system so that it can offer better protection for businesses. To handle their business
matters in Indonesia, U.S. companies should consider hiring a local attorney who
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understands the business environment and corresponding laws. Should a commercial
dispute arise, a first step is to attempt to settle the dispute through negotiation, using a
mediator acceptable to both parties if necessary. If negotiation fails, then companies
may seek arbitration, which should be included as a clause in commercial contract
agreements and with Indonesia as the site of arbitration. Badan Arbitrase Nasional
Indonesia (BANI) or Indonesian National Board of Arbitration is an independent agency
that was formed by the government. Companies may retain BANI, International
Chamber of Commerce (ICC) or United Nations Commission on International Trade Law
(UNICTRAL) to conduct their arbitration proceedings. If negotiation, mediation, and
arbitration fail to resolve the dispute, then litigation is the next course of action.

Foreign law firms cannot operate in Indonesia unless they partner with a local firm. U.S.
lawyers may act as advisors, not as lawyers, to Indonesian law firms. It is common for
an American attorneys retained by a U.S. firm to consult with a local law firm.

Web Resources Return to top

The Indonesian Investment Coordinating Board (BKPM): www.bkpm.go.id

Ministry of Trade: www.kemendag.go.id

Ministry of Public Works: www.pu.go.id

Indonesian Ministry of Justice: www.kemenkumham.go.id

Indonesian Ministry of Communications and Information Technology: www.kominfo.go.id
Indonesian Internet Service Provider Association: www.apijii.or.id

Indonesian Bureau Statistics: www.bps.go.id

Indonesian National Board of Arbitration: www.bani-arb.org

Return to table of contents
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Chapter 4: Leading Sectors for U.S. Export and Investment

Commercial Sectors

* Medical Equipment

e Education and Training
* Franchises

e Aviation

e Power Generation

e Telecommunications

» Defense Equipment

e Oil and Gas

Agricultural Sectors

* Cotton

e Soybeans

e Consumer Ready Made Products
e Wheat

Medical Equipment & Supplies

Overview Return to top

Unit: USD millions

2013 2014 (Zé)sl'[iSmated) (Zé)sl'[ismated)
Total Market Size 765 793 872 914
Total Local Production 65 65 70 70
Total Exports 35 35 40 40
Total Imports 735 763 842 884
Imports from the U.S. 76 76 80 84

Data Source: Indonesian Association of Medical Device Industries, Central Bureau of Statistics

Indonesia is the fourth most populous country in the world and it relies heavily on
imported medical equipment and supplies. This sector continues to present excellent
opportunities for U.S. companies. Healthcare is a priority in the national development
agenda. The central and regional governments continue to build and upgrade
healthcare facilities. They are planning to equip community health centers with inpatient
facilities and improve their quality of services in the 33 provinces. In a bid to stem the
flow of patients seeking medical care abroad, the government continues to upgrade its
state-owned hospitals to qualify for international accreditation. The government
continues to encourage private sector involvement in developing hospitals. In the next
five years, the private sector plans to develop over 30 hospitals. The Jakarta Health
Agency announced plans to build a cancer treatment hospital in West Jakarta. The



hospital will cover 3.7 hectares of land and be 30 stories tall, with construction expected
to begin in late 2015.

Indonesia began implementing its National Health Insurance Plan this year with the goal
of universal coverage of the country’s population of 257 million people by 2019. The
initial phase is targeted at covering approximately 90 million citizens, which includes
mostly the market segment that the government calls “the poor and near-poor.”

Total imports of medical equipment grew from $735 million in 2013 to $763 million in
2014 (an increase of 3.8 percent), with the U.S. imports accounting for 10 percent of
imports in the sector. Continued strong growth for this market is predicted over the next
two years. Other countries vying for market share in the medical equipment and
supplies sector include Singapore, Japan, Germany, China, and Korea. Companies
from China and Korea provide the greatest challenge to U.S. firms as they offer low-
priced equipment.

Sub-Sector Best Prospects Return to top

ICU, ICCU, Life support equipment such as ventilators, anesthesia equipment, patient
monitoring equipment, electro-medical equipment, ultrasonic scanning machines,
diagnostic equipment, and disposable products

Opportunities Return to top

Given the large population and the implementation of the universal social health
insurance coverage, Indonesia is potentially a good market for healthcare products.
Indonesia relies heavily on the import of medical equipment and supplies and offers an
excellent opportunity for U.S. manufacturers. Over the next few years, U.S. companies
should expect significant opportunities but recognize the challenges, including from
regional competition. Therefore, while quality and after-sales service are essential
elements, U.S. companies need to aggressively pursue the Indonesian market with an
eye towards competitive pricing. Financing options for distributors and end purchasers
will also assist in accessing the market and increasing market share.

Web Resources Return to top
Ministry of Health, website: www.depkes.go.id

For questions or more information, please contact Pepsi Maryarini:
E. Pepsi.Maryarini@trade.gov
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Education and Training

Overview Return to top
2015 2016
2013 2014 (estimated) (estimated)
Number of University 5,400,000 5,800,000 6,229,630 6,691,084
Students
Going Abroad 43,200 51,840 62,208 74,650
Going to U.S. 7,670 7,920 8,178 8,445

Data Source: Indonesian Central Bureau of Statistics; Institute of International Education (lIE);
and Directorate General of Higher Education.
Note: The above statistics are unofficial estimates.

Indonesia is a huge potential market for U.S. providers of secondary, tertiary, and
vocational education. The number of university students is about six million, and it is
predicted that the number of Indonesians in higher education will grow to 7.8 million
students by 2020, making it the fifth largest system in the world after China, India, the
United States and Brazil. The new government has given early indications that
education, skill development and improvements in education and technical training is a
priority. This bodes well for continued growth in opportunities for U.S. community
colleges, universities and other technical training programs.

Indonesia has made a clear commitment to education, passing a constitutional mandate
to allocate at least 20 percent of the total government budget to education, mostly for
primary education. More focus will be needed on improving teachers’ qualification,
vocational training, and tertiary education.

For the past ten years, U.S. institutions have been losing significant market share to
rivals from other countries, especially Australia, due to the perception that the visa
process is difficult and approval rates low, as well as the high cost of tuitions/fees at U.S.
institutions.

However, 96 percent of all student visas are accepted and, there are currently 7,900
Indonesian students studying in the United States. This ranks Indonesia 19" as a
market for students coming to the United States, and the second most important student
market in Southeast Asia after Vietham. Currently, there are more than 50,000
Indonesians studying abroad and this flow of students is predicted to grow 7 to 10%
annually.



Ninety-five percent of Indonesians studying abroad are self-funded. This group of
students finances their education privately with financial support from their parents or
assistance from overseas relatives. The remaining five percent of students are financed
by local universities, companies, government, and scholarships through different grants.
The main contributors of the grants are World Bank and The Asian Development Bank
(ADB). Other educational grants available in Indonesia are Fulbright and East-West
Center Fellowship.

Sub-Sector Best Prospects Return to top

The majority of students from Indonesia study at the undergraduate level (68.4%),
followed by the graduate level (19.3%), other level (2.9%), and OPT (Optional Practical
Training) level (9.4%). Fields of interest include: business, technology and science,
social science and computer science

Opportunities Return to top

A recent survey conducted by a leading Indonesian newspaper shows that most
students perceive academic institutions in the United States as offering the highest
guality of education compared to academic institutions in other countries. The U.S. has
consistently been a desired destination for Indonesian students seeking to study
overseas. U.S. universities and community colleges can become more visible in the
Indonesian market through participation in education fairs and/or by working with student
recruitment agencies. Recruitment agencies are popular with prospective Indonesian
students and their parents as they serve as “one-stop-shops” for applying to schools and
provide services such as assisting with visa applications and arranging travel and
accommodations.

To compete with other countries which offer lower tuition fees, universities are
participating in “1+1” or “1+3” or “2+2” programs which enable students to apply credits
from the years of study at a local university towards an undergraduate degree at a U.S.
university.

Studying at U.S. community colleges has also become an increasingly popular option for
Indonesian students. Some 40 percent of Indonesians applying for student visas to the
U.S. have been accepted at a community college, and half of the top 10 school
destinations are community colleges.

Web Resources Return to top

EducationUSA — Public Affairs Section

The U.S. Embassy Annex

Sarana Jaya Building, 8" Floor

Jalan Budi Kemuliaan I No. 1, Jakarta 10110
Tel: 62-21-3435-9572

Fax: 62-21-352-0144

Website: http://jakarta.usembassy.gov



Directorate General of Higher Education

Ministry of National Education

Gedung D Lt.10

Jin. Raya Jend Sudirman Pintu I, Senayan Jakarta 10270
Tel: 62-21- 57946105

Email: dikti@dikti.go.id

Website: http://www.dikti.go.id; http://www.kemdiknas.go.id

The Indonesian International Education Consultants Association
(Ikatan Konsultan Pendidikan International Indonesia - IKPII)
Senayan Trade Center (STC) Lt.1

No. 97-98 JI. Asia Afrika Jakarta 10270

Phone/Fax: 62-21-57936484

P.O. Box 1379 JKB 11013

Website: http://www.ikpii.com

Indonesian International Education Foundation

Menara Imperium, 28th Floor, Suite. B,

Metropolitan Kuningan Superblok, Kavl JI. H.R.

Rasuna Said

Jakarta Selatan, 12980 Indonesia

Tel: 62-21 831-7330

Fax: 62-21 831-7331

http://www.iie.org/Offices/Jakarta
http://www.iie.org/Research-and-Publications/Open-Doors/Data/Fact-Sheets-by-
Country/2014

For questions or more information, please contact Pepsi Maryarini:
E. Pepsi.Maryarini@trade.gov

Franchises Return to top
Overview Return to top
2012 2013 (stimaed) | (eimatea)
Total franchises 800 900 1,000 1,100
Local 450 500 540 580
Foreign 350 400 460 520

Data Source: Indonesian Franchise Association

Indonesia has strong long-term potential for franchise businesses. The local industry
started with three franchises in the 1970s and grew to some 35 franchises with 308
outlets by the early 1990s. The franchise industry began to gain widespread popularity in
the early 1990s when many well-known American franchises arrived in Indonesia.

Presently, there are more than 460 foreign franchises, and 540 local franchises and
1,400 non-franchised business opportunities operating in Indonesia covering a wide
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range of franchise sectors. Until recently, estimated future growth in the franchise
industry was considered to be around 8 percent per year for local franchises and 14
percent per year for foreign franchises.

Sub-Sector Best Prospects Return to top

Most Indonesian franchise seekers are interested in well-established and innovative food
and beverage business concepts such as fine-dining restaurants, Quick Service
Restaurants (QSR), coffee shop chains, ice cream shops, and others. Other best
prospects include education, especially children’s education, and retail or specialty
convenience stores.

Opportunities Return to top

Local investors are very receptive to U.S. franchises. Indonesia’s rising disposable
incomes and large young population make it an attractive opportunity. Although the
Indonesian franchise market is very competitive, the high demand for U.S. franchises,
especially in the food and beverage sector, presents significant opportunities for U.S.
franchisors. The demand for cafes, restaurants and bars continues to increase in the
major Indonesian cities. Indonesia’s growing middle class is earning higher incomes,
and middle class communities are seeking food and after-hours venues for socializing.
U.S. franchises are generally well received by Indonesian consumers and compete
successfully with franchisors from other countries. Quality, brand name recognition, and
innovation all play a big part in the success of U.S. franchises with Indonesian investors.
In addition to product pricing, U.S. franchisors must consider adapting to local tastes to
guarantee success in the Indonesian market.

For questions or more information, please contact Fidhiza Purisma:
E. Fidhiza.Pursima@trade.gov

Web Resources Return to top
Indonesian Franchise Association (AFI)

JI. Dharmawangsa X No. A.19, Kebayoran Baru

Jakarta Selatan 12150

Phone: +62-21-739-5577

Fax: +62-21-723-4761

Website: www.franchiseindonesia.org

Indonesian Committee for Franchises and Licenses (WALI)
Komplek D’Best Fatmawati Blok A-14

JI. Fatmawati No 15

Jakarta Selatan

Phone: +62-21-7590-5803

Fax: +62-21-7590-5803

Website: www.perhimpunanwali.org
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Aviation

Overview

Unit: USD millions

Return to top

2012 2013 2014 2015 (estimated)
Total Market Size 4,584 1,717 536 590
Total Local Production 300 350 450 495
Total Exports 210 164 95 105
Total Imports 4,494 1,531 581 639
Imports from the U.S. 2,943 270 176 194

Data Sources: Central Bureau of Statistics Indonesia, Trade Stats Express USA

Because Indonesia is comprised of an archipelago with over 17,000 islands and large
population, it is an enormous aviation opportunity. Its air domestic traffic market is the
fastest-growing in the world and many believe the ASEAN Open Skies Agreement will
further increase demand.

According to Ministry of Transportation data, from 2010 until 2015 total air transport
passengers have grown more than 12% annually. The number of domestic passengers
reached 51.8 million in 2010, 84.4 million in 2015 and is expected to double by 2020.

Air Transport Growth
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Data Source: Ministry of Transportation

In 2014 Airport Council International (ACI) ranked Soekarno Hatta Airport as the 10th
busiest airport in the world servicing 60.1 million passengers annually. Soekarno Hatta
falls slightly below the Dallas Airport (rank 9 with 60.4 million passengers) and Charless
de Gaulle Airport (rank 8 with 62 million passengers). Since 2014, Soekarno Hatta



Airport has exceeded its capacity by 260%. State-Owned enterprise PT Angkasa Pura Il
(AP 1I), which manages airport services in western Indonesia, is developing a third
terminal with an expected investment of US$461.5 million (Rp 6 trillion). The project is
targeted to be completed in May 2016. In addition, this year AP Il also plans to develop
airports in other cities such as Medan, Pekanbaru, Palembang and Pontianak to
increase the combined capacity of those facilities to more than 25 million passengers.

The Directorate General of Civil Aviation (DGCA) has issued permits for 266 routes
connecting 125 cities in Indonesia, served by 20 airlines (18 for passengers and 2 for
cargo). While for international routes, DGCA has issued permits for 56 routes which
connect 11 cities in Indonesia and 29 cities abroad. These routes are served by 10
domestic airlines (8 for passenger and 2 for cargo). The Indonesian aerospace industry
offers excellent market prospects for U.S. products since the current commercial and
defense aircraft fleet consists largely of American products. Aircraft leasing services,
commercial and military spare-parts and maintenance services offer the best
opportunities for U.S. firms. The total market for aircraft and parts was estimated at
US$5.22 billion in 2013, with U.S. products accounting for 40% of the total market. End-
users--primarily the 20 scheduled airlines, approximately 47 non-scheduled airlines,
police and the military--prefer to purchase directly from original equipment
manufacturers, however, it is still advisable that U.S suppliers partner with Indonesian
companies.

In 2015, Garuda placed orders for 90 new aircraft to handle new long-haul and mid-
range routes and replace its aging fleet. The carrier committed to buying 60 planes from
Boeing — 30 787-9 aircraft and as many as 30 737 MAX 8 planes — valued at US$10.9
billion and 30 Airbus A350 XWB aircraft valued at US$9.1 billion. Garuda Indonesia
plans to use the A350 XWB to enhance its network by offering the ability to fly non-stop
from Jakarta or Bali to Europe.

In 2014, Lion Group, the parent of Indonesian low-cost carrier Lion Air, placed a US$1
billion order with European aircraft maker ATR for 40 additional planes ATR72-600s,
raising the company’s total order for the turboprop planes to 100. Lion Group reportedly
said the additional 40 planes will be used to meet the growing demand of the group’s
airlines in Asia and to develop markets world-wide. Deliveries of the aircraft will start in
2017 and run into 2019.

With increasing numbers of passengers and commercial aircraft, it is estimated the total
Indonesian market for aircraft and parts will increase by 15%, and the share of US
products in that market will grow in keeping.

Sub-Sector Best Prospects Return to top

Imports from U.S. suppliers are particularly desired in the following areas: airplanes and
other aircraft, helicopters, parts, aircraft launch gear and parts, engines, engine parts,
instruments and appliances for aeronautical use, and avionics. U.S. companies offer
desirable opportunities in the areas of training, engine repairs, aviation safety
technology, and maintenance services.



Opportunities Return to top

In order to expand routes, additional aircraft will be needed by new and existing airlines.
Although not all of these firms intend to buy new aircraft, there are excellent
opportunities for U.S. aircraft leasing companies to lease their aircraft to Indonesian
airlines. In addition, with more aircraft in operation in Indonesia, there will be a greater
need for aircraft parts and maintenance services. Similarly, there are growing
opportunities for U.S. firms to lease and sell helicopters for use by mining and petroleum
companies.

In particular, aircraft maintenance services offer promising business opportunities.
According to the Indonesian Aircraft Maintenance Service Association (IAMSA), the
potential market for Maintenance, Repair and Overhaul (MRO) is predicted to reach
$65.3 million in 2020. Currently, around 70% of the total aircraft operating in Indonesia
are sent for maintenance overseas since few y MRO companies in Indonesia hold a
license from the FAA and EASA, while many aircraft owned by airlines originate from the
leasing companies that typically require a license from FAA and/or EASA. Of the 27
companies that are members of IAMSA, only 5 companies have approval from FAA
and/or EASA--Garuda Maintenance Facility Aero Asia (GMF Aero Asia), Merpati
Maintenance Facility (MMF), Nusantara Turbin Propulsi (NTP), Muladatu and JAS Aero
engineering. The Indonesian government is offering foreign investors the opportunity to
partner to establish aircraft maintenance facilities, aircraft leasing, and training
companies. By establishing these businesses in Indonesia, the government hopes to
reduce the need for aircraft repair and trainingon foreign soil.

Aviation Working Group

Indonesia Minister of Transportation Ignatius Jonan and U.S. Ambassador Robert O.
Blake recently signed an MOU establishing the U.S. Indonesia Aviation Working Group
(AWG) with the support of the U.S. Commerce Department and the FAA. Currently
there are 25 U.S. members.

AWG is a platform for the U.S. Government and private sector to engage Indonesian
aviation stakeholders within government, state-owned enterprises, and the private
sector, to share best practices from around the world, and to propose and provide
innovative solutions and services to support Indonesia’s aviation sector growth. The
AWG's activities will focus on policy and technical issues facing the Indonesian aviation
sector, including:

1) Air Traffic Management Modernization

2) Airport Infrastructure

3) Auviation Safety and Security

4) Development and Growth of Aviation Support Services

5) Airspace and Airport Capacity Analysis, Development, and Planning
6) General Aviation Access and Integration

7) Cargo Security

To apply, please send an email to Meiyi Tjugito, E: Meiyi.Tjugito@trade.gov



For questions or more information, please contact Melissa Wijaya,
E: Melissa.Wijaya@trade.gov

Web Resources Return to top
Directorate General of Civil Aviation: http://hubud.dephub.go.id/

AirNav Indonesia: www.airnavindonesia.co.id

PT Garuda Indonesia: www.garuda-indonesia.com

PT Lion Mentari Airlines: www.lionair.co.id

PT Mandala Airlines: www.cto-mandalaair.com

PT Citilink Airlines: www.citilink.co.id

PT Sriwijaya Air: www.sriwijayaair.co.id

Garuda Maintenance Facility AeroAsia, GMF AeroAsia: www.gmf-aeroasia.co.id

For questions or more information, please contact Melissa Wijaya:
E. Melissa.Wijaya@trade.gov

Oil & Gas

Overview Return to top

Unit: USD millions

2013 2014 (nglt?mated) 2016 (estimated)
Total Market Size 1,546 1,469 1,278 1,111
Total Local Production 458 435 378 328
Total Exports 252 239 207 180
Total Imports 1,340 1,273 1,107 963
Imports from the U.S. 423 402 350 304
Exchange Rate: 1 USD 11,500 12,000 13,600 13,600

Data Source: Central Bureau of Statistics, Ministry of Trade Indonesia, industry and media
resources

In 2013 and 2014, investment in the oil and gas industry was $20.3 billion and $19.3
billion respectively. This downward trend is likely to continue as crude oil prices continue
to decline resulting in a subsequent decline in oil production. In response, the
Indonesian government has begun to further develop its gas sector for greater domestic
use. This includes seeking increased investment in unconventional gas (coal bed
methane, shale gas, oil sand, tight gas, and biogenic gas) and exploring ways to expand
domestic gas distribution infrastructure.

Indonesia has some of the largest natural gas resources, especially coal bed
methane, in the Asia Pacific region. The GOI has conducted limited assessments
of shale gas potentialin Indonesia, but development is slowed by high costs
and infrastructure constraints.  Conventional gas development will consequently
continue to dominate.
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The market for oil and gas equipment and services in Indonesia has been
challenging, as the global oil prices fall and companies face increasingly stringent
domestic content or local content requirements.

Sub-Sector Best Prospects Return to top

U.S. companies are strong suppliers of parts for boring/sinking machinery, drill pipes
for oil and gas, pumps, compressor/pump parts, and floating or submersible drilling
production platforms.

Although many drilling activities, in Indonesia have been put on hold, based on market
observations and discussions with local agents and distributors, drilling and production
equipment still has potential for U.S. companies. With a total value of more than 60
percent of the total expenditure, this category includes drilling, machinery, mud
equipment and accessories; production surface equipment; drilling tools and retrievable
production tools; casing, tubing and accessories; cementing equipment and liner
hanger systems; fishing and repair tools (drilling); drilling and mud control instruments;
production well test and monitoring instruments; wellhead equipment and accessories;
production string components and subsurface pumps; derricks and accessories; and
geological and geophysical operating equipment.

Opportunities Return to top

As per January 2015, the GOI intends to offer eight oil and gas exploration blocks for
2015 as the government hopes to increase oil and gas output. Four blocks will be
offered through direct negotiations and the other four will be offered via regular tenders.

The four blocks offered through direct negotiations are:
-Rupat (Offshore Riau and North Sumatera)

-North Jabung (Onshore Riau and Jambi)

-Southwest Bengara ( Onshore Kalimantan)

-West Berau (Offshore Papua)

The four blocks offered through regular tenders are:
-West Asri (Offshore Lampung)

-Oti (Offshore East Kalimantan)

-North Adang (Offshore West Sulawesi)

-Kasuri Il (Onshore Papua)

Most of the oil and gas production (90%) in Indonesia comes from mature production
fields, which are continuing to decline. The GOI will give the opportunity to local
cooperatives and state-owned regional companies to operate old wells. In its efforts to
increase oil and gas production, the GOI will optimize the existing production fields
using technologies such as infill drilling and Enhanced Oil Recovery (EOR) technology.

Construction of additional oil and gas facilities in Indonesia may bring significant
commercial opportunities for U.S. companies that supply engineering services and
equipment such as compressors, metering systems, and pumps.

Web Resources Return to top



PT. Perusahaan Gas Negara (PT PGN), website: www.pgn.co.id

PT. Pertamina (Persero), website: www.pertamina.co.id

Ministry of Energy and Mineral Resources, website: www.esdm.go.id
SKK Migas, website: www.skkmigas.co.id

Indonesian Petroleum Association, website: www.ipa.go.id

Trade Shows Return to top

Indonesia Petroleum Association (IPA) Convention & Exhibition 2016

May, 2016 The Jakarta Convention Center (JHCC), Jakarta
Website: www.ipaconvex.com/

Oil and Gas Indonesia, 2015

7-10 October, 2015

The Jakarta International Expo, Kemayoran, Jakarta
Website: www.pamerindo.com/events/6

For questions or more information, please contact Mario Simanjuntak:
E. Mario.Simanjuntak@trade.gov

Telecommunications

Overview Return to top

Unit: USD millions

2013 2014 2015 2016
Total Market Size 9,600 10,600 11,500 12,500
Total Local Production 960 1,378 1,725 2,125
Total Exports 38 42 55 60
Total Imports 9,260 9,264 9,833 10,438
Imports from the U.S. 768 954 1,035 1,125

Data Sources: Ministry of Communications and Information, telecommunications operators, industry
sources. The above figures are estimated

Telecommunications providers face myriad investment restrictions. Foreign ownership is
capped at 65 percent for suppliers of value-added and mobile telecommunications
services and 49 percent for suppliers of fixed network services.

U.S. stakeholders have raised concerns about a spate of local content requirements in
the telecommunications sector. Recent Ministry of Communication and Information
Technology regulations, Regulation 07/2009 and Regulation 19/2011, require that
equipment used in wireless broadband services should contain local content of at least
30 percent for subscriber stations and 40 percent for base stations, and that all wireless
equipment should contain 50 percent local content within 5 years. Indonesian
telecommunication operators are also required, pursuant to Decree 41/2009, to expend
a minimum of 50 percent of their total capital expenditures for network development on
locally sourced components or services.


http://www.pgn.co.id/
http://www.pertamina.co.id/
http://www.esdm.go.id/
http://www.skkmigas.co.id/
http://www.ipa.go.id/
http://www.ipaconvex.com/
http://www.pamerindo.com/events/6
mailto:Mario.Simanjuntak@trade.gov

Indonesia is the fourth largest cellular market in the world with around 278 million
subscribers in 2014. The country is also the world’s top ten 3G markets where
broadband users skipping fixed connections and going straight to mobile. Even though
the 3G services market is already sizeable, the 2.5G mobile market is still remarkably
widespread across the country. Prepaid subscriptions overwhelmingly reached as high
as 98% of subscribers. The three largest cellular operators — Telkomsel, Indosat, and
XL Axiata - accounted for 85% of the Indonesia’s total number of cellular subscribers.

According to the Indonesia Internet Service Providers Association, the internet
penetration rate is 34.9% or 88.1 million internet users in 2014. Development of the
fixed broadband infrastructure has been hampered by the country’s complex geography
terrain consisting of islands and rural regions. As a result, many cellular operators are
offering wireless broadband services to provide affordable access to the Internet.

Sub-Sector Best Prospects Return to top

Base transceiver stations, switching, ancillary and transmission equipment, and cellular
handsets, content providers, broadband wireless access, 3G/UMTS base stations,
Wimax and LTE equipment, value-added/data services.

Opportunities Return to top

Indonesia’s telecommunications infrastructure market has good potential for wireless
equipment, services and content provider companies. The rapid expansion of the
country’s cellular and fixed-wireless networks has driven increased spending on the
telecommunications infrastructure. The entry of international firms as investors, offers
opportunities for U.S. companies to improve the equipment and infrastructure in
Indonesia. New options to own and operate the networks, new services, functionality
(applications), and the enhancement of older technology, on top of existing
infrastructure, are attractive to both operators and subscribers.

Web Resources Return to top

Indonesian State Ministry of Communication and Information: www.kominfo.go.id

For questions or more information, please contact Kalung Riang:
E. Kalung.Riang@trade.gov

Defense Equipment

Overview Return to top

Unit: USD millions

2015
2012 2013 2014 estimated)
Total Market Size 125 152 385 124
Total Local Production 'e] & 10 11



http://www.kominfo.go.id/
mailto:Kalung.Riang@trade.gov

Total Exports 7 1 4 4.4
Total Imports 124 144 379 17

Imports from the U.S. A 5 18 20

Data Sources: Central Bureau of Statistics Indonesia, Trade Stats Express USA
Note: The above statistics are unofficial estimates.

Indonesia's defense budget has increased by 300% in the last ten years and will
continue to increase as the Indonesian military aims to modernize and expand its
operations. The 2015 defense budget is US$7.3 billion representing a 14 % over 2014
(US$6.4 billion). Indonesia’s defense procurement from the U.S. through Direct
Commercial Sales (DCS) from 2004-2015 is $0.9 billion.

Indonesia’s weapons systems for the period 2015-2020 will be dominated by the arrival
of equipment purchased during the reign of President Susilo Bambang Yudhoyono
(2009-2014) such as 24 units of F-16 and 8 units of helicopters AH-65 Apache Longbow
from the United States, and 8 fighter aircraft EMB-314 Super Tocano from Brazil.

During the President Joko Widodo administration many believe there will be an increase
in maritime patrol aircraft purchases to strengthen the Indonesian maritime territory. This
also includes patrol boat purchases. In addition, the Indonesian Army plans to buy
multiple rocket launcher systems, howitzers, air defense missiles, assault and attack
helicopters, and Anoa armored personnel carriers.

Indonesian Presidential Decree No0.70/2012 regulates the procurement process for
government agencies, including state-owned companies, the Indonesian military and
police. Indonesia is also working to be a global provider of defense technology and
value-added services. The Defense Industry Policy Committee (KKIP) was established
to develop domestic defense industry capabilities for equipment and armaments.

There are numbers of state-owned companies involved in strategic defense industries
including PT Dirgantara Indonesia (PTDI), PT PINDAD (tactical and combat vehicles,
weapons, and ammunitions), PT LEN Industri (defense electronic component) and PT
PAL (ships). PTDI is one of the major military suppliers and is the only aircraft design
and manufacturing company in Indonesia. The company manufactures the CN-235
(including CN235-220 MPA), CASA 212 (under license CASA Spain), NBO 105 (product
under license MBB Germany), Bell 412 (under license Bell Textron), AS 330&332 SP
(product under license Aerospatial France), N250 (prototype), and N219.With Airbus
Military, PT DI has expanded its cooperation to manufacture CN295 in Bandung,
Indonesia.

Other local companies that also contribute to the defense sector are PT INTI (video
surveillance), PT Dahana (explosives), PT Krakatau Steel (bullet-proof steel KSW 500),
PT Bharata Indonesia (bombs), and PT Boma Bisma Indra (ammonia and chemical
products).

Sub-Sector Best Prospects Return to top
U.S. companies are strong competitors in military aircraft and helicopters, radars,

missiles, various guns, tactical gear, unmanned aerial vehicle (UAV) or drone and
tactical communication systems.



Opportunities Return to top

On November 16, 2005 the Executive Branch, in accordance with the provisions of
Section 599(b) of the Fiscal Year 2006 Foreign Operations, Export Financing, and
Related Programs Appropriation Act, waived restrictions placed on the export of lethal
defense articles and related defense services for end use by the Indonesian Armed
Forces. Applications are processed on a case-by-case basis, in accordance with
standard practice. With U.S. government policy allowing the export of defense
equipment to Indonesia, there are also opportunities for U.S. defense manufacturers to
export fighter aircraft and attack/assault helicopters, including spare parts, and other
defense-related equipment to the Indonesian military.

Detailed information are available at:

DDTC Website

http://www.pmddtc.state.gov

(See “Reports and Official Statements” — “End-use Reports”)

DDTC General Questions

DDTC Response Team, 202-663-1282 DDTCResponseTeam@state.gov

Regional Security and Transfers Website
http://www.state.gov/t/pm/rsat
(For Foreign Military Sales retransfer and re-export requests)

Web Resources Return to top
Ministry of Defense
Website: http://www.kemhan.go.id/

PT Dirgantara Indonesia, www.indonesian-aerospace.com
PT PINDAD, www.pindad.com

PT PAL, www.pal.co.id
PT LEN Industri www.len.co.id

Trade Show Return to top

INDODEFENSE 2016, November 2-5, 2016
The Jakarta International Expo (PRJ) Kemayoran, Jakarta
Website: www.indodefense.com

For questions or more information, please contact Melissa Wijaya:
E. Melissa.Wijaya@trade.gov
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Power Generation

Overview Return to top

Unit: USD millions

2014 2015
2012 2013 (estimated) | (estimated)
Total Market Size 3,056 3,560 4,055 4,652
Total Local Production 750 938 1,075 1,225
Total Exports 600 720 864 993
Total Imports 2,906 3,342 3,844 4,420
Imports from the U.S. 750 865 995 1,144

Data Sources: Central Bureau of Statistics Indonesia, Trade Stats Express
USA Note: The above statistics are unofficial estimates.

The power industry in Indonesia has experienced a large growth in demand, averaging
seven to nine percent per annum in the last five years. According to the Ministry of
Energy and Mineral Resources, per September 2013, the electrification ratio of
Indonesia reached 80%, Papua and East Nusa Tenggara are the two regions with the
lowest electrifications of 35% and 58%, respectively, according to recent data.

In 2013, the installed generation capacity was 47,108 MW, of which the state-owned
PLN generates 74% (34,874 MW), 22% by Independent Power Producers (IPPs), and
3.7% by Private Power Utility (PPU). The national transmission line is approximately
38,937 km long and 77,514 MVA of transmission transformer capacity. The distribution
line is approximately 777,962 km long and 41,987 MVA of distribution transformer
capacity.

On September 23, 2009, the Indonesian government enacted Electricity Law No 30,
2009. Under the new law, PT PLN no longer will hold the monopoly on supplying and
distributing to end customers. A license to provide electricity for public use may be
granted to private business entities subject to a “right of first refusal” provided to state-
owned companies. Recently, the government issued an implementation regulation of
the Electricity Law, Government Regulation (PP) Number 12/2012, which allows private
companies to participate in the transmission and distribution business. Private
companies are allowed to provide electricity from their generation plants for 30 years.

Indonesia imported $3.8 billion of electrical power equipment in 2014And U.S. products
constituted 26 percent of that market. The other major suppliers in Indonesia are from
China, Singapore, Japan, France and Germany. Indonesian companies typically import
U.S. products directly or through an agent/distributor in Singapore.

President Jokowi announced last year an infrastructure project of 35 GW power
generation capacity with power transmission infrastructure lines for 50,000 km. The 35
GW power project is set to be completed by 2019 and worth US$ 83.5 billion.

Power Working Group

U.S. Embassy Jakarta has established the U.S. Power Working Group (USPWG), in
part, as an American platform for firms supporting President Jokowi’'s “35 GW” power
development plan. In addition, the working group will provide a forum for U.S. firms to
engage with the Indonesian government on how their products and services would



contribute to Indonesia’s power infrastructure. Working group members include relevant
power industry partners and associations who together can share best practices and
formulate strategies to address the expansion of Indonesia’s energy infrastructure.

To apply, please send an email to Meiyi Tjugito, E: Melyi.Tjugito@trade.gov

For questions or more information, please contact Mario Simanjutak:
E. Mario.Simanjutak@trade.gov

Sub-Sector Best Prospects Return to top

U.S. companies are strong competitors in boilers, boiler parts, turbines, turbine parts,
electrical generating equipment, transformers, lightning arresters, junction boxes, panel
boards, and electrical conduits.

Opportunities Return to top

The new National Electric Generation Plan (RUPTL) 2012-2021 predicts that electricity
demand in Indonesia will grow 8.65% annually. By 2021, the electricity demand will
reach 358 TWh (terrawatthours), the electrification ratio 92.3%, and 70.6 million
customers.

During 2012-2021, it is estimated that the total investment needed for electricity
development will reach US$ 107.1 billion. Development of power plants will require an
investment of US$77.3 billion, transmission networks US$15.9 billion and distribution
networks US$13.9 billion. Of the total investment, PT PLN is expected to invest
US$64.9 billion with the remainder coming from IPPs. In the same period, Indonesia will
need additional power plant capacity of 57.3 GW, of which 30.1 GW will be developed
by PT PLN. Coal power plants will dominate the energy mix (65.9%), followed by gas
(4.4%), geothermal (11.1%), and hydro (10%).

Construction of power plants, transmission and distribution lines in Indonesia should
bring significant commercial opportunities for U.S. companies that supply engineering
services and equipment such as turbines, substations, transmission, transformers and
distribution equipment.

Web Resources Return to top
Directorate General of Electricity, Ministry of Energy and Mineral Resources:
http://www.djlpe.esdm.go.id/

PT Perusahaan Listrik Negara (PT PLN): http://www.pln.co.id

For questions or more information, please contact Mario Simanjuntak:
E. Mario.Simanjuntak@trade.gov

Agricultural Sectors Return to top

Cotton Return to top
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The Indonesian Rupiah continues to decline, reaching Rp. 13,205/$1 on May 29, 2015.
This trend is expected to continue through CY2015, creating export opportunities for
Indonesian textiles. The Indonesian Textile Association (API, Asosiasi Pertekstilan
Indonesia) reports that Indonesian textile exports increased by 0.6 percent to $12.85
trillion during calendar year (CY) 2014, (compared to $12.78 trillion in CY 2013). This
includes an export increase of cotton fabrics from 29,000 metric tons (MT) in CY 2013 to
188,000 MT in CY 2014. Japan, Belgium, Italy, and the United States are Indonesia’s
major export destinations for cotton fabric. The increase in cotton fabric exports has
more than offset the slight decline in cotton yarn exports.

During the first five months of MY 2014/15 Brazil overtook the United States as the
largest cotton supplier to Indonesia with a total market share of 45 percent. The United
States and Australia followed with 22 percent and 13 percent market share respectively.
Despite quality issues, Indian, Brazilian, and African cotton are considered adequate by
Indonesian industry standards. Indonesia’s primary yarn export destinations were China
(68 percent), Japan (15 percent), South Korea (5 percent), and Hong Kong (4 percent) in
CY 2014.

Exports of U.S. Cotton to Indonesia ($US Million)

2009 | 2010 2011 2012 2013 2014 2015*

235.4 | 293.8 524.1 193.3 287.1 325.7 119.9
Note: * as of Jan — Mar 2015

Exports of U.S. Cotton to Indonesia (Thousand Tons)
2009 | 2010 2011 2012 2013 2014 2015*

186.3 | 151.8 157.1 78.4 138.5 167.0 76.6
Note: * as of Jan — Mar 2015

Soybeans Return to top

Indonesia is the world’'s second-largest consumer of soybeans for direct human
consumption. FAS Jakarta expects that soybean consumption will continue to keep
pace with population growth, while the annual production growth of tempeh and tofu —
which accounts for a large majority of Indonesian soybean consumption — stands at
roughly 2.5 percent. Smaller food sectors such as soymilk and soy sauce are growing at
a higher rate, reportedly up to eight percent. Tempe and tofu manufacturers prefer U.S.
soybeans because of a preference for U.S. soybeans’ texture and quality.

Tempe and tofu makers remain the largest soybean end users in Indonesia, accounting
for nearly 90 percent of total domestic soybean consumption. Tempe and tofu are staple
foods and consumption growth trends in parallel with population growth. FAS Jakarta
expects Indonesia will consume 2.78 MMT soybeans in MY 2014/15, an 11 percent
increase over the previous MY. Indonesian imported 2.24 MMT of soybeans in MY
2013/14, and is expected to continue to grow, as local production remains stagnant.



Exports of U.S. Soybeans to Indonesia ($U.S. Million)
2005 | 2006 | 2007 | 2008 |2009 | 2010 |2011 2012 2013 | 2014

302. 288.3 | 4015 | 589.7 618.1 | 805.8 | 861.5 996.6 984 1041.7

Exports of U.S. Soybeans to Indonesia (million MT)

2005 | 2006 | 2007 | 2008 | 2009 | 2010 |2011 |2012 | 2013 | 2014

1.16 | 1.18 | 1.26 | 1.26 1.49 1.85 1.7 1.78 1.75 1.98

Consumer Ready Foods Products Return to top

The expansion of modern retail outlets with refrigeration and storage facilities throughout
Indonesia’s major urban areas provides good prospects for imported U.S. consumer-
ready food products. The growth of franchise restaurants specializing in Western and
other non-Indonesian foods, food courts, and four and five-star hotels are also
increasing demand for imported food products. The introduction of new domestic-
produced food products, aggressive promotional activities, growing customer purchasing
power, and growing health consciousness is driving food-processing sector growth. This
progress provides a potential market for U.S. food and agricultural ingredients,
especially dairy products.

More consumers are expected to make purchasing decisions based on health and
wellness concerns. Dairy and fresh fruit products are considered healthy, and dairy-
based children’s foods lead this category. Snacking is a part of the Indonesian culture.
With exposure to western-style foods and increases in snacking, U.S. snack food
exports to Indonesia are expected to continue increasing.

Exports of U.S. Consumer Ready Food to Indonesia (3US Million)

2010 2011 2012 2013 2014
Dairy 161.0 212.7 190.6 315.8 277.2
Products
Fresh Fruit | 96.0 110.0 112.0 70.7 93.2
Prepared 32.0 61.1 67.4 78.1 73.9
Food
Processed | 25.0 27.5 31.7 35.8 36.9
Vegetables
Beef & | 25.0 28.4 8.5 16.8 26.8
Beef
Products
Processed | 7.0 10.9 11.9 12.8 10.3
Fruit
Non- 7.0 12.2 11.6 8.1 9.5
Alcoholic
Bev +
Juices




Tree Nut 5.0 3.9 5.4 9.4 8.4
Chocolate 2.0 4.0 3.6 10.4 7.3
& Cocoa

Products

Dog & Cat| 3.0 4.0 4.5 7.7 7.2
Food

TOTAL 363 474.7 447 .2 565.6 550.7
Wheat Return to top

Post estimates that total Indonesian wheat imports will grow by 4.2 percent from 7.329
MMT in MY 2013/14 to 7.7 MMT in MY 2014/15. Imports are expected to continue
growing to 8.1 MMT in MY 2015/16, in line with higher demand from the domestic wheat
flour-based food industry. Post expects that U.S. origin wheat exports to Indonesia will
decrease to 600,000 MT in MY 2014/15 due to stronger competition with traditional

suppliers such as Australia and Canada.

Exports of U.S. Wheat to Indonesia ($US Million)

2009

2010

2011

2012

2013