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Introductory remarks
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Macro Environment Changes
In the Indonesian Economy




Macrotrends

} Changes in social and economics at
macro - level

Important macro changes:
- Rapid economic and income growth
- Urbanization
- Globalization of trade and FDI




Rapid economic and income growth:
Indonesia Context
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Rapid economic and income growth:
Indonesia Context

A GDP grew more than 5% over the past 10 years (except in 2009)

Economic Growth in Indonesia (%)
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Rapid economic and income growth:
Indonesia Context

Per Capita GDP in Indonesia increased in 2062013

2004 10,479,588 7,561,380
2005 12,483,884 7,878,428
2006 14,816,401 8,195,865
2007 17,290,031 8,596,355
2008 21,364,534 8,990,403
2009 23,880,878 9,281,301
2010 27,028,695 9,703,465
2011 30,658,976 10,184,549
2012~ 33,531,355 10,671,025

2013* 36,508,486 11,134,018




Rapid economic and income growth:
Indonesia Context

Increasing of number of population in middle income
Bper capita expenditure per day USD 2- 20

In 2003 about 37.7%of total population In Indonesia
was in the middle income class

In 2010 the total population in the middle income
class has reached 56.5%

It Is expected that the number of population in
middle income will increase to be 70% in 2015 .

Sources: Bank Indonesia and BPS 2012




Urbanization: Indonesia Context

Huge Population and Demographic Bonus: Big

Market
Wo r | d &5sPoplilatipn by
Country In 2013, Indonesia ranks #femost
(million people) populous countryin the world.

Source: Central Intelligence Agency US, 2013
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Urbanization: Indonesia Context

; Population in Indonesia increased significantly in1995 -2010,
and is projected to continue increasing until 2030

} The population in cities grew from 49.8 in 2011 to 63.4% in
2030 , producing 86 %of GDP.

} More women participating in labor market, particularly in urban

area
1995 194,755
2000 206,265
2010 238,519 49.8
2015 255,462 53.3
2020 271,066 56.7
2025 284,829 60.0

296,405 63.4




Globalization of trade and FDI : Indonesia
Context

} Indonesia has participated actively in International trade
; The value of export and import increased in 2010 - 2013
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Globalization of trade and FDI : Indonesia
Context

Overall investment realization iIn Indonesia 2006 -2013 (see
figure) . (The value is in $USBillion)

FDI (Foreign Direct Investment) dominated compared to DDI

wDDI wFDI

2008 2009 2010 2011 2012 2013 (S1)

Note: in 2013, only included data in semester
Source: Ichwan, 2013



Impact the Macro

Changes on Agri -
food Value Chain




The changes of macro environment are leading
to transformation of food supply system

Rapid economic and Income growth  led to dramatic shift
of population diets away from staples towards HVAPs
HVAPSs: agricultural products with a high economic value
per kil ogr am, per ha or per <ca
Meat, milk, eggs, and fresh fruit and vegetable are
examples of HVAPs.

Product Category 2007 2008 2009 2010

Food In Indonesia, the
Stapple crops 10.15 9.57 8.86 8.89 share of average
Fish 3.91 3.96 429 4.34 :
Meat 195  1.84 1.89 2.10 expenditure per
Egg and Milk s97 | 312 327 | 320 capita per month
Vegetables 3.87 4.02 3.91 3.84 tended to reduce
Fruits 2.56 2.27 2.05 2.49 for staple crops
Oil and fats 1.69 2.16 1.96 1.92 .
Processd food 10.48  11.44 12.63 12.79 In 200£2010.
Others 11.66  11.79 11.76 11.86

___ Total food 49.24  50.17 50.62 51.43

" Total Non food 50.76  49.83  49.38 48.57 Source: BPS. 2014

A \ Total 100 100 o




The changes of macro environment are leading
to transformation of food supply system

Urbanization
more women participating in labor market increases opportunity cost
of womends time and their I ncentives

and processed foods to save cooking time ( Regmi and Dyck, 2001 ).

Liberalization FDI
Increase the number of modern markets: supermarkets & modern
food processors
Supermarkets :
- Pandin (2009): From 2004 to 2008 the numbers of hypermarket

outlets increased from 34 to 130; supermarkets from 956 to 1,447;
and convenience stores (mini - markets) from 5,604 to 10,289.

- Natawidjaja et al. (2007):t supermarkets accounted for around 30%
of national food retail sales in 2007, a three - fold increase in market
share since 1998.

- The share of fresh fruit and vegetables (FFVs) products increased
from virtually zero to 8% of supermarket retail sales in 1998 - 2007

Modern food processors

- In 2014 more than 350 modern food processors are listed in the
Indonesian Food and Beverage Association




The changes of macro environment are leading
to transformation of food supply system

In order to increase efficiency, manage on - time delivery of
the right quantity and quality of a product, and meet

consumer needs, modern markets have imposed new
procurement systems (Reardon et al., 2007).

the centralization of procurement comprising a shift from a

per - store procurement system to a distribution system that
serves several stores in a given zone, district, country or a

given region (which may cover several countries)

the adoption of organizational innovations making a shift from
spot market transactions toward the use of
specialized/dedicated wholesalers

the adoption of the institutional innovation contracts with
preferred suppliers, particularly through specialized/dedicated
wholesalers

the implementation of the quality and safety standards as
instruments of coordination of supply chains by standardizing
product requirements for suppliers who may cover many
regions or countries.




The changes of macro environment are leading
to transformation of food supply system

Modern markets (supermarkets and food
processors) provide new market opportunities,
potentially rising profits and income, access to
Input, technical assistance, new technology

However, several challenges face by small famers
to supply to modern markets
Greater investment : quality seeds and inputs, food

safety certification and capital investments, irrigation,
green houses and refrigeration facilities

Small farmers face several constraints to supply to
modern markets: knowledge and capital constraints

A Widespread concern among researchers & policy makers
that small farmers will be excluded from modern market
channels.

A It is important to improve farmer access to markets

A
BAA\



Impacts of Macro
Changes on Agri - food
Value Chain: Focus on

the Dairy Industry




Dairy Production and Marketing are
Operating in a Dynamic Context

FARMING SYSTEM

Agronomists

Source: Van der Lee, 2014



Key Driving Forces in Dairy Industry

Important factors increasing
demand for dairy products:
Population growth
Income growth
Increasing middle class income
Urbanization
Longer life span and ageing




Fresh Milk Production 2005 - 2010, by Province, in tonnes

No Provinces Year
2005 2006 |2007 2008 2009 2010 *)
1 [NAD 36 43 43 31 34 34
2 |North Sumatera 4.695 8.783 1.507 1.324 1.657 1.665
3 |West Sumatera 899 930 930 1.053 1.264 1.55(
4 |Riau 0 0 41 4 125 156
5 |South Sumatera 277 401 269 167 15 21
6 |Bengkulu 3.262 90 3.381 138 1.055 1.2172
/ |Lampung 104 197 185 352 178 185
8 [Jakarta 5.061 6.365 7.016 6.388 5.723 5.856
9 |West Java 201.889 21.889 225.217 225.217 255.344 270.61¢
10 |Central Java 70.693 130.89¢ 70.419 89.744 91.764 106.04(
11 (DI Yogyakarta 8.814 11.063 6.994 7.083 5.038 5.187
12 |East Java 239.90§4 244.30( 249.274 312.27( 461.88( 531.79]
13 |Bali 78.12 95 132 0 169 195
14 |West Kalimantan 36 39 50 0 0 0
15 |South Kalimantan 123 177 310 186 129 123
16 |South Sulawesi 90 1.184 1.846 2.857 2.778 3.081
17 |Papua 0 96 69 54 0 0
I8>Rangka Belitung 0 0 0 61 67 78
| 0 0 3 25 25 43
616.54¢ 567.68: 646.95] 827.249 927.83§




Dairy cattle distribution in
Indonesia
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