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\ Economic development in Indonesia

Poor infrastructure
Ethnic diversity
Corruption
Regulations

Opportunities
e Huge market
e Abundant natural resources
e Low labor costs
e Youngwork force



Economic Development \
Key performance indicators
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Indonesian Rupiah

Historical perspective

INDOMESIAN RUPIAH
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Source: https://tradingeconomics.com/indonesia/currency
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Indonesian Rupiah

Effect on domestic industries

-> Low purchasing power 100000
-> Expensive to import raw material & spare parts
-> Difficult for local businesses to survive

Fear of widespread closures and layoffs

-> Protectionist policies:
- Increased import tariffs
- Negative investment list

Protect domestic industries
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Indonesian Rupiah
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"We sell in rupiah, but we pay to the dealer in dollars, so that means
our costs have effectively gone up by 20 to 25%" /Eddie Widjaja
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Indonesian Rupiah

What is being done to improve the situation?

Tax incentives
Additional funding for improved infrastructure
e VISA-freeinitiative
-> Convince foreigners to buy more Indonesian goods

"The tourist policy has worked for other countries like
Malaysia and Thailand. We currently get 9 million tourists

a year - Malaysia gets 27 million a year.”
/ Wijayanto Samirin, Indonesian vice president's special
economic advisor.

Source: https://www.indonesia-investments.com/business/risks/infrastructure/item3817?
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Indonesian inflation rate
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Inflation rates in south east Asia
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Indonesian interest rate

14,00%
e High interest rate due to: i ™
o High inflation rate / \
o No competition 10,00% j
o Poor infrastructure ;o \\_\_/\

6,00% \_’_\ﬂ_.rj I'

A,00%

2,00%

0,00%
i v W M 00 om0 O A A oy NN s s o o P P
SR G L e e e e s e R
[ [] 1 1
o =« T R = T e e, I et S A e e T e S w4
L e T e s T e s < E S T e = O O
E — w B ¢ =5 = @p £ © E © «“ @ M £ S 4= m

Source: Bank Indonesia



Introduction el e B0 Conclusion Q&A
development development development

Foreign Direct Investment

e Development since mid 80'’s
o Started with crisisin mid 80’s Singapore
o Need to develop non-oil =
exports
e Reforms lead to high economic
growth
e Greatestinvesting countries

The Netherlands

shown in the chart to the right ”°“§9,',:°“3

Source: https://en.portal.santandertrade.com/establish-overseas/indonesia/foreign-investment



Introduction el e B0 Conclusion Q&A
development development development

Business Field of Investment

Metal,
Machinery

and
e Negative Investment List E.'Zttw
o Closed e
. o 0 Indust
o Open with conditions 0%

O Others Paper and

Printing Industry
10%

e Most popular FDIs (chart)

Transport
8%

Source: https://en.portal.santandertrade.com/establish-overseas/indonesia/foreign-investment
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FIGURE 3 Approved Foreign Direct Investment in Indonesia, 1998-2008
($ billion, current prices)

Foreign Direct Investment

(the amount of S that invest in Indonesian companies)

FIGURE 2 Approved Foreign Direct Investment in [ndonesia, 1983-97
($ billion, current prices)

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

Source: CEIC Indonesia Premium Database.

Note: Excludes oil and gas.

FIGURE 4 Realised Foreign Direct Investment in Indonesia, 2008-14
($ billion, current prices)

1983 1984 1985 1986 1987 1988 1989 1990 1991 1992|1993 (1994 1995 1996 (1997

Sources: Data from Ramstetter (2000, 37) and BKPM. 008 e 2000 o1 P 00 ER

ote: E es 0i )
Note: Excludes oil and gas Sources: Data from BPS (2014) and Jakarta Globe, 28 Jan. 2015.

i N iN i0i Source: J. Thomas Lindblad (2015) FOREIGN DIRECT INVESTMENT IN INDONESIA:
1993 a”OW fo.relgn .owne.rs_hlp I jOlnt ventures FIFTY YEARS OF DISCOURSE, Bulletin of Indonesian Economic Studies
1997 Asian Financial Crisis
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Mechanization, Mass production,
water power, steam assembly line,

Computer and Cyber Physical
— automation Systems
power electricity
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What reasons hinder Indonesia’s Industrial
Development?

1. Insufficient Electric Power Supply
2. Communicative conditions are generally poor
3. High Logistics Cost
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What reasons hinder Indonesia’s Industrial
Development?

4. Government Policy Protectionism

5. Lack of fundamental education and professional

training skills
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\ How Indonesian Government tries to improve
this situation?

e Enhance the Industry

- Natural resources: all of the Indonesian natural resources
have to be processed, not exported as raw material.

e Government helps to start a business

- Request investors to build factories in Indonesia.

- Provide Indonesian job opportunities
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\ Land and Property Ownership in Indonesian

Right to own (Hak Milik / &4 #)

Right to build (Hak Guna Bangunan / # ££#) 30 years + 20 years
Right to cultivate (Hak Usaha / BiZB#£) 35 years + 25 years
Right to use (Hak Pakai / & F#) 25 years + 25 years

Right to rent (Hak Sewa/ i #81£)

s b
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Service Sector

E-commerce
Alibaba ‘s Acquisition of L

@)
Why Indonesia is attracti

- world’s fourth-most popu
-50% of the population is u
-Rising middle class and dis

-Low penetration of E-com

by 2030

Below
consuming class

Consuming cla 45

2010

Additional people in
the consuming class

five: million.

Micro .
Conclusion
development

An estimated 90 million Indonesians could join the consuming class

85

2030 in 7%
GDP scenario

2030in 5
GDP scenario

2020°

40 80 125

entral
owth Model;
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Telecom
Penetration rate of Internet: 51% (but low speed)

Penetration rate of smartphone: 47%



https://www.readhouse.net/articles/216507348/
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Transportation

Sea transport:
- more expensive than land transport.
- Has big price difference in domestically-produced products.

- Fishery industry is not very well. (lack of cold storage transport
fa Ci I iti eS) Gaﬂruda Indonesia Dmﬁeﬁtic and Regional Network

From ID, more expensive From China, Cheaper!!
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Transportation

e Land Transport:
-Long delivery days. (2~3 weeks)

-Severe traffic jam. (weekday: 18 km/hr)
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Logistic

e How does Lazada provide service?

-In-house delivery (Lazada Express)

-3rd party logistics (cooperate with local logistic
companies.)

-Building more logistic center (hubs).

-Motorcycles driver.
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Payment method
\ Offline:

- Bank transfer ( such as ATM): higher dropout rate.
- Cash on delivery (COD): difficult to meet courier’s time.

Online:

- Credit card/ Debit card : penetration is around 6%
- Online payment service (e-Wallet): Hellopay

[// he/opa

cashless happiness
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80% transfers via bank transfers and it's growing

100%
% . Other
90% * Includes eWallets

80% . [ - : Cards
' *  3-5% credit card penetration

70% : = Debit cards are limited from online
transactions by issuing banks
60%
Cash on delivery
=  Still a very important method of

lower socio economic demographic

Bank transfers

* This is a push ACH payment

*  Physical ATM, Internet and Mobile
banking transfers
Alab .
KlikBCA and ClickPay

2018

14), PayVision (2014), DI Marketing (2016)

¢ xendit
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Q: Whatis your estimate of the proportion of customer transactions processed through branch, internet/mobile banking and ATM?

15% 17% 23%

&
| 15% 23%

Less
usage
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For Bank transfer, branches still dominate over ATM,
but customers are rapidly migrating to digital channels

Figure 22: Clear trend of customer migration from branches to digital channels

Traditional branches Mobile and internet

VIO 15%  17% 23%

2015

22% 30%

Less More Less More
usage usage usage usage
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Conclusion
Improvement:

1.Infrastructure-- such as Internet;:

- People can use app to improve life quality.
- Narrow the Urban-rural gap.

- Digitalization of government service.

2. Education system:

Provide educated workers-> lower unemployment rate-> improve
income inequality.
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Conclusion
Improvement:
3. Government system:
- Improve Corruption.

- Simplify the process (such as license application)
- Establish law to protect intellectual property.
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Thank you for Listening!

Q&A
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Income Inequality

Ml\\! i
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Income Inequality

Economic Inequality in Indonesia

s QOverall Income Inequality * Poverty * Top Income Shares
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economic inequality. This visualisation is licensed under a Creative Commons BY-SA license
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As a startup founder in Indonesia,
what 1s your biggest challenge”

sources:https://e27.collatest-trends-indonesia-e-c
ommerce-firms-take-not-20160202/




Appendix
Indonesian Poverty & Inequality Statistics

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Relative Poverty

: e6 154 142 133 126 117 T1bh 110 112 109
(% of population)

Absolute Poverty

ST 37 35 33 31 30 29 29 28 29 28"
(in millions)

Gini Coefficient/

T : 0.35 0.35 .37 0.38 0.41 0.41 0.41 0.41 0.40 0.39?
Gini Ratio

' In March 2016
Source: Statistics Indonesia (BPS)




Foreign Direct Investment

Compete with SEA for foreign investment

e Pros: Abundant natural resources/ large population/ lower labor cost, etc
e Cons: higher investment cost (insufficient infrastructure)/ long processing time on
licence application



