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Introductory remarks

“It is not the strongest of the species that survives, nor the
most intelligent, but the one most responsive to change”

“Bukan spesies yang paling kuat yang dapat bertahan, bukan
pula yang paling pintar, tetapi yang paling responsif
menyesuaikan diri terhadap perubahan’

Charles Darwin




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

e Indonesia is the
Second Fastest
Growing Economy

among G20 Countries
in 2012
* The IMF projects

Indonesia will be at the
top 3 fastest

economic growths
among G20 countries.
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Rapid economic and income growth:
Indonesia Context

* 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 2004-2013

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
> per 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
World’s Top-5 Population by
Country In 2013, Indonesia ranks the 4" most
(million people) populous country in the world.

Source: Central Intelligence Agency US, 2013

Indonesia’s population covers more than 39%
of total population of 10 Southeast Asian

countries.

Source: ASEAN Community in Figures 2011, Ichwan
(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 in Indonesia 2006-2013 (see
figure). (The value is in $US Billion)

FDI (Foreign Direct Investment) dominated compared to DDI
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Note: in 2013, only included data in semester 1
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
HVAPs: agricultural products with a high economic value
per kilogram, per ha or per calorie’ (Gulati et al., 2005).
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 4.29 4.34 :

Meat 1.95 1.84 1.89 2.10 expenditure per
Egg and Milk 2.97 3.12  3.27  3.20 capita per month
Vegetables 3.87 4.02 3.91 3.84 tended to reduce
Fruits 256 227 2.05 2.49

Oil and fats 169 2.16  1.96 1.92 for staple crops
Processd food 10.48 11.44 12.63 12.79 in 2007-2010.
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
Total 100 100 100 100

T —

Source: BPS, 2014



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

Urbanization

more women participating in labor market increases opportunity cost
of women’s time and their incentives to seek shopping convenience
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,
potentiaIIK 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

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

= |t is important to improve farmer access to markets




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 1.550
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 1.212
7 |Lampung 104 197 185 352 178 185
8 [Jakarta 5.061 6.365 7.016 6.388 5.723 5.856
9 |West Java 201.885| 21.889 225.212 225.212| 255.348| 270.616
10 |Central Java 70.693| 130.896 70.419 89.748 91.762| 106.040
11 (DI Yogyakarta 8.812| 11.063 6.994 7.083 5.038 5.187
12 |East Java 239.908| 244.300 249.275 312.270| 461.880| 531.797
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
BRanoka Belitung 0 0 0 61 67 78
) |Gorontar 0 0 3 25 25 43
‘ 535.962| 616.549 567.683 646.953| 827.249| 927.838




Dairy cattle distribution in
Indonesia
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Indonesia Dairy Imports (Jan - December), 2007 - 2010

Product Volume | Volume | Volume | Volume Value Value Value Value
Tonnes | Tonnes | Tonnes | Tonnes US$°000 US$°000 | US$°000 | USS$’000
2007 2008 2009 2010 2007 2008 2009 2010
Total Total Total Total Total Total Total Total
Buttermilk / 14.075 6.328| 10.017| 12.823 43.618 24.597 17.498 31.148
BMP
Butterfat 15.686 9.655| 13.273| 14.642 42.974 41.663 36.547 70.900
Cheese 13.930( 10.557| 13.971| 15.683 46.363 54.609 49.299 69.338
Milk 16.697 | 16.187 9.775 4,151 19.598 24.532 16.084 11.845
WMP 90.718 83.514| 52.929| 49.856 300.852| 330.572| 157.198 221.985
SMP 90.757 81.207 | 103.801 | 132.227 316.477| 309.893| 238.330 405.153
Whey products 53.367 | 42.239| 65.433| 72.619 99.772 78.057 74.206 114.138
Yoghurt 1.482 968 356 156 1.500 1.385 668 339
Total 296.712 | 250.656 | 269.554 | 302.158 871.153| 865.308| 589.829 924.886




Liquid Milk Processors Location and Production, 2009

Processor Location Production | Production
‘000 tonnes percent
Ultra Jaya Bandung, West Java 89,9 32,5
Frisian Flag East Jakarta 61,2 21,8
Indolakto Sukabumi, East Java 47,8 16,6
Greenfields Malang, East Java 39,8 14,1
Sekar Tanjung | East Java 16,3 5,9
Danone Dairy | Bekasi, West Java 13,8 3,9
Nestle Pasuruan, East Java 4,1 1,6
Diamond North Jakarta 0,3 0,1
Cisarua Sukabumi, West Java 0,2 0,1
Other 8,7 3,4
TOTAL 282,1 100,0

Source:
CIC report on “Study on Industry and
Market of Liquid Milk & SCM in Indonesia”, 2010




SCM Processors Location and Production, 2009

Processor | Location Production Production
‘000 tonnes percent

Frisian East 187,6 43,7
Flag Jakarta

Indolakto | Sukabumi, 164,3 38,3
West Java

Nestle Pasuruan, 71,6 16,7
East Java

Ultra Jaya |Bandung, 6,0 1,3
West Java

TOTAL 429,5 100,0

Source: CIC report on “Study on Industry and Market of Liquid Milk & SCM in Indonesia”, 2010




Main Dairy Value Chain Types
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General Development Pathways of
Dairy Sectors
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Generalized Theory of Change for Dairy
Sector Development
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LAY

Milk Purchase Form Based on
Income and Climate

Temperate or semi-tropical climate
Lacal dairy farms/lots of cows
High per capita dairy consumption

Milk own cows Buy perishable fluid milk
Buy fresh locally Low UHT usage (special
needs (e.g. holiday)

Rural India, Kenya, Canada, United States
Kazakstan Australia, New Zealand

Maongolia Japan, South Korea,

Mediurm per capita consumption

THE UHT

ZONE

UHT milk a significant part
of the total milk market

Buy UHT milk or Buy reconstituted fluid milk Chigh
powdered milk consumer) or UHT milk (low consumer)

Desert or tropical climate
and/or low per capita dairy consurmnption
Few or no local dairy farms/few cows!

Algeria, Indonesia Singapore
Hong Kong

v

Poor Rich
More price conscious Less price conscious
No refrigerator (Large) refrigerators
Bad roads/inefficient distribution Good roads/efficient distribution
Fragmented retail (modern and traditional ) Madern consalidated retail

Source: Coriolis, 2013




Lessons Learnt: Australia Dairy Value Chain

= International supply conoems maintain upward pressure on fesd
grain prices.

= High protain hay in shorter supply than usual.

= Australian dairy heifer average export value remains marginally abovs
long term averags.

= Global fertiizer prices remain relatively low, couplsd with a stronger
Awustralian dollar which boosts purchasing power.

= Awerage inflow conditions should sse all northern Victorian water
systems with 100% High Beliabdity Water Supply by mid-December.

Manufacturing

> Parmalat {Lactalis) acquires Harvey Fresh in Westarn
Awstralia; Woolworths private label deals changs Australian
fresh millk supply.

> Ongoing consclidation and rationalisation resulting from
competition for Australian milk production and marksts and to
sacure supply for international customers.

= Investmants made in plants to improve sfficiencies and boost
profits.

= Many processors offering farmers new incentives to increass
milk production.

= Calsndar 2013 was a difficult year for buyers of dairy
commaodities, with tight suppliss and high prices detemring
buyers, partioularty in marksts whers affordability is an issus.

= Marksts with ample purchasing power and supply gaps to fill
{most notably Ching) sustained pricss at high levels for much of
2013 and the baginning of 2014.

= Dairy commedity prices have started dropping as booming
global supply mests a ssasonal slowdown in demand.

= Easing commedity prices have reducsd substitution pressurs
after holding at near record levsls for much of 2013.

Water Grain Milk
& Hay Production

Milk Production

= Australia’s milk production continues to recover, as of April, down only
0.8% on last season to B billion litres. In southern, export-focused regions,
improved margine have enabled mest farmers to reduce short term debts and
maks incremental investments in their production systems.

Marketing &

Manufacturing Distribution

= Some potential retail price growth although price compstition
s constraining value in some categories, but consumers arg
benefiting from lower prices.

= Violume and valus growing at slower rates for three out of the
= Increases in month-on-month production at the naticnal level have been four major dairy categories. Milk sales stabls; dairy spreads
generated from southern states. The northaem states trail 201243, missing exhibiting strong growth; chesese under discounting pressurs;
the same farmgats bensfits from strong commedity prices. yogurt sales slow.
= For the Australian 2014/15 season, around 2% growth is forecast, suggesting = Within the milk category, the average retail selling price is $1.82/

litre for branded fresh white milk and private labsl fresh whits
milk is selling for $1.01.litre.

national milk production of 9.3 to 8.4 bilion litres. This assumes trading
conditions remain broadly favourakle and continued debt reduction as well as

the threat of El Nifio will tem expansion.
par exp = Low intersst rates and rising assst prices supporting confidencs

and consumption: café and restaurant sales ars up.

Source: Dairy Australia, 2014




Value Chain Integ

EXAMPLE: Simplified model of six potential value chains for UHT production

Model: 2013

Produce retail
UHT in low cost
dairy country; sell
FOB

Produce retail
UHT in low cost
dairy country;
have in market
presence

Integrated firm
reconstitutes and
packs own milk
in market

In-market packer
sources WP
from waorld
market

In market dairy
processor uses
local & imported

Consumer

Consumer

Consumer

Consumer

Consumer

Retailer

Retailer

Retailer

Retailer

Retailer

Retailer

In-market P FOR I:If _'Ev :iél::t

g e e e IroCes S ]
distributar s
In-market o Single integrated firm

sales & marketing

In-market
sales & marketing

In-rmarket
sales & marketing

In-market
sales & marketing

In-market
sales & marketing

WMP processed
to retail UHT

Single integrated firm

F

p
retail UHT

Raw milk
processed to
whole milk
powder (WW/MP)

WM P processed
to retaill UHT

Raw milk & WP
processed to
retail UHT

Raw milk
processed to

retail UHT

Farmin
country

Farmin
country

Raw milk
processed to
whaole milk
powder (WWMP)

Raw milk
processed to

whole milk
powder (WMP)

ration Models

Farm in low cost
dairy country

Farm in low cost
dairy country

Farm in low cost
dairy country

Farm in low cost
dairy country

Farm in low cost
dairy country

Source: Coriolis, 2014



Several Issues in Dairy Development in
Indonesia (1)

Scarcity of forage and high price of dairy
cattle feed and concentrates

Small farm size and scarcity of land at
suitable elevation for dairy cattle farming

Low dairy cow productivity - with an
average of about 10 liters of milk per cow
per day

Low farm profitability due partly to low milk
yields

Low milk quality with only 12 percent of
milk production meeting the minimum
standard




Several Issues in Dairy Development in
Indonesia (2)

Poor farm and herd management
practices

Lack of technology for milking and
processing of fresh milk

Limited access to high - quality
genetics

Limited access to finance and bank
loans

» Limited farmer education

N
\



Some Policy Initiatives (1)

This policy is known as BUSEP (Bukti Serap -
Absorption Proof) scheme implemented in the period
of 1982-1998. This policy is found to be not
significant in increasing the productivity of Indonesian
dairy products.
% Amaliah and Fahmi’s study (2007) showed that the
lifting of BUSEP scheme significantly increase milk import
which means despite being protected for more than 15
years, Indonesian dairy industry failed to improve their
competitiveness against the imported milk.




Some Policy Initiatives (2)

2. Recently government (Ministry of Agriculture) produces
Blue Print on Dairy Industry Development. This blue
print is very promising if we look at its
comprehensiveness, clear road-map and measurable
targets, and the formulation of strategies to achieve
that targets.

The blue-print is started by portraying the existing condition of Indonesia
dairy industry by identifying its strengths and weaknesses.

Six generic groups of strategies have been formulated by matching the
SWOT factors.

Human resource and institutions development,

Increasing the number of population and productivity,

Quality and hygiene assurance,

Price and welfare of the farmers,

Increasing fresh milk consumption, and

Improving the infrastructures

1.
2.
3.
4.
5.
6.




Some policy initiatives (3)

. Government encouraging domestic and foreign companies to invest in dairy
farming and dairy breeding to meet local demand.

. Government provides credit facilities with subsidised interest for small dairy
farmers for purchasing dairy cows.

. Coordination with GKSI (Indonesian Milk Cooperation Organisation), the Ministry
of health and the Ministry of Education and Culture to create milk market directly
to the students - School Milk, School Children Food Supplement Program
(PMTAS).

. Regional government initiatives to promote more milk consumption for school
aged children > GERIMIS BAGUS (Gerakan Minum Susu Bagi Anak Usia Sekolah)

. Through P2HP (Directorate General of Agriculture Processing) and Ministry of

Industry built facilities for milk processing in many milk collecting unit closed to
the farmers > Cluster program.

. Training and education for farmers on dairy farming management, milk processing
and market.

. Diary Board has been established, but it is still not very active = Introduction of
levy?




Major Goals of Blue Print

Self-sufficiency in milk production to increase from 25-30
percent to 50 percent in 2015

Expansion of dairy production in suitable areas outside Java,
especially Sumatera and Sulawesi

Milk production per cow to increase from 8-10 kg cow/day to
15 kg per cow/day (in 2015)

Calving interval to be reduced to 13 months

Milk quality to be improved from 12 percent of total milk that
meets the SNI standards to 20 percent meeting the SNI
standards in 2015

To ensure dairy farming remains feasible from an economic
point of view, the minimum milk price to be kept at a level of
at least 80 percent of world market prices.




Conclusion




Changes in macro environment influence the

demand for agricultural products leading to agri-
food supply chain transformation

Ignorance of the macro changes will lead to great
risk of failure in the agri-food value chain, risking
small farmers

The most important question: How to include small
farmers to the ongoing transformation?




Thank you




