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Abstract

Thesis provides an overall current insight into the issue of export of Czech industry
technologies into Indonesia agricultural and other sectors. The thesis involves the creation
of mathematical model of Indonesian industry technologies market to make it possible to
predict the future behaviour, and on that account also impact on Czech export to Indonesia.
The findings in this thesis can be adopted to strengthen the economic relations between two
countries whose potential and opportunities remain very big. Based on experimental data,
mathematical analysis (gravity trade and multiple regression model) was used to describe
the behavior of the Indonesian industrial technology market and its importance to Czech
imports. Data collected from the market analysis and the mathematical model developed
can help boost Czech imports industrial technologies to Indonesia. Further, it can apply in
decision-making for government offices in both Czech Republic and Indonesia. From the
models where we re-estimated our gravity model for total import, after controlling for the
importance of technological goods in Indonesian import, we achieved the conclusion that
the size of the country of origin is an important factor for explaining total import of
Indonesia from EU countries include the Czech Republic. Furthermore, in this new
matematical model setting we concluded that the positive effect of econommic size of the
country of origin is significantly decreased with the increase in the share of machinery and
technological goods import. And the size of Indonesian economy has positive impact on
the total goods import, specifically, 1% increase in Indonesian GDP, increases total import
from Czech by about 4.1%, the capital goods import by about 3.9% and machinery and
technological goods import by about 3.6%. The study has outlined the ways through which
improved economic relations between the Czech Republic and Indonesia are bound to affect
the export trade in the former. Based on a mathematical model, the study has provided a
way through which exporters can predict future trends in the trade flows for specific
technology-related products.

Key words: mathematical model, import, market, prediction, behaviour, strategy



Abstrakt

Prace poskytuje celkovy soucasny pohled na problematiku exportu ¢eskych priimyslovych
technologii do indonéského zeméd¢lstvi a dalSich odvétvi. Prace se zabyva vytvorenim
matematického modelu indonéského trhu primyslovych technologii, aby bylo mozné
predvidat budouci chovéni a na tomto zaklad¢ také dopad na Cesky export do Indonésie.
Zjisténi v této praci mohou byt pfijata k posileni hospodaiskych vztahti mezi dvémi zemémi,
jejichz potencial a ptilezitosti jsou stale velké. Na zaklade experimentalnich dat byla pouzita
matematicka analyza (gravitaéni obchodni model a vicendsobny regresni model) k popisu
chovani indonéského trhu pramyslovych technologii a jeho vyznamu pro ¢esky dovoz. Data
ziskand z analyzy trhu a vyvinutého matematického modelu mohou pfispét k posileni
pramyslovych pramyslovych technologii v Ceské republice do Indonésie. Dale se miize
uplatnit pii rozhodovani vladnich ufadi v Ceské republice i Indonésii. Z modelt, kde jsme
ptehodnotili nd§ gravitatni model pro celkovy dovoz, jsme po kontrole dilezZitosti
technologického zbozi v indonéském dovozu dospéli k zavéru, ze velikost zemé piivodu je
dilezitym faktorem pro vysvétleni celkového dovozu z Indonésie ze zemi EU, potazmo
Ceské republiky. Dale jsme v tomto novém nastaveni matematického modelu dospéli k
zaveéru, ze pozitivni vliv ekonomické velikosti zemé pivodu se vyznamné snizuje se
zvysSujicim se podilem dovozu strojii a technologického zbozi. Jak je patrné z
prezentovanych vysledk, velikost indonéské ekonomiky ma kladny vliv na celkovy dovoz
zbozi, konkrétné 1% narist indonéského HDP, zvysuje celkovy dovoz z Ceské republiky 0
cca. 4,1%, dovoz investiéniho zbozi o cca. 3,9% a dovoz strojnicho zafizeni a
technologického zbozi o asi 3,6%. Studie nacrtla zplsoby, kterymi by se zlepSené
ekonomické vztahy mezi Ceskou republikou a Indonésii mély dotknout exportniho obchodu
v Ceské republice a Indonésii. Studie na zakladé matematického modelu poskytla zptisob,
jakym mohou vyvozci predvidat budouci trendy v obchodnich tocich pro konkrétni

produkty souvisejici s technologiemi.

Kli¢ova slova: matematicky model, import, trh, predikce, chovani, strategie
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1. Introduction

Indonesia and the EU members have maintained close trade relationships over the years.
Indonesia has continually relied on several industrial technologies from the former
Czechoslovakia. The cooperation between the two countries was suppressed for almost
thirty years, but the countries have revived their desire for close relationships in recent
years. With the progression of bilateral relations between the Czech Republic and
Indonesia, it has become important to analyze the extent to which Indonesia will continually
rely on Czech technologies in the future. The objective of the study was to create a
mathematical model that predicts the future behavior that could account for the impact of
Czech exports to Indonesia.

The chapter is divided in to seven sub-chapters to provides overall overview from
natural aspects to scope and research problem.

1.1. Background of the research

Indonesia is the world's fourth most populous country, with current population of over
255 million people and expected 450 million if current economical and political trend
remains [1, 2]. Czech (formerly Czechoslovakian) exporters of investment character goods,
have good reputation in Indonesia, and are also supported by references from other Asian
countries - India, Pakistan, China, Thailand, Bangladesh, Sri Lanka and Vietnam. Therefore
both, current Czech government and non-government scene, are trying to follow up this
cooperation established during 1950s with Republic of Indonesia [3].

Although the official diplomatic relations between Czechoslovakia and Indonesia was
commenced in 1950, the historic relations established already earlier when the
Czechoslovak government opened honorary consulates in Batavia (now Jakarta), Dutch
East Indies back in 1924. In 1948 Republic of Indonesia established "Indonesian
Information Service™ in Prague. Czechoslovakia recognized the sovereignty of Indonesia in
February 2, 1950, followed by opening a general consulate on March 7, 1950 and upgraded
its status to the embassy level in 1957 [4].

Until now Indonesia use industry technologies from Czechoslovakia and also many
significant experts and university teachers, businessman, government members and
significant artist gained their education in former Czechoslovakia. Unfortunately, due to
political reasons, this very strong cooperation was suppressed for almost 30 years, but
started to improve in 2001. For past 10 years is export from the Czech Republic to this
territory based on business realizations of small and medium companies, which shows, that
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these companies are able to enter on demanding Indonesian market and can succeed there
in long-term horizon [5]. In many cases, they are more active and flexible during their
business activities, compared to already established big manufacturers and supplier [6, 7].

Based on the international report called “République Tchéque’s 2008 the Czech trade
with Indonesia has a long-standing tradition and has been developing positively in recent
years. Leaders from both states have been engaging in working visits and developing
agreements between the two parties to create mutual economic cooperation and a modern
legal framework. Indonesia plays a critical role in the Czech economic and trade relations.
Historically, Indonesia has benefited from Czech deliveries in sugar mills, power
equipment, machine tools, textile, aircraft, and cement plants. Today, concrete examples of
Czech technology exports can be seen in the field of hydro-power generation in Sumatra,
Jawa, and South Sulawesi, projects in transport infrastructure in Yogyakarta, and other
projects in environmental protection in North Sulawesi. These relations indicate that Czech
investors and companies have a high interest to participate in other industrial projects in
areas such as cement, ceramic, petrochemical factories, hydro projects, thermal plans, food
processing, and sugar mills. Further, the investors are also interested in the deliveries of
transport machines such as diesel or electric locomotives, light rail, airport equipment,
environment protection solutions, water purification, medical equipment, machine tools,
and communication devices, among others.

The Prime Minister of the Czech Republic Véaclav Klaus and Soesilo Seodarman, the
Minister for Foreign Affairs of the Republic of Indonesia has signed at 4th October 1994
the agreement between the government of the Republic of Indonesia and the government
of the Czech Republic for the avoidance of double taxation and the prevention of fiscal
evasion with respect to tax on income. This agreement shall apply to persons who are
residents of one or both of the countracting States, apply to taxes on income imposed on
behalf of each Contracting State or of its political subdivisions or local authorities
irrespective of the manner in which they are levied.

The existing taxes to which the Agreement shall apply are:

(@) in Indonesia:

The income tax imposed under the Undang-undang Pajak Penghasilan 1984 (Law No. 7 of
1983), except the income tax paid under production sharing contracts, contracts of works
and other similar contracts in the oil and gas sector, and other mining sectors.

(b) in the Czech Republic:

The tax on income of individuals;
The tax on income of legal persons;
The tax on immovable property;



This Agreement shall also apply to any identical or substantially similar taxes on
income, which are imposed after the date of signature of this Agreement in addition to, or
in place of, the existing taxes. The competent authorities of the Contracting States shall
notify to each other any significant changes, which have been made in their respective
taxation laws [8].

The competent authorities of the Contracting States have the rights to exchange such
information as is necessary for the carrying out of this Agreement and of the domestic laws
of the Contracting State concerning taxes covered by this Agreement in so far as the taxation
thereunder is in accordance with this Agreement. Any information so exchanged shall be
treated as secret and shall not be disclosed to any persons or authorities, including courts,
other than those concerned with the assessment, collection, enforcement or prosecution in
respect of taxes which are the subject of the Agreement. In July 2012, the Czech Export
Bank signed a memorandum of understanding with the Indonesia Exim Bank to finance
cooperation in order to support export and import activities between two nation. In 2011,
the total value of bilateral trade reached US$500 million. Czech imports from Indonesia
consisted of textiles and garments, footwear, rubber and rubber products. On the other hand,
Czech exports to Indonesia consisted mainly of machinery, chemicals, electrical and power
generation and telecommunications equipment, textile and machinery [8, 9].

Another very important milestone in international cooperation between The Czech
Republic and the Republic of Indonesia is that The Czech Republic is one of the 75
countries granted tourism visa exemption by Indonesia based on Presidential regulation no.
104 of 2015 (Presidential Regulation of the Republic of Indonesia, 2016). The consideration
of the visit visa exemption according to the Presidential Regulation (2016) states “that in
order to improve the relations between the country and other regions, it is necessary to offer
a service or facility for foreign citizens of certain nations, special administrative regions of
a country, and entities to enter the territory of the Republic of Indonesia which is
implemented in the form of an exemption from the obligation to have a visit visa under the
principle of reciprocity and benefits.” Further, the law states that the national economy and
in general the tourism sector can improve if the government adjusts the number of countries,
entities, and special administrative regions of a country with an exemption from the
requirement to acquire a visa. This decision is expected to increase contact between direct
trade and business between the two states. The Visa Exemption Agreement between the
two states holders of Diplomatic and Service Passports are crucial for helping the nations
to intensify people to people interactions and open up more opportunities for enhancing
bilateral relations since the aforementioned passport holders can travel between the two
countries with ease. Research show that new visa-free entry policy has a positive impact on
the number of visitors arriving in a country [10]. The aim of the two nations is to improve
both diplomacy and trade relations.



The Embassy of the Czech Republic in Jakarta seeks to strengthen and develop the
relationship of the Czech Republic with Indonesia and three other countries of the Southeast
Asia. Besides Indonesia, the Embassy covers also Singapore, Brunei Darussalam and
Timor-Leste.

Also, The Czech Republic Ministry of Industry has established CzechTrade, a trade
promotion agency that is focused on developing international trade and cooperating
between Indonesia and Czech Republic [11]. The organization established an office in
Jakarta in 2014 to connect Czech and Indonesia companies across different fields and
sectors. For instance, CzechTrade offers individual tailor-made advice to help companies
to find Indonesian business partners [12] notes that CzechTrade offers free and confidential
services aimed at helping foreign companies find qualified Czech-based vendors, which is
an efficient way of developing healthy business relationships. CzechTrade has established
representatives and an office in Jakarta, Indonesia.

The Czech companies also find support in Indonesia through private market entry
consulting firm called PT. Cekindo Bisnis Grup, this company was established in 2011 by
join venture capital between Czech and Indonesian company and has visible impact on the
growing number of Czech companies doing business in Indonesia. Cekindo has today with
more than 120 employees and several offices cross Indonesia (Jakarta, Semarang, Bali) is
one of the leading consulting firm of business services to clients expanding and operating
in Indonesia.

Services of Cekindo provides full-range of market-entry and corporate secretarial
services, one-stop services which covers legal, administrative, HR, financial, marketing,
and business development related activities.

1.2. Indonesia

Indonesia, officially the Republic of Indonesia, is a country in Southeast Asia, between
the Indian and Pacific oceans as shows by a Figure 1. It is the world's largest island country,
with more than seventeen thousand islands, and at 1,904,569 square kilometres
(735,358 square miles), the 14" largest by land area and the 7" largest in combined sea and
land area [13]. With over 261 million people, it is the world's 4™ most populous country as
well as the most populous Muslim-majority country. A member of the G20, Indonesia’s
GDP stands at US$1 trillion, the largest in the region [14]. The history of the Indonesian
archipelago has been influenced by foreign powers drawn to its natural resources. It has
been a valuable region for trade since at least the 7th century when Srivijaya and then later
Majapahit traded with entities from mainland China and the Indian subcontinent. Local
rulers gradually absorbed foreign influences from the early centuries and Hindu and
Buddhist kingdoms flourished. Muslim traders and Sufi scholars brought Islam [15, 16],
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while European powers brought Christianity and fought one another to monopolise trade in
the Spice Islands of Maluku during the Age of Discovery. Although sometimes interrupted
by the Portuguese, French and British, the Dutch were the foremost European power for
much of their 350-year presence in the archipelago. In the early 20th century, the concept
of "Indonesia™ as a nation-state emerged, and independence movements began to take shape
[17]. During the decolonisation of Asia after World War IlI, Indonesia achieved
independence in 1949 following an armed and diplomatic conflict with the Netherlands.

THAILAND " ETNAM
CAMBODIA PHILIPPINES
BRUNEI
MALAYSIA
SINGAPORE—
INDONESIA PAPUA
NEW
JAKARTA® GUINEA

———EASTTIMOR

AUSTRALIA

Figure 1: The Indonesian archipelago map [18]

1.2.1. Socio-Political Factors

Recently, Indonesia has begun to emerge as a stable and powerful economic hub in
Southeast Asia, and as a democratic nation. The country is multi ethic and religiously
diverse. However, the diversity causes some friction among the people in Indonesia. Jakarta
is the country’s capital and the political, economic, and cultural center, with a population

of 8.5 million people. Other major cities include Surabaya which is a major shopping
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destination for both local and foreign tourists, with a population of 2.4 million, Medan, with
a population of 1.8 million and Bendung, the Paris of Java with hotels, restaurants, and
boutiques that attracts foreigners with a population of 1.7 million, Semarang with 1.3
million people, and Yogykart with 0.5 million, see Figure 2 [19].
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Figure 2: The map of the biggest Indonesian cities [20]

According to [21, 22], the country prides itself in more than 360 ethnic and linguistic
groups, which are mostly Austronesian in origin. Javanese is the largest ethnic group in
Indonesia covering almost 42% of the entire population. Sundanese is the second largest
and covers only 15% of the country’s population. Other ethno-linguistic groups include the
Chinese, Malay, Batak, Betwai, Sasak, and Banjarese. Across the nation, people use the
national language of Indonesian that was developed from Malay roots. Nevertheless, the
population also uses more than 700 other languages. Notably, Javanese is the most popular
with more than 84 million speakers, followed by Madurese and Sundanese. Indonesia has
the largest percentage of people in Muslim religion. 86% of the population profess Islam,
while 9% of the people are Christians, 3% are Buddhist or animist, and 2% are Hindu. The
Constitution of Indonesia guarantees freedom of worship, but the nations’ ideology
specifies a belief in one God. Being a commercial hub, Indonesia acquired the different
faiths from colonizers and traders. For instances, Indian merchants introduced Hinduism
and Buddhism to the country. Arab and Gujarati traders introduced Islam, while Portuguese
introduced Catholicism and Protestantism.

The country has more than 17,500 islands with more than 150 active volcanoes. Some
of the largest Islands include Java, Kalimantan, Sumatera, and Papua. Java is highly
developed as compared to other islands and is home to 60% of the county’s population and
accounts for merely 9% of Indonesia’s total land mass [1]. Further, most government and
business activities take place in Java. The country has interesting geological and
geographical features. Indonesia was the site of the two famous eruptions, Krakatau and
Tambora, and it was the epicenter of the 2004 Southeast Asian tsunami. The nation that
covers 1,919,000 square kilometers shares land borders with East Timor, Malaysia, and
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Papua New Guinea. Indonesia’s climate is monsoonal and tropical, with cool mountain
peaks. The year is divided into dry and wet seasons. The country enjoys favorable
temperatures since it sits astride the equator.

1.2.2. Trade and Investment Climate

Since the late 1980s, Indonesia has made significant changes to its regulatory
framework to encourage economic growth. This growth was financed mostly from private
investment, both foreign and domestic. US investors dominated the oil and gas sector and
undertook some of Indonesia's largest mining projects. In addition, the presence of US
banks, manufacturers, and service providers expanded, especially after the industrial and
financial sector reforms of the 1980s. Other major foreign investors included India, Japan,
the UK, Singapore, the Netherlands, Qatar, Hong Kong, Taiwan and South Korea.

The 1997 crisis made continued private financing imperative but problematic. New
foreign investment approvals fell by almost two-thirds between 1997 and 1999. The crisis
further highlighted areas where additional reform was needed. Frequently cited areas for
improving the investment climate were the establishment of a functioning legal and judicial
system, adherence to competitive processes, and adoption of internationally acceptable
accounting and disclosure standards. Despite improvements of laws in recent years,
Indonesia’s intellectual property rights regime remains weak, and lack of effective
enforcement is a significant concern. Under Suharto, Indonesia had moved towards the
private provision of public infrastructure, including electric power, toll roads, and
telecommunications. The 1997 crisis brought to light a severe weakness in the process of
dispute resolution, however, particularly in the area of private infrastructure projects.
Although Indonesia continued to have the advantages of a large labour force, abundant
natural resources and modern infrastructure, private investment in new projects largely
ceased during the crisis [23].

As of 28 June 2010, the Indonesia Stock Exchange had 341 listed companies with a
combined market capitalisation of $269.9 billion [24]. As of November 2010, two-thirds of
the market capitalisation was in the form of foreign funds, and only around 1% of the
population have stock investments [25]. Efforts are further being made to improve the
business and investment environment. Within the World Bank's Doing Business Survey
[26]. Indonesia rose to 122 out of 178 countries in 2010, from 129 in the previous year.
Despite these efforts, the rank is still below regional peers, and an unfavourable investment
climate persists. For example, potential foreign investors and their executive staff cannot
maintain their own bank accounts in Indonesia, unless they are tax-paying local residents
(paying tax in Indonesia for their worldwide income) [26].

From 1990 to 2010, Indonesian companies have been involved in 3,757 mergers and
acquisitions as either acquirer or target with a total known value of $137 billion [27]. In
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2010, 609 transactions were announced, which is a new record. Numbers had increased by
19% compared to 2009. The value of deals in 2010 was US$17 billion, which is the second-
highest number ever. In 2012, Indonesia realised total investments of $32.5 billion,
surpassing its annual target $25 billion, as reported by Investment Coordinating Board
(BKPM) on 22 January. The primary investments were in the mining, transport and
chemicals sectors [28]. In 2011, the Indonesian government announced a new Masterplan
(known as the MP3EI, or Masterplan Percepatan dan Perluasan Pembangunan Ekonomi
Indonesia, the Masterplan to Accelerate and Expand Economic Development in Indonesia).
The aim was to encourage increased investment, particularly in infrastructure projects
across Indonesia [29].

Indonesia regained its investment grade rating from Fitch Rating in late 2011, and from
Moody's Rating in early 2012, after losing it in the 1997 crisis, during which Indonesia
spent more than Rp. 450 trillion ($50 billion) to bail out lenders from banks.[citation
needed] Fitch raised Indonesia’'s long-term and local currency debt rating to BBB- from
BB+ with both ratings is stable. Fitch also predicted that the economy would grow at least
6% on average per year through 2013, despite a less conducive global economic climate.
Moody's raised Indonesia's foreign and local currency bond ratings to Baa3 from Bal with
a stable outlook.[30] On May 2017, S&P Global raised Indonesia's investment grade from
BB+ to BBB- with a stable outlook, due to the economy experiencing a rebound in exports
and strong consumer spending during early 2017 [31].

Indonesia is also endowed with several natural resources that places the nation in a
strategic position among other markets [32, 33]. Until 2008, Indonesia was the only
Southeast Asian member of OPEC, and to date, the nation remains a major exporter of
liquid natural gas. The nation is also a leading exporter of thermal coal and the largest tin
exporter. Indonesia is also home to deposits of gold, copper, and silver. Since the country
is located on the Asia Pacific Ring of Fire, which is home to 40% of the world’s geothermal
energy reserves, the country can access huge sources of renewable energy to meet its needs.
As such, the availability of renewable energy makes it possible for Indonesia to export other
energy resources such as liquid natural gas. The country also has conducive climate and
fertile soils from volcanic activities, making it possible to engage in high value agricultural
activities such as the growth of rubber, cocoa, coffee, and palm oil. Data shown in Figure 3
presents the share between export of goods and services in the year 2017.
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Figure 3: Export of goods and services in the year 2017 [34]

Further, there is availability of vast land and labor for increased output. Furthermore,
the country’s geographical proximity to energy hungry nations such as India and China
offers natural markets for export trade. Such natural resources and geographical location
makes Indonesia Unique among other emerging nations in the context of offering long term
food and energy security for its huge population [33]. The Firure 4 presents the Indonesina
export destions in 2017, which are closely connected to the geographical location of
Indonesia.



Figure 4: Indonesian export destinations in year 2017 [34]

However, the challenge faced by the country involves sustainable and effective
management of these resources. For long, Indonesia has focused on exporting primary
products. The country fails to explore the value-added process that can boost revenues.
Notably, the country is mainly focused on tightening management of natural resources and
aims at securing domestic needs more than the exports [33]. For instance, Indonesia has
even attempted to ban the exportation of some primary resource. The controversial strategy,
however, presents opportunities for investors to offer technical expertise needed by the state
to move up the value chain. Based on the country’s resources, investment opportunities that
can be explored can be found in areas, such as petrochemical refinement, smelting plants in
mining sector, agricultural commodities, and other processes in energy.

Another alluring attribute for an investor is the fact that the highly populated nation is
still growing, and the domestic consumer market is appealing. The high population and
increased consumer market have increased the Indonesia’s resilience during the course of
the global economic crisis. The country’s private consumption accounts for almost 60% of
the total GDP. Overall economic growth has been solid at around 5% per year since 2013,
driven by consumption but also, more recently, by much-needed infrastructure investment
as presented in Figure 5.
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Figure 5: Economic growth of GDP and Investment

The supportive macroeconomic policies, greater confidence and stronger external
demand boosted activity in 2017, with momentum continuing into 2018. Consumption
continues to underpin spending represented by Figure 6.
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Figure 6: Investment is contribution to strong GDP growth [35]
The nation’s lower middle income population are developing more consumer
aspirations due to expanding consumer credit and increasing incomes. As such, major

sectors of the country’s economy such as the manufacturing sector is required to play a
great role creating products purchased by consumers. EU-Indonesian Business Network
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(2013) notes that the population of Indonesia, standing at around 250 million people with
an estimated consuming class of 15%, not only drives Indonesian growth, but also great
market opportunities. The consuming class is also expected to grow some 90 million people
by 2030, as projected by McKinsey Global Institute, more than any other country expect
India and China [33]. On the other side, imports are also responsible for meeting the high
demand for devices and tech goods that are produced outside the country. A Figure 7 below
shows the population development in Indonesia.
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Figure 7: Population development prediction in Indonesia [36]
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A Figure 8 below shows the projections according to the McKinsey Global Institute

Report (2012).
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Figure 8: Indonesia’s population by income level, millions of people [33]

A Figure 9 which illustrates the population pyramid of Indonesia based on the age and
sex structure of a country's population and may provide insights about political and social
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stability, as well as economic development. The population is distributed along the
horizontal axis, with males shown on the left and females on the right. The male and female
populations are broken down into 5-year age groups represented as horizontal bars along
the vertical axis, with the youngest age groups at the bottom and the oldest at the top. The
shape of the population pyramid gradually evolves over time based on fertility, mortality,
and international migration trends.

Figure 9: The Population pyramid for Indonesia in 2018 [37]
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The country stands great opportunities in the future, provided it avoids the middle
income trap that hinders it from shifting to become a fully developed nation. For instance,
Indonesia can learn from other countries such as South Korea that have invested in research
and innovation and higher education to develop a skilled workforce capable of generating
high technology products.

1.2.3. Economic Overview

Indonesia is critical to the economy of Southeast Asia, which is also a member of the
G20 group of economies. The country’s economy is on the rise, and the nation is taking a
rightful position as an attractive destination for foreign direct investment (FDI) [38].
Previously, Indonesia has been overlooked for other nations such as China and India.
However, investors cannot ignore the country that has favorable investment opportunities

due to its political stability, robust economic growth, and self-reliance. These characteristics
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have proved to be favorable after the country remained largely shielded from the global
economic crisis.

Indonesia was often mentioned as an appropriate candidate to be included in the BRIC
countries (Brazil, Russia, India and China). Another set of emerging economies - grouped
under the acronym CIVETS (Colombia, Indonesia, Vietnam, Egypt, Turkey and South
Africa) - also gained attention as its members have reasonably sophisticated financial
systems and fast-growing populations. Several years ago the combined gross domestic
product (GDP) of the CIVETS was predicted to account for half the global economy by
2020. However, since the prolonged global economic slowdown after 2011 we rarely hear
the terms BRIC and CIVETS anymore.

Another important example of international recognition regarding Indonesia’'s economy
are the recent upgrades of the country's credit ratings by international financial services
companies such as Standard & Poor's, Fitch Ratings and Moody's. Resilient economic
growth, low government debt and prudent fiscal management have been cited as reasons
for the upgrades and are key in attracting financial inflows into Indonesia: both portfolio
flows and foreign direct investment (FDI). These FDI inflows, which had been relatively
weak for Indonesia during the decade after the Asian Financial Crisis had seriously shaken
up the foundations of the country, showed a steep increase after the global financial crisis
of 2008-2009.

The Indonesian government under the leadership of Joko Widodo (who was
inaugurated as Indonesia's seventh president in October 2014) has implemented several
structural reforms that aim at long-term growth but cause some short-term pain. For
example, the majority of fuel subsidies have been scrapped successfully, a remarkable
accomplishment (as fuel subsidy cuts have always caused outrage among the population)
aided by the globe's low crude oil prices. Moreover, the government places high priority on
infrastructure development (evidenced by the sharply rising government infrastructure
budget) and on investment (evidenced by deregulation and fiscal incentives that are offered
to private investors).

The main Indonesian strangths representing Indonesian macroeconomical growth:

» Abundant and diverse natural resources

* Young, large and burgeoning population (rapidly expanding middle class)

* Political stability (relatively)

* Prudent fiscal management since the late 1990s

« Strategic location in relation to the giant economies of China and India

» Low labour costs

* Being an emerging market, there is a lot that needs to be built/developed

Indonesia is a market economy in which the state-owned enterprises (SOEs) and large
private business groups (conglomerates) play a significant role. There are hundreds of
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diversified privately held business groups in Indonesia (a tiny fraction of the total amount
of companies active in Indonesia) that - together with the SOEs - dominate the domestic
economy. As such, wealth is concentrated at the top of society (and not unoften there are
close links between the corporate and political top of the country).

Indonesia’s micro, small and medium sized enterprises, which together account for 99
percent of the total amount of enterprises that are active in Indonesia, are important too.
They account for about 60 percent of Indonesia’s gross domestic product (GDP) and create
employment to nearly 108 million Indonesians. This implies that these micro, small and
medium sized companies are the backbone of the Indonesian economy.

There are signs that Indonesia's economic growth is starting to accelerate again after
the economic slowdown in the years 2011-2015. Indonesia is a complex country that
contains certain risks for investments and experiences difficulties due to the nation's unique
dynamics and context [39].

Indonesia also finds itself at a key point in efforts towards transitioning from a low
income to middle income economy and a shift from a primary producer to a value-added
exporter and improvement towards a knowledge-based economy. Investment opportunities
seem ripe in major areas of Indonesia’s economy, ranging from manufacturing to
infrastructure and services. These trends in the nation offers a window of opportunity to
potential investors to join the economic market in one of the world’s fastest developing
region with strong fundamentals and a sweet spot future. The country has a young working
population and relatively stable inflation, high consumer spending and sustained economic
growth. The Table 1 shows a chart of Indonesian macro-economical statistics such as GDP
and others in millions of rupiah.

Table 1: Indonesian macro-economic statistics [40]

usD . Nominal GDP GDP PPP
Inflation . .
Year GDP exchange per capita (as per capita
. rate (%0)
(rupiah) % of US) (as % of US)
1980 60,143.191 627 18.0 5.25 5.93
1985 112,969.792 1,111 4.7 3.47 5.98
1990 233,013.290 1,843 7.8 3.01 6.63
1995 502,249.558 2,249 94 411 8.14
2000 1,389,769.700 8,396 3.8 2.32 6.92
2005 2,678,664.096 9,705 10.5 3.10 7.51
2010 6,422,918.230 8,555 51 6.38 9.05
2015 11,531,700.000 13,824 6.4 4.75 19.63

The manufacturing and processing sectors is the main economic sector in Indonesia

and contributes to around 24.3% of the GDP. Industries under this sector include food and
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beverages, machinery and transportation, textiles, and chemicals. The other major sector is
agricultural sector and is composed of farming, fishery, forestry, and plantation. Another
key sector is the trading and hospitality sector. The mining sector that contributes 11.9% to
the national GDP has also been one of the priorities in the country. This sector is mainly
composed of gas and oil mining.

The government owns good amounts of the industrial base since the occurrence of the
Asian financial crisis in 1997. Notably, the country was not adversely affected by the 2008-
2009 global financial crisis and its economy continued to grow. This is mainly because the
country’s exports account for a small proportion of the GDP [41]. Indonesia exports
appliances, rubber, textiles, and petroleum products and imports chemicals, food, and
machinery. Indonesia’s per capita GDP is $10,700 US according to 2015 statistics. The
country has an unemployment of 5.9% according to 2014 data. About 43% of workers are
employed in industry, and another 43% are in the service sectors. A 14% work in agriculture
[42] and 11% of the population live below the poverty line. In the capital Jakarta, 4% lived
below the poverty line in 2014 [2]. The Figure 10 below shows the significant improvement
of the Indonesian proverty during last 25 years (the year 2015 was last available data during
the preparation of analysis).
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Figure 10: Indonesian poverty development from 1990 — 2015 [43]
OECD Economic Survey Indonesia Overview Oct 2018, page 10

Indonesia has an economic growth of more than 6%, with a growing emphasis for the
government to attract more foreign investment to the overall investment to reach the
projected levels. The Figure 11 below, adopted from EU Indonesia Business Network,

shows summary of the nation’s export destinations.
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Figure 11: Indonesia export destinations [36]

Indonesia also focuses on improving the archipelago’s infrastructure. The government
has adopted the Public Private Partnership (PPP) scheme that offers investment
opportunities for the infrastructure projects to develop roads, power, railways, and utilities.
Indonesia is actively promoting the scheme as an incentive to promote foreign investment
in the infrastructure sector. Indonesia’s exports are expected to grow due to increased
demand of the country’s resources by China.

In the spite of these favorable features, Indonesia still faces several challenges in its
purpose to secure the business environment for investors and to sustain the economic
growth. For instance, there core issues ranging from excessive bureaucracy to corruption
are still hindrances for investors. [33] notes that Indonesia should tackle well-known
challenges such as excessive bureaucracy, corruption, infrastructure bottlenecks, and access
to capital. In addition, the government must address the impending skills gap. For instance,
Indonesia could develop private education market. Many business executives as well as
Indonesians in general regard corruption as a pressing issue facing the country.
Transparency International ranks Indonesia 100th out of 182 countries for freedom from
corruption and on the Figure 12 can see seen the world map overview.
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Figure 12: The world map of freedom from corruption 2018 [44]

According to the Ministry of Home Affairs of Indonesia, more than one third of all
local government leaders have be involved in corruption-related cases. Although the nation
has made efforts to reduce this pervasive challenge, some people argue that the motivation
appears to have weakened in recent years. Further, poor infrastructure and unqualified
human resources are hindering the country’s GDP from reaching the same levels enjoyed
by India and China. Currently, the country has around 391,000 kilometers of roads, 6,500
km railways, and 21,500 km waterways. The air transport network covers 652 airports to
ensure accessibility of the country’s islands either by sea or air. However, the current
infrastructure still needs to be developed to help achieve the projected economic growth.
Despite the presence of these challenges, the country is still taking slow but steady steps
towards overcoming them. Clearly, Indonesia has the fundamentals and potential to become
a leading economy in the world over the next few decades.

1.2.4. Legal Framework Overview and Government
Investment Policy

The Republic of Indonesia has a centralized government with a president who heads
both the government and the state. Notably, the country held its first direct presidential
election in 2004. The nation’s legislature consists of the People’s Consultative Assembly
responsible for constitution amendments and impeachment procedures for the president.
Further, the nation has a House of Representatives with 560 members tasked with the role
of creating legislation. Further, Indonesia has the 132 member House of Regional
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Representatives who offer input for the legislation that directly affects their regions. On the
other hand, the country has a judiciary arm that features the Supreme Court, the
Constitutional Court, and a designated Anti-Corruption Court.

In the past, the government of Indonesia has been introducing various measures
directed at promoting investments in the nation and improving the country’s regulatory and
economic environment. For instance, in 2007, the country amended the Investment Law to
offer insurance on matters such as equal treatment among investors, investment incentives,
ability to repatriate profit from Indonesia, and protection from nationalism. Additionally, in
2010, the government of Indonesia issued the Negative List of Investments to encourage
more foreign investors to enter in local business sectors. Thirdly, in 2008 and 2009, the
country amended Tax Laws to improve tax administration and minimize the corporate
income tax to a flat rate of 25% effective from 2010. Fourth measure taken by Indonesia
involved amending regulations in some fields such as mining and shipping to improve the
authorizing process and to attract more potential investors to the fields. The government
also developed an integrated service for regional and central governments to improve the
licensing process for companies and individuals investing in the nation.

In 2014, Indonesia had an investment target of US$222 billion. The government,
through the Capital Investment Coordinating Board (BKPM) actively promotes foreign
investment in the country and strengthening the investment climate through improving the
regulatory framework, developing infrastructure, and simplifying the licensing process.
Capital Investment Law No. 25/2007 is the main legislation governing foreign direct
investment in the country. The law covers the general investment policy that promotes equal
treatment of both domestic and foreign investors. However, despite this law requirement,
certain national interests are considered, such as the limitation on investment on certain
sectors that are reserved for developed local micro, medium, and small enterprises. Further,
the law focused on shortening the time required to do business in the country. It aims to
create a one-stop integrated service for both the central and regional government to simplify
the process of acquiring permits and licenses. This goal can be achieved using an online
portal for submitting applications. However, more development is required in the licensing
area to achieve a fully functional one-stop integrated service. Further, according to Law No.
25/007, a foreign investor can hire expatriates in certain positions after obtaining relevant
permits and committing to improve skills and expertise of local workers through training.
The government also ensures the right of an investor to repatriate profit from Indonesia in
the form of capital, dividend, loyalties, payment liquidation, or technical fees. However, the
government has a right to suspend the repatriation of profit if a foreign investor has an
unsettled liability within the country. Further, according to the law, some investment
facilities such as tax facilities can be allowed based on investment criteria. The government
also declares in the law that it will not perform nationalism of foreign investment unless
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based on the law. However, in case of nationalism, the government shall compensate based
on the market value.

The Indonesian Investment Law regulates FDI by granting a right of entry to foreign
businesses through a government licensing procedure principally controlled by BKPM. It
specifies that foreign investment shall be in the form of a limited liability PMA Company
incorporated in Indonesia, in which the investor goes into partnership with an Indonesian
person or entity as shareholders. Foreign investors can hold between 30% to 95% ownership
in various industries or even up to 100%, but this varies within sectors and business fields.

Foreigners are permitted to invest with no restriction onthe maximum size of the
investment, the source of funds or whether the products are destined for export or for the
domestic market. This is excepting in an industry sector which is listed as closed to foreign
investment on the Negative Investment List (“Negative List”) which attaches to the
Investment Law under Presidential Regulation. The principal starting position (not always
the case in practice) is that all industry or fields of business are open to foreign investment
unless mentioned otherwise in the Negative List. This is provided that certain conditions
are fulfilled and foreign investment in an industry is not also regulated in Ministerial or
other laws, regulations and decrees. To invest in Indonesia, an investor must first look at
the Negative List which is updated with policy changes every three years under the
Investment Law. As indicated, if a business field is not mentioned in the Negative List, it is

regarded as ‘open’ to foreign investment.

In general, conceptual terms, the following lines of business are not open to FDI in
Indonesia:

 those that are reserved for micro, small, medium enterprises and cooperatives,

 those for which a partnership is required,

« those for which certain shareholding arrangements are required,

 those that may be conducted only in certain locations,

« those for which a special license is required.

The underlying principle is that if a business within a certain industry can be capably
conducted by Indonesians, then that sector will be closed to foreign investment. Navigating
the Investment Law and Negative List together with other regulations, decrees or specific
industry laws that can interplay with, override or supercede each other is fraught with
danger. Professional advice is recommended together with consultation with government
officials at BKPM and/or relevant Ministries that regulate specific industries on how the
business field of particular target or business is categorized.

Negative List: Presidential Regulation No. 39/2014 on 24 April 2014 the GOI’s long
awaited modifications to the Negative List became effective under Presidential Regulation
No. 39/2014, revoking the previous Negative List under Presidential Regulation
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N0.36/2010. The 2014 Negative List did not provide for any real liberalization but a
tightening of foreign Investment restrictions in key sectors.

There has been closing or tightening of restrictions in oil & gas services, retail trade,
transportation, agriculture, small scale power generation, security services, trading and
logistics. There has been opening and some loosening in port facilities and energy,
pharmaceutical, fixed line telecommunications and various sectors for investors from
ASEAN member states, although these sectors are not typically where significant foreign
investment interest has historically been directed. A possible exception is medical clinics
and hospital services, and then only a nominal foreign investment limitation increases from
67% to 70% is given and then there are potentially unappealing geographical conditions.

Industry sectors where foreign ownership restrictions have been relaxed or sectors

opened up:

» New lines of business have been opened in Marine affairs and Fisheries and General
or “other manufacturing” where requirement for Indonesian partnership is
removed.

» Sectors now more open to foreign shareholding include:

- Pharmaceuticals (85% up from 75%),
- Venture Capital financing (85% up from 80%),
- Fixed line telecommunications (65% up from 49%).

« Foreign ownership which opened up or levels increased for ASEAN country
investors include market research; production of film promotion facilities
advertising; tourism and recreation (motels and golf courses); specialist medical
clinics, hospitals and nursing services.

« There is higher foreign ownership of 95% to 100% for PPPs.

 Port facilities and energy where there has been a tightening of limits or closure to

« foreign investment.

« Investment has been closed in sectors where in most cases the Negative List was
previously “silent” and the sectors thus open: Oil & gas construction, on-shore
(land) drilling and other supporting services; Retail trade across automotive, non-
mini markets or department stores, textiles, garments and toys, cosmetics, footwear,
electronics, food & beverage and e-commerce retailing as well as “alternative
trading” business fields. In practice, retailing has been closed to foreign investment
except for large scale hypermarket format. These new provisions formalize
positions being taken in practice by BKPM.

« The Foreign investment threshold has been reduced for small scale power
generation (1-10 MW), now 49%; and certain offshore oil & gas drilling services
business fields to between 49% to 75% (previously 100% and 95%).
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New restrictions have been imposed in various sectors previously excluded from
the Negative List and therefore are no longer 100% open to foreign investment:
- security services (49%),
- oil & gas construction, offshore drilling and survey services (49% - 75%),
- distribution, warehousing and cold storage has a new lower 33% limitation.
The general position taken by BKPM is that a PMA Company cannot sell
directly to end users but only through a 100% owned Indonesian distributor.
Onshore distribution here is being distinguished from import and wholesale
activity where foreign investors can take up to 100% ownership.

Introducing an Indonesian limited liability company is common form of operating as a
foreign investor in the country and all legal arrangements, including company registration,

business licenses, and other licenses are regulated and issued through the BKPM and the
foreigner investor has currently two possible option for company registration in Indonesia:

Foreign Direct Investment Company (PT. PMA) as a limited liability company —
which is called as PT. PMA (PerseroanTerbatas — Penanaman Modal Asing) based
on the laws governing PT. PMA establishment are UU No. 25 / 2007 of Capital
Investment as well as UU No. 40 / 2007 of Limited Liability Company. The
characteristics of PT. PMA are as follows:
- foreign ownership up to 100% (according to business field),
- minimum of two shareholders,
- minimum one director and one commissioner,
- minimum investment plan is US$1.2 million, with minimum paid-up
capital of 25%, which is equal to US#300,000,
- requires a business license and other licenses according to specific business
activities,
- the process of PT. PMA registration takes around 2.5 months, however a
PT. PMA enables the company to perform business activities in Indonesia.

Representative Office for foreign investors interested in exploring business
opportunities in the Indonesian market, a representative office might be an efficient
way to begin. To open a representative office, there should be an existing parent
company overseas to manage the representative office in Indonesia. Most
representative offices focus on conducting market research activities as well as
marketing and promotion through selling or buying agents. Some foreign investors
prefer to set up a representative office first to grow the market in Indonesia before
establishing a PT. PMA.
Advantages of a representative office:
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= can be owned 100% by foreign investors,

= no minimum capital requirement,

= no shareholder, director, commissioner requirement,

= set up process is relatively easy and quick, requiring about 1.5 months.

- Disadvantages of a representative office:
= Limited role or RO as supervisor, coordinator, and representative of parent
company in Indonesia, which is not allowed to conduct direct sales and
generate revenue in Indonesia, thus all financial transactions shall be
conducted through the parent company overseas [45]

Once the foreigner investor has established company in Indonesia the corporate tax
refers to a tax imposed on entity. The tax systems of most countries impose an income tax
at the entity level on certain types of entities such as companies or corporations. Many
systems additionally tax owners or members of those entities on dividends or other
distributions by the entity to the members. With regard to business set-up or company
registration in a country, investors may be imposed with company/corporate taxes because
most countries tax all corporations doing business in the country on income or, in some
cases, on several company activities in that country and Indonesia is no exception, as it
imposes both corporate taxes on companies doing business in Indonesia as well as personal
income tax for the employees with following details:

Corporate Income Tax

Generally, a flat rate of 25% applies. Public companies that satisfy a minimum listing
requirement of 40% (in Indonesia Stock Exchange/IDX) and other conditions are entitled
to a tax cut of 5% off the standard rate. Small enterprises with annual turnover of not more
than IDR 50 billion are entitled to a 50% discount off the standard tax rate, which is based
on the proportion of taxable income resulting in IDR 4.8 billion of gross annual turnover.

When gross turnover is below IDR 4.8 billion, the reduction applies to all taxable
income and thus will be applied as a final income tax with a rate 0.5 % of turnover. The
final tax article is PPh Pasal 4(2), a type of tax imposed on residents with several kind of
revenues, such as deposit interest, lottery, stock exchange transactions, etc.

For a company with revenues between IDR 4.8 billion — IDR 50 billion will be taxed
through article PPh 29 with a rate 12,5% of profits, while for companies with revenue over
IDR 50 billion the rate imposed will be 25% of profit. The tax rate for corporate income
exceeding IDR 100 billion is 30%, which is the maximum corporation tax rate.

Special tax rates apply to specific types of corporations:
- petroleum companies are subject to tax at a flat rate of 30% — 45%,
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- general mining companies are taxed at rates ranging from 30% to 45%,
depending upon the generation of their contracts with the Indonesian
Government.

If the investor established a Representative Office in Indonesia it is not allowed to
generate any revenue, hence any revenue received by the Representative Office should be
transferred directly to your corporate headquarters overseas.

This method may include Repatriation for Limited Liability Company (PT and PT
PMA) in transferring dividends to the shareholder overseas ,which will be subject to tax
article PPh 26* with a general rate of 20% of dividend or according to the Tax Treaty
between the countries involved, if applicable.

1.2.5. Indonesian’s Economic Master Plan

The Master Plan for Acceleration and Expansion of Indonesia’s Economic
Development (MP3EI) is a comprehensive policy roadmap released by the government in
2011, with an aim to help the country to become one of the ten largest economy in the world
through improving its per capita GDP from $3000 to $15,000 by 2025 [46, 47]. This plan
will be achieved through a set of methods that include identifying six distinct economic
corridors in Indonesia based on respective comparative advantages; improving human
resources, science and technology, and increasing the connectivity within Indonesia and
throughout the ASEAN region by investing in infrastructure [46]. The Committee on
Economic Development, Acceleration, and Expansion of Indonesia 2011-2025 (KP3EI)
have the mandate to coordinate the implementation of the MP3EI [47].

The economic master plan has been split into three phases namely quick-wins
implementation (2011-2015), strengthen economic and investment bases (2015-2020), and
sustainable growth implementation (2020-2025) [36]. The first stage focuses on
establishing a functioning MP3EI committee, preparing action plans regarding regulations,
debottlenecking, permits, infrastructure development, incentives, and implementation of
investment commitments (quick wins) [47]. Other objectives include establishing
international hubs such as airports and seaports, strengthening research and development in
every corridor, and human resource development for the main economic activities. Under
the second phase, the economic master plan is focused on accelerating the development of
long-term infrastructure projects, strengthening the innovation ability to increase
competitiveness of the main economic activities, improving economic governance in
various fields, and expanding the development of industries creating added value. The final
stage is focused on strengthening industrial competiveness to carry on global obligations
and challenges, and high technology adaption for future sustainable development. The stage
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agendas have been adopted from the Coordinating Ministry for Economic Affairs Republic
of Indonesia, Master Plan for Acceleration and Expansion of Indonesia Economic
Development in 2011.

1.2.6. Indonesia Industry Overview

Historically, Indonesia’s industrial sector has been content to the low target of its
sizeable domestic market for much of its output. In addition, the industry has been focused
on exporting primarily raw materials and low-value-added products to other regions.
However, in line with the evolution of the nation’s economy, there is a notable strategic
shift that has been accelerating for the past few years with the focus of diversifying the
industrial manufacturing sector and driving greater value from domestic resources, while
offering better jobs for the increasing population. Indonesia’s diverse industrial portfolio
contributes a great share of the country’s GDP, at 47.1%. Further, the industry sectors
provide employment of up to 18.6% of the total workforce in Indonesia. The two most
important sub-sectors of the industry are manufacturing and mining that have been major
pillars of the country’s economy since the 1970s. Although the manufacturing sub-sector
had been affected negatively after the Asian crisis in the late 1990s, the field remains
popular in Indonesia in terms of foreign direct investment. However, according to [48],
Indonesia is currently much more vulnerable to any economic shocks than before. The
reason behind this assumption is that since economic reviews started with the aim of
improving trade, banking, investment, and capital account liberalization that has integrated
Indonesia economy with the world economy. Secondly, even if at a decreasing rate, the
county is still dependent on exports of many primary commodities sourced from agriculture,
and mining among others. As such, Indonesia’s economy is sensitive to world demand and
price instability for the export commodities. Some of the major industries in the county
include petroleum and natural gas, rubber, footwear, mining, apparel, textiles, cement,
chemical fertilizers, plywood, automobiles, electronics, and tourism.

Notably, there is an opportunity for improvement to make the industry sector more
efficient and attractive to both domestic and foreign investors. For instance, the government
can improve on infrastructure to make production cost efficient and competitive. Further,
Indonesia should focus on eliminating corruption, legal uncertainty, and complicated
bureaucracy that jeopardize investor’s confidence in the market.

According to the data from 2011, Agriculture offers 42.1% of the total labor force,
and contributes more than 14% of the country’s GDP. The sector can be categorized into
food and non-food crops, animal products, horticulture, forest products, and fish products.
[42] notes that the role of agriculture in Indonesian economy remains crucial even though
the structural transformation process does not occur smoothly. Unfortunately, the strong
primary export base and favorable production system of major agricultural commodity
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exports have not been utilized in their full capacity, and it might be at risk for the future of
the nation’s economy at large. On the other hand, the performance of major agricultural
commodities for the last decade has been impressive, showing an increasing trend in
production. However, a decline in rubber is due to adjustment process in the world market
after a record high price of oil and gas during the world economic crisis in 2008.

Mining has always been a crucial sub-sector in Indonesian industry. It gained more
national and international attention in the 2000s after prices of commodities rose
significantly and when the country was recovering from the Asian crisis. Currently, the
country is a major producer of copper, coal, tin, gold, and nickel. Indonesia remains the
largest global exporter of thermal coal. Unfortunately, in the recent years, investment in the
mining sub-sector has been limited due to regulatory uncertainty that affects the investment
climate. In 2009, the Mining Law No. 4 was put into force to offer a conducive mining
investment climate that is environmentally friendly, foresees a large role of local
stakeholders, and promotes value-added processing within the state [49] notes that Law No.
4 revokes previously applicable Act Law No. 11 of 1967 that does not fit with the
developments and future issues, and it was centralized. The new law introduces a paradigm
shift in the control and management of mining to the states. Mining sector is key towards
driving the country’s economy since its contribution to the state revenue increases every
year. The government uses its power to influence the direction of mining in the country to
promote great industrialization and to ensure that the benefits of the economic activity flows
more to the local people [50]. However, the current reforms may not meet the stated goals,
but rather may result to an industrialization by foreign capital at the expense of local capital.

Demand for utilities in the country continues to grow with urbanization and
industrialization, especially in the energy and water sectors. The government is focused on
increasing power plants to meet power requirements in Indonesia. Water accessibility is
also a major concern for the new administration, and it is considering investing more to
boost the water infrastructure. Currently, there is a high demand for service providers and
consultancies in water and wastewater treatment [51], supply chain management, and
technology providers. According to [51], most households in Indonesia with access to
wastewater facilities rely on septic tanks. Renewable energy programs are also in demand,
especially in areas where current electricity infrastructure is lacking, and people depend on
diesel-fired generators that are expensive, inefficient, and not conducive for the
environment. For instance, the Celebs Island, the world’s eleventh largest, consists of six
developing provinces with 19 million people. As such, energy availability is an issue and
people depend on conventional fossil sources which is less appropriate because of their
detrimental impacts on the environment [52]. To support sustainable development and to
minimize the dependence of fossil fuel as a source of energy and to improve environment
sustainability, the government has established energy policies under the Presidential decree
5/2006 and the law 30/2007 to promote the use of renewable energy technologies, by setting
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a target of at least 23% of the power based on renewable sources in the energy plan in 2025
[52]. Indonesia has also shown a commitment to fight against global warming by ratifying
the Kyoto protocol and the Doha amendment to minimize greenhouse gas emission and
concentration in the atmosphere.

In the health sector, Indonesia has launched an ambitious plan to ensure that all
citizens can get the healthcare they need without undue pain [2]. This universal health
coverage is being developed and promoted by agencies such as World Bank and World
Health Organization (WHO) [53]. Accoridng to [2], the nationally determined poverty rate
of 11% understates the proportion who would be desperately had hit by a huge health
spending, at last count. Variation in income is reflected in health status. For instance, in
Maluku, with a provincial GDP of US$170 per person per year, fully 52% of children under
5 were stunted in 2013, which is double the fraction that suffered stunting in Riau Islands
Province with a per capita GDP of US$870 a year. Further, access to health services in
Indonesia are widely uneven. For instance, only 27% of pregnant women in North Sumatra
gave birth in a health center in 2014, compared with 97% in Bali. Since 1998, the country
has undergone drastic political changes. Initially, policy decisions were being made at the
central government in Jakarta. As a result, bureaucrats appointed by the center oversaw
service delivery at district and provincial levels. However, in 2001, responsibility for health,
infrastructural investment, and education was handed to district governments. This strategy
led to the changes in relationship between citizen and the state that had profound
implications for service provision and health financing [2, 54]. In 2012, Indonesia
announced that it would achieve the universal health coverage by 2019.

As the largest archipelago country in the world, Indonesia has a unique geographic
location, between two continents and two oceans. The unique position requires careful
strategies and places the country centrally among other countries. As such, these
characteristics means that Indonesia is vulnerable to security threats [55]. As a maritime
country, Indonesia is focused on creating security in the region, including maritime security
to support the nation’s interest as the Global Maritime Fulcrum (GMF). In the context of
international relations, the country prioritizes active and free foreign policy, guided by the
principle of peace and a passion for sovereignty and independence. Indonesia assumes that
its neighbors are friendly nations who have the same commitment in maintaining regional
stability and security. Indonesia works cooperatively within the region to encourage peace
and solve challenges in accordance with the United Nations Charter fundamental principles
[55]. National defence is managed involves a total defence system to meet the national
goals. The system involves all citizens in accordance with their functions and rules and in
line with the 1945 Constitution of the Republic of Indonesia.
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Indonesian selected sectors eleaboration:

1) Agriculture, forestry, and fishing

The consistent monsoon climate and almost even distribution of rainfall in Indonesia
make it possible for the same types of crops to be grown throughout the country. Less than
one-fifth of the total land surface, however, is devoted to crop cultivation. Most agricultural
land is dedicated to rice or to various cash crops. Intensive cultivation is restricted to Java,
Bali, Lombok, and certain areas of Sumatra and Celebes. In Java much of the land of the
northern coastal and central plains is planted with rice. In the drier section of eastern Java,
crops such as corn (maize), cassava, sweet potatoes, peanuts (groundnuts), and soybeans
dominate the small farms, although such cash crops as tobacco and coffee also are grown
on plantations.

Development in Sumatra and in the outer islands is less intensive and consists primarily
of estate-raised cash crops. Sumatra accounts for a major portion of the total area under
estate production, and most plantations are in the island’s northeastern coastal region.
Around Medan there are extensive plantations producing tobacco, rubber, palm oil, kapok,
tea, cloves, and coffee, none of which is native to the region. Rice, corn, and cassava are
grown in the Padang area in the west and around the oil fields near Palembang in the
southeast.

Since the late 20th century there has been a shift from rice toward less-demanding
subsistence crops, such as cassava. Rice has remained the cornerstone of small-scale
agriculture, however, and increased production of it has been an important aim of every
economic development plan. The government intervenes in the marketing of rice to
maintain production at an economically viable level. Various “mass guidance” (bimbingan
massal) schemes to broaden the availability of credit and to promote the use of fertilizers
and high-yielding varieties have increased rice output. Although the country is self-
sufficient in rice production, there has been a persistent tendency since the late 1990s to
import additional rice.

Private enterprises have joined the government in developing Indonesia’s palm oil and
sugar industries, as well as its fisheries. Large-scale agribusiness is becoming a more
important component of the country’s economy, with increasing government investment.
Export of cultivated shrimp from sizable farms in western Java and southern Sumatra has
been a boon to middle-sized businesses. Milkfish also are bred through aquaculture. Scad,
tuna, and mackerel are the primary products of open-sea fishing.

Indonesia has some of the world’s largest tracts of exploitable tropical forest, especially
in Kalimantan and Papua. There are several small areas of deciduous forest and plantations
(mostly teak), but most of the trees are evergreen tropical hardwoods. The production of
plywood and veneers has become important for both domestic consumption and export.
Major timber operations are located primarily in Kalimantan but logging also occurs on the
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other large islands; legitimate companies as well as illegal loggers target certain species,
such as meranti (a subspecies of the genus Shorea), which yields an easily workable,
relatively lightweight reddish wood. Teak is extracted mainly from Java.

Since the 1960s the timber industry has grown rapidly, but it has caused considerable
damage through deforestation. Also a threat to the environment are frequent large-scale
forest fires, most of which stem from “slash-and-burn” (swidden) subsistence agriculture or
government clearing for plantations; these fires not only destroy vast areas of vegetation
but also generate haze that frequently reaches as far as Singapore and peninsular Malaysia.
Deforestation and air quality issues prompted environmentalists to urge the Indonesian
government to curtail clear-cutting of trees, to control burning, and to implement
reforestation programs [56].

2) Resources and power

Indonesia has a large, and in many cases unprospected, variety of mineral deposits.
Mining, including the extraction of oil and natural gas, accounts for roughly one-tenth of
the country’s GDP, and through exports and taxation it contributes substantially to foreign-
exchange earnings and development. The mining industry employs only a tiny fraction of
the workforce, however.

Fossil fuels, including petroleum, natural gas, and coal, constitute a major source of
revenue. They are produced primarily in Sumatra and Kalimantan and from offshore sites
in the Java and South China seas. Although refinery production since 1968 has been in the
hands of the government-owned petroleum company Pertamina, foreign oil companies
operate under a production-sharing formula. Under this arrangement, the ownership of oil
resources remains with the government of Indonesia, and the foreign companies act as
contractors, supplying the necessary capital. Since the last decades of the 20th century,
Indonesia has greatly expanded its production of coal, to become one of the world’s leading
exporters. The sale of liquefied natural gas is also increasingly important.

In addition to its hydrocarbon reserves, Indonesia’s mineral resources contribute
significantly to the economy. The country is one of the world’s largest producers of tin,
deposits of which are found on the islands of Bangka, Singkep, and Belitung and off the
southwestern shore of Kalimantan. Bauxite is mined mostly on the Riau Islands and in
western Kalimantan and is processed at an aluminum smelter—the first in Southeast Asia—
at Kualatanjung in northern Sumatra. Celebes, Halmahera and other islands of the
Moluccas, and Papua are sources of nickel. Manganese is present in central Java and on
Sumatra, Kalimantan, Celebes, and Timor. Major copper deposits are mined in the
Jayawijaya Mountains of Papua; smaller deposits have been found in Sumatra, Java,
Kalimantan, and Celebes. Most of Indonesia’s gold comes from Papua.

The bulk of Indonesia’s electrical power is generated from fossil fuels. Until the late
20th century, most of the the country’s power was provided by oil or gas. As the government
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stepped up its production of coal, however, it also strove to increase the domestic use of
that resource. By the early 21st century, less than half the country’s power stations were
fueled by oil or gas. Many plants were coal-driven, some were hydroelectric, and a small
portion of plants were powered by geothermal sources [56].

3) Manufacturing

In the early 1970s import substitution (replacement of foreign-produced goods and
services with those produced domestically) and support for the agricultural sector were the
two major aims of industrial policy. Import substitution was geared to commaodities such as
food, textiles, fertilizers, and cement, and this required consistent government protection
and controls. This policy proved to be both inefficient and expensive, however, and
following the sharp decline in oil revenues in the 1980s, reforms were introduced to increase
the competitive position of Indonesian manufactures in international markets. The
government launched a series of deregulations and encouraged domestic and international
private investment. Although many companies remained in government hands, the state
also participated in joint ventures with the private sector.

As a result, the manufacturing sector has become the single largest contributor to the
economy, constituting well over one-fourth of GDP and employing just over one-tenth of
the labour force. A significant proportion of production is handled by medium- and small-
scale privately owned enterprises, which supply consumer goods. Small-scale workshops
manufacture such consumer goods and general products as furniture, household equipment,
textiles, and printed matter. Since the mid-1980s there has been a major shift toward
developing large-scale and high-technology industries, such as telecommunications and
electronics; automobile manufacturing has expanded especially rapidly in the 21st century.
The centre of private industry is in western Java, although considerable development has
taken place in Jakarta.

One of the country’s principal industries based on imported raw materials is textile
manufacturing. Spinning mills are largely state owned or in the hands of foreign companies,
while weaving and finishing factories, which are centred in Bandung, are generally small-
scale and privately owned by local entrepreneurs. Batik production—an Indonesian method
of hand-dyeing textiles—is concentrated in central Java. Although production of batik
remains a major cottage industry, there are several larger-scale operations [56].

4) Finance
Bank Indonesia, the central bank, is responsible for issuing the rupiah, the national
currency. Other major government-owned institutions include the state savings bank, banks
specializing in rural and industrial development, and a large commercial bank with overseas
branches. Each bank is diversified and operates independently. Private domestic banks and
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foreign banks also operate in Indonesia. Nonbanking financial institutions are restricted.
Indonesia has stock exchanges in Jakarta and Surabaya.

Generally, the aims of the government’s credit and fiscal policies have been to provide
the conditions for private incentive within the context of financial orthodoxy. Before the
1980s, Indonesia’s capital market had been limited to the state-dominated banking system.
Subsidized credit and interest rates were used in accordance with general government
priorities, and a credit ceiling was imposed to ensure monetary stability. The credit ceiling,
however, resulted in excess reserves held by state banks and ultimately triggered a
restructuring and deregulation of the banking system.

In 1983 a reform package decontrolled the interest rate and abolished the credit ceiling
system. Further reforms in 1988 liberalized licensing for new banks and lowered reserve
requirements. The result was a dramatic expansion in the number of private banks, their
branches, and the banks’ share of total deposits. The Jakarta Stock Exchange also
experienced explosive growth.

The surge, however, was accompanied by a rise in interest rates (both for deposits and
for lending), which effectively stifled domestic investment. To curb inflation, Bank
Indonesia tightened the money supply, a move that further destabilized the country’s
financial sector. When the Asian monetary crisis struck in 1997, Indonesia’s banking
industry was among the first casualties.

In 1998 the government established the Indonesian Bank Restructuring Agency (IBRA)
to extricate the financial sector from its monumental debt. IBRA accomplished this task
largely through the closure and consolidation of financially precarious banks. The
remaining banks then prioritized households and small businesses in their lending, which
stimulated growth in the domestic private sphere. By 2004 the banking sector had stabilized,
the country had returned to a general pattern of economic growth, and IBRA was
dissolved—on schedule [56].

5) Labour

Indonesia’s industrialization has not produced strong organized labour. This is
attributable in part to a surplus of labour in the job market; most lower-class Indonesians
work in traditional, informal, and marginal jobs. Political repression under the Suharto
presidency (1967-98) also discouraged politically motivated associations of workers.
Rather, the government sought to incorporate functional groups such as those of farmers
and fishermen into a quasi-governmental political party [56].

6) Transportation and telecommunications
Because Indonesia is an island country, sea transport plays a key role in the movement
of raw materials and agricultural products from their sources to markets. Although the
physical nature of the country has favoured the development of strong sea links for freight
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and strong air links for passengers, many parts of Indonesia have not been adequately served
by the transport network, a factor that has critically hampered economic development. The
rapid expansion of telecommunications networks, however, has helped mitigate the
insularity of some regions.

Road transport is the dominant mode of transportation on Indonesia’s islands,
especially the smaller ones, such as Java, Bali, and Madura. Some three-fifths of the
country’s roads are paved, and most of these are on Sumatra, Java, and Bali, where the
network of highways meets traffic needs in most areas. Much of the remaining paved
mileage is on Madura, Lombok, and Celebes. Western and central Kalimantan have some
good roads, but in Papua road transport has not developed evenly, owing to the size of the
territory and to the government’s budgetary constraints.

Road traffic has been on the rise as roads have improved and as ownership of
automobiles and motorcycles has increased. Trucks and intercity buses, operated by private
enterprises, are central to the transportation system; using ferries to cross between islands,
some cover distances as far as that between Medan in northern Sumatra and Surabaya in
eastern Java. For traveling shorter distances, especially in the urban and semiurban areas,
smaller buses and minivans are popular. In the larger cities, taxis are readily available, but
most people opt to drive their own car, take a motorcycle, or, as a less expensive alternative,
ride one of several types of minivan redesigned to accommodate additional passengers. The
least expensive urban transportation services are provided by individual entrepreneurs who
drive a single passenger on the back of a small motorcycle. In most towns, the becak
(pedicab, or pedaled trishaw) remains a prominent feature of the streets, although this mode
of transport is technically prohibited in Jakarta.

The railway, run by a public enterprise, operates mainly on Java and Madura, with less-
extensive service on Sumatra. The demand for train services has remained strong, although
geographic features limit the expansion of the railroads. Comfortable, reliable rail transport
between major towns in Java has become a popular alternative to intercity buses and
airlines.

Most of the major population centres are close to the sea, where they can be served and
linked by coastal and interisland shipping services. The adjacent seas are relatively calm
because Indonesia is outside the belt of typhoons and high winds, and, even where docking
facilities are not available, it is usually possible for ships to anchor and discharge and load
from lighters and other craft.

There are numerous ports, some of which have facilities and water depths that allow
large vessels to load and unload at quayside. The major dry-cargo ports are Tanjung Priok,
the outport of Jakarta; Tanjungperak, the outport of Surabaya; and Belawan, the outport of
Medan. Palembang, in southern Sumatra, is the major petroleum port. Other major ports
include Semarang and Cirebon on Java, Telukbayur (the outport of Padang) on Sumatra,
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Manado on Celebes, Ambon in the Moluccas, Jayapura in Papua, and Banjarmasin on the
south coast of Kalimantan.

Although Indonesia has scores of airports, few of them offer international service. Most
international flights operate out of Jakarta and Yogyakarta in Java, Medan in Sumatra,
Denpasar in Bali, and Balikpapan in Kalimantan. Major cities in Sumatra and Celebes also
have limited service to Singapore and Malaysia. Scheduled services are provided by several
companies, the most important of which are Garuda Indonesia (the national airline) and the
privately owned Lion Air, both of which offer domestic and international flights. Merpati,
also state owned, offers domestic service only [56].

7) Telecommunications

Since the late 1970s, immediate links between distant places in Indonesia have been
established through telecommunications technology. The use of satellites, purchased by
Indonesian public and private telecommunications companies, revolutionized the system.
A unique solution to the general lack of telecommunications facilities was the establishment
of neighbourhood wartel (“telephone shops’), where customers can make domestic or
international calls and send or receive faxes for a time-based fee. However, with the rapidly
expanding use of cell phones—which has far outstripped that of standard telephones—the
wartel are playing a less critical role in the Indonesian telecommunications system. An
increase in Internet usage has been attributable largely to the introduction of warnet
(“Internet shops™) in major cities. Like wartel, these shops typically charge by the length of
time used [56].

1.2.7. Indonesia’s Special Economic Zones

Indonesia started to liberalize its trade regime form the mid-1980s, through the first
reduction in tariff lines and slow tariffication of nontariff barriers. Other reforms such as
fiscal policies, financial deregulation, and tax reforms followed. Another wave of trade
liberalization started in the beginning of 1990s when Indonesia entered formal multilateral
agreements to apply bidding tariff ceilings of maximum 40% on 95% of the country’s
products [6]. Recent free trade agreements such as the China Asean free trade agreement in
2010 are considered by some economists as having an adverse impact on Indonesia’s
industrial sector since the nation’s products are unable to compete with commodities
produced in China. Free Trade Zones, therefore, result in massive influx of cheaper foreign
products on the local market and can disrupt local Indonesian economies. It is critical for
the industry sector to become more effective and efficient in both the production process
and logistics.

The National Council for Special Economic Zone (SEZ) was founded to implement
Special Zone development policy designed through the Presidential Decree No. 8/2010 with
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amission to establish effective and sustainable Special Economic Zones (National Secretary
of Special Economic Zones). [57], state that SEZs are spatially delimited areas within an
economy that function with administrative, regulatory, and often fiscal regimes that differ
and are more liberal than those of the domestic economy. According to the authors, the
components of the term SEZ can be broken down to special, economic and zone. Special
components refer to the regulatory regime that differentiates the specific zone from the rest
of the region’s economy (Roux & Schoeman, 2016). Economic component refers to the
nature of activities that are allowed within the specific zones. The zone is the physical or
legally restricted economic space contained within a specific area [58]. The mission of the
National Council for Special Economic Zone (SEZ) is to provide technical support in
drafting regulations and rules, and technical and operational guidelines to guide in the
implementation of the Special Economic Zones. Further, the council provides technical
support for the preparation of SEZ policy implementation and develop an accountable and
transparent information system on the implementation of SEZ. Finally, the National Council
for Special Economic Zone facilitates discussions and negotiations between the SEZ and
Business entities.

One of the most important economic zones in Indonesia is the Batam Island that has
attracted substantial amounts of investment and contributed to the success of Indonesia’s
industrialization strategy [57, 59]. It was established in the 1960s as a logistic center for gas
and oil storage and distribution. The island’s strategic location promoted the development
of Batam that started in 1973 and the government proclaimed it as an industrial zone. The
establishment of Export Processing Zones (EPZs) in May 1986 was a crucial step towards
promoting exports since the initiative allowed for the exemption of import and export duties
and a drawback scheme that allowed export-oriented companies to acquire inputs. The
establishment of EPZs was a critical strategy in encouraging exports by both domestic and
foreign investors [59].

Additionally, the Investment Coordinating Board (BKPM) focuses on encouraging
investment through SEZs [57]. According to Roux and Schoeman (2016), Indonesia has
successfully established SEZs which have contributed to the economic development of the
country. However, BKPM discovered that the regulations and policies in SEZ often did not
support investment. Instead, the licensing process hindered. Permits for industrial
development have to be submitted by investors before starting construction of production
activities. Moreover, the permits could take several months or years before approval. As
such, it is expected SEZ should eliminated licensing issues too allow investors to only
submit the principle permit first and they can start business activities simultaneously while
preparing other permits. Apart for easy licensing process, in 2016, the government held a
socialization to focus on SEZ to increase the ease of investment in the field of customers
and taxation. In SEZ, the government provides guarantee for the availability of labor.
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Further, the administration assured the ease in immigration processing, licensing and land
ownership [59].

Industrial parks offer a cost-effective approach to increase access to basic infrastructure
and ensure that production can be carried out in an effective and efficient way [57, 58].
They are located throughout the country, and they have become more targeted recently.
They are specializing in select industries and providing investors with the resources,
utilities, and connections to transport networks required to improve the production process.
On the other hand, special economic zones (SEZs) in Indonesia are open to foreign investors
[30]. They offer investors access to preferential regulatory infrastructure and taxation with
the aim of channeling investment and development to certain locations. Currently,
Indonesia has nine SEZs, with a projection of developing 25 by 2019. The current SEZs
include SEZ Tanjung Kelayang, SEZ Tanjung Lesung, SEZ Maloy Batuta Trans Klimantan,
SEZ Mandalika, SEZ Mangkei, SEZ Palu, SEZ Mototai, SEZ Tanjung Api-Api, and SEZ
Bitung.

To facilitate and promote investment in the economic zones and industrial parks, the
government has instituted a set of incentives for potential investors setting up businesses at
the special economic zones. Foreign investors operating in Indonesia’s SEZs stand to gains
from various preferential policies if they meet the funding requirements. Incentives include
income tax reductions from 20-100 percent for up to 25 years. Other incentives include
VAT exemptions on the import of raw materials and on manufactured goods sold within
the country. Further, foreign investors can obtain land rights for up to 30 years and further
extend by a decade. Should an investor face trouble when investing in the country, there is
a modern facility offered by the government that can help in resolving such issues. The Held
Desk is a new breakthrough from the SEZ board that helps investors solve their problems.
The facility also helps the government keep their initial promise made to investors when
they came to Indonesia with the promise that operating in SEZs will be easy and efficient
[47].

Notably, SEZ was established as a region in where different companies and industries
can establish and thrive. The area serves as a center for economic growth that drives a region
and has the power to influence nationally. SEZ is usually set in regions with a high
saturation in manpower. The regions act as attraction points for investors who wish to invest
in developing areas. SEZ can improve Indonesia’s infrastructure development [47]. The key
focus of SEZs is to develop rural and less industrialized regions [60]. As such, it might be
a challenge for investors to set up their businesses in such areas due to poor infrastructure,
unreliable power supplies, and unavailability of skilled labor. Understanding the nature and
features of industrial parks and SEZs is crucial in mitigating the cost of lagging
infrastructure. The Figure 13 below can be used to study and identify the key industrial
parks and specific economic zones in Indonesia.

35



> a Sel Mangkei

u a Morotal
i oY ek i Bitung
o - Q) a S| a Sorong
Tanjung Api-apl Sl T Tanjung Kelayang y o
Q
Tanjung Lesung 'Y\
U T masia

%° @

Figure 13: Special Economic Zones and Industrial Parks in Indonesia [34]

(Legend:

A - North Sumatra (Medan Industrial Area, Medan Star Industrial Estate, Pulahan Seruai Industrial
Estate),

B - West Sumatra (Padang Industrial Park),

C - Riau (Industrial Park Dumai, Industrial Park Tanjung Buton),

D - Batam (Batamindo Industrial Park, Bintang Industrial Park, Kabil Integrated Industrial Estate,
Panbil Industrial Estate, Puri Industrial Park 2000, Tunas Industrial Park, Union Industrial Park,
West Point Maritime Industrial Park),

E - Bintan (Bitna Industrial Park),

F - Jakarta (Cilandak Commercial Estate, Pulogadung Industrial Area, Nusantara Bounded Zone),

G - Banten - Cilegon (Cilegon Industrial Area, Jababeka Industrial Estate),

H - Banten - Serang (MGM Cikande Integraded Industrial Park, Modern Cikande Industrial Estate),
| - Banten - Tangerang (Cikupamas Industrial Estate & Warehouse, Millenium Industrial Estate,
Bumi Serpong Damai Techno Park),

J - West Java - Bogor (Cibinog Center Industrial Estate, Sentul Industrial Area),

K - West Java (Rancaekek Industrial Area),

L - West Java - Karawang (Bukik Indah Industrial Park, Kajung Industrial Area, International
Industrial City Area, Mitrakarawang Industrial Area, Suryacipta City of Industry, Daya Kencanasia
Industrial Park),

M - West Java - Bekasi (Bekasi International Industrial Estate, East Jakarta Industrial Estate,
Greenland International Industrial Center, Jababeka Industrial Estate, Gobel Industrial Estate,
Indonesia China Intergated Industrial Area, Lippo Cikarang Industrial Park, Maruda Center),

N - West Java - Purwakarta (Lion Industrial Area, Kota Bukik Indah Industrial City),

O - Central Java (Candi Industrial Area, Tugu Wijaya Kusuma Industrial Area, Terboyo Semarang
Industrial Area, Wonogiri Industrial Area, Bugangan Baru Semarang Small Industrial Community,
Bukik Semarang Baru Industrial Park, Tanjung Emas Export Processing Zone),

P - East Java (Gresik Industrial Area, Ngoro Industrial Park, Surabaya Industrial Estate RungKut),
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Q - East Kalimantan (Kaltim Industrial Estate, Kariangau Industrial Area),
R - South Sulawesi (Makasar Industrial Area),
S - Central Sulawesi (Palu Industrial Area))

1.3. Export to Indonesia

Indonesia is a country of big numbers and opportunities. It has more than a quarter of
a billion citizens and it is the world’s fourth most populous nation and the largest in South
East Asia. The current 16th largest economy in the world has been projected to be seventh
largest in the world by 2030, overtaking Germany and the United Kingdom [33]. Chapter
related to the export to Indonesia describe its current situation in several divided sections.

1.3.1. General Overview

It takes patience and perseverance to establish and do business in Indonesia [33] notes
that for Indonesia to meet its ambitious growth and development targets and attract
international investment, it must do more. Companies invest time and resources in regular
visits in order to see returns. Notably, the country offers benefits to nations exporting to
Indonesia. The country has a growing middle class, largest economy in the region, and
strong domestic consumption. Some of the strengths of the Indonesian market include a
population increasing by 4.5 million annually, high production of working age people,
political stability following the shift to democracy in 1998 and abundance of natural
resources. McKinsey Global Institute report indicates that most international businesses and
investors know that modern Indonesia boasts a substantial population and a wealth of
natural resources [33]. However, foreign investors should be prepared for complex
bureaucracy, lack of transparency, high logistics costs, unpredictable legal and regulatory
environment, and poor infrastructure. In 2015, Indonesia exported $161B and imported
$139B, resulting in a positive trade balance of $21.7B. The country’s top imports include
machinery and equipment, electronics, chemicals, foodstuffs, and fuels. The country’s
favorite import partners include China, Japan, Singapore, U.S., Thailand, and Malaysia.

With approximately 54,000 kilometers of coastline owning to its geographical
structure, the country has several seaports such as Sungai Pakning, Port of Padang, Port
Tegal and Tuban in Java. The country’s main airports included Soekarno-Hatta Airpot in
Jakarta, Juanda Inernational Airport in Sedati, Sidoarjo, and Ngurah Rai International
Airport in Bali.

Duties in Indonesia vary between nil to a maximum of 40%. However, they can
increase up to 90% for some products such as alcoholic drinks. The average duty across
import products, excluding agriculture, is 10%. There is also an additional value added tax
(VAT) of 10% on all imports. The government has documented classification and
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codification of different categories of services and goods imported, as well as the duties
charged. Roads, waterways, air, and rail support the supply of imports. Indonesia has
approximately 340,000 kilometers of road, with 95% of the national road network being
paved. Moreover, there are 10,000 kilometers of navigable waterways, and about 300 public
ports, 43 of which are service international liners. The country’s maritime transport is a
prime means of conveying goods and people. Cleary import and export in the country is
supported by efficient and reliable infrastructure.

In addition, shopping centers and convenience stores are getting popular in Indonesia,
with franchisees becoming common. The trend shows that the country is a fast-expanding
marketplace open to trade and foreign joint ventures. Successful trade relations with the
country requires a thorough knowledge of the local consumer needs, the company’s
products, value proposition, and techniques to reach to the consumer.

1.3.2. World Export into Indonesia Overview

A look at Trading Economics Portal shows that imports to Indonesia jumped 54.02
percent from a year earlier to 13.89 USD billion in July of 2017, following an upwardly
revised 17.40 percent fall in the prior month and way above the market estimates of a 30.04
percent increase. Purchases on gas and non-oil surged 44.31 percent to 12.11 USD billion
and the oil and gas went up by 11.12 percent to 1.78 USD billion. There was a sharp increase
in imports in July 2017 compared to June. Inbound shipments soared 39.0 percent. Notably,
imports to the country averaged 3302.5 Used Million from 1959 until 2017. However, it
reached an all-time high of 17416.99 USD Million in 2013 July, and a record low of 21
USD million in September 1959. The main indicators for trading with Indonesia of goods
and service are shown in a Table 2, Figure 14, Figure 15 and Figure 16 below.
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Figure 14: Indonesia imports and exports with the world for goods [62]

38



Imports - Exports - Balance

27.4

Bio €

2014 2015

Figure 15: Indonesia imports and exports with the world for services [62]
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Figure 16: Indonesian trand of Balance of Trade between 2010 - 2019 [63]

Table 2: Indonesia trade indicators [64]

Indicator Source Unit 2012 2013 2014 2015 2016
] Millions of
Population . . 245 249 252 255 259
inhabitants
Billions of
GDP 715 690 671 776 842
euros
GDP per capita Euros 2914 2,774 2,660 3,038 3,256
Real GDP growth % 6.0 5.6 5.0 49 5.0
Inflation rate % 4.0 6.4 6.4 6.4 35
Current account halance % of GDP 2.7 3.2 -31 -20 -18

A Figure 17 below shows import statistics to Indonesia in Million USD.
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Figure 17: Indonesia Imports [65]

A historical analysis shows that from 2004 to 2012, imports to Indonesia have tripled,
as more citizens in the country entered middle class and promoted higher purchases of
consumer goods and oil. However, starting mid-2013, weak domestic consumption,
investment, and low commodity prices have caused a decline on the country’s imports.

[66] notes that the country imported US $ 135.7 billion worth of commodities and
services from around the globe in 2016. This is an increase by 40.1% since 2009 but decline
by 4.9% from 2015 to 2016 figures. The author also notes that Indonesia’s top ten imports
accounted for about two-thirds (64.6%) of the overall value of the product purchases from
all around the globe. The country’s imports represent 0.8% of the total global imports that
totaled $16.473 trillion in 2016. From a continental perspective, 73.4% of the nation’s total
imports by value in 2016 were purchased from other Asian countries, while 9.9% was
supplied by European nations. 6.5% goods originated from North America while only 2.6%
imports were purchased from African exporters. Given the country’s population of about a
quarter of a billion people, the total $135.7 billion in 2016 imports translates to an average
of $500 in yearly product demand from everyone in Indonesia. A Table 3 below shows the
top tem product groups with the highest dollar value in import purchases in Indonesia in
2016. The table also shows the percentage share of each product category, represented in
terms of overall imports to the country.
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Table 3: Indonesia’s top ten imports 2009-2016 [66]

Amount in billions Percentage of total

Product Category USD imports g
Machinery, including computers 21.1 15.5%
Mineral fuels including oil 19.3 14.2%
Electrical machinery and equip 154 11.4%
Plastic and plastic articles 7.0 5.2%

Iron and steel 6.2 4.6%
Vehicles 5.3 3.9%
Organic chemicals 4.8 3.5%
Cereals 3.2 2.4%
Articles of iron or steel 2.9 2.2%

Food industry waste, animal fodder 2.5

1.8%

[66] notes that plastics category was the fastest growing among the top ten import
categories, up by 117.6% over the 7 year period starting in 2009. Cereals were second in
place, up by 111.9% with products such as wheat, rice, buckwheat, and corn. Trailing

cereals were the country’s imports of food industry waste and fodder that delivered the third

greatest uptick, up by 47.7%.

Further, in 2016, Indonesian importers spent the most on specific sub-categories of

machinery as shown in the Table 4.

Table 4: Top machinery sub-category imports in 2016 [66]

Machinery Sub-Category

Amount in billions USD

Computers and optical readers

Printing and machinery
Machinery parts

Liquid pumps and elevators
Miscellaneous machinery
Air or vacuum pumps

Centrifuges, purifiers and filters
Taps, valves and related appliances

Temperature change machines

Steam and vapor turbines

1.6

1.0

896.6
789.7
771.6
766.8
763.7
742.4
670.9
641.5

Notably, among these sub-categories, the country’s purchases of miscellaneous
machinery went up by 126.3% while centrifuges, purifiers, and filters went up by 123.6%.
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The amounts and percentage gains presented in Table 5 clearly shows the strong demand
for different types of machinery imported among businesses and consumers in Indonesia.

In 2016, the country’s importers spent most on the following sub-categories of
electronic equipment.

Table 5: Top ten sub-categories of electronics import in 2016 [66]

Product Category Amount in billions USD Percentage gains
Phone system devices, smart phones 4.2 Up 370.1%
Integrated circuits, micro assemblies 1.5 Up 30.9%
Lower-voltage switches and fuses 1.0 Up 82.8%
Insulated wires and cables 829.6 Up 84.2%
TV/ Radio/ Radar device parts 816.5 Down -37.6%
Electrical converters and power units ~ 550.0 Up 38.8%
Electrical optical circuit boards, panels 461.7 Up 75.9%
Electrical motors and generators 377.6 Up 35.2%
Electric generating sets, converters 374.0 Up 30.8%
Solar power diodes, semi-conductors ~ 373.4 Up 22.4%

1.4. EU Exports to Indonesia

The EU and Indonesia have both an Important Market therefore extensive market
opportunities for countries like Indonesia in the European Union and vice versa.

As a single entity, the European Union is the world’s largest economic power,
accounting for nearly 30 percent of total world output and outranking the total gross
domestic product (GDP) of the United States, and of Japan and China combined. With the
value of total trade equal to more than 40 percent of GDP, the European Union’s openness
to trade is more than three times greater than that of either the United States or Japan.

From Indonesia’s perspective, there are two important differences among the 27
member countries of the European Union. The first is the large variations in the size of
member countries in terms of their domestic markets and importance of external trade to
their economies; the second is the considerable variation that occurs in consumer
purchasing power across the countries. Under these conditions, the European and
Indonesian exporters and importers have a wide range of market opportunities when
looking for markets of different sizes, openness to foreign trade, and with consumer
preferences [67].
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1.4.1. Overview of cooperation between EU and Indonesia

There were successful exploratory discussions in April 2016 to further deepen EU-
Indonesia trade and investment relations. Negotiations for an EU-Indonesia free trade
agreement was also launched in July 2016 to facilitate trade and investments. The
agreement covers a broad range of issues such as tariffs, non-tariff barriers to trade, trade
in investment and service, trade aspects of public procurement, intellectual property rights,
competition rules, and sustainable development. Indonesia is not a main partner in EU trade,
and data on 2012 trade shows that Indonesia ranked 24" among EU’s import partners and
contributed merely 0.9% of EU imports. After signing a PCA, trade relations between the
EU and Indonesia have indicated a steady improvement as visible at Figure 18, Figure 19
and Figure 20. The expansion of trade between Indonesia and EU would depend on the
interests of business communities from both sides and the support from governments [68].
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Figure 18: The comparison of Indonesian and European Union Export between 2014 - 2018
in Million USD [69]
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Figure 19: The comparison of Indonesian and European Union Import between 2014 - 2018
in Million USD [69]
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Figure 20: The comparison of Indonesian and European Union Balance of Trade between
2014 — 2018 in Million USD [70]

1.4.2. Indonesia as ASEAN Member

Indonesia is one of the 10 members of the Association of South East Asian Nations
(ASEAN), and represents the largest and most populated economy with 250 million people
and 36% of the ASEAN GDP. It is the sixth country in the region to start negotiations for a
bilateral Free Trade Agreement (FTA) with the EU, after Singapore and Malaysia in 2010,
Vietnam in 2012, Thailand in 2013, and Philippines in 2015. Such bilateral Free Trade
Agreements between ASEAN and the EU will serve as building blocks towards a future
EU-ASEAN agreement, which remains a key objective of the EU.

As a whole, ASEAN ranks as the eighth economy in the world. It is EU’s third
largest trading partner outside Europe, after the U.S. and China. Bilateral trade in
commodities and services between the EU and ASEAN reached €246.5 billion in 2015.
Consequently, Indonesia is a critical EU’s trading partner since it is the largest and most
populated member of ASEAN (36% of ASEAN GDP and more than 250 million
inhabitants). Additionally, Indonesia is also the fastest growing economies in South East
Asia, with an average GDP growth of 5.6% in the past 10 years [14] and from the Figure
21, Figure 22 and Figure 23, we can see the comparison of Indonesina Balnce of Trade with
selected Asean members such as Singapore, Vietnam and Malaysia for period 2014-2018
in Million USD.
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Figure 21: Indonesian Balance of Trade compare to Singapore between 2014 — 2018 in
Million USD [70]
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Figure 22: Indonesian Balance of Trade compare to Vietnam between 2014 — 2018 in
Million USD [70]
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Figure 23: Indonesian Balance of Trade compare to Malaysia between 2014 — 2018 in
Million USD [70]
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1.4.3. Exporting from the EU

The EU is actively engaged with the South East Asian Region. In 2007, negotiations
for a region-to-region FTA with ASEAN were launched but paused in 2009 to pave way
for bilateral FTAs negotiations that were conceived as the foundation for a future region-
to-region FTA (Framework Agreement, 2014). At the regional level, the EU and the
ASEAN Member States are undertaking a stocktaking exercise to determine the prospects
towards the resumption of region-to region negotiations.

Bilateral trade in goods between EU and Indonesia amounted to €25.3 billion in 2015,
with EU exports worth €10 billion and imports worth €15.4 billion. The EU is Indonesia’s
fourth partner. Bilateral trade in services in 2014 amounted to €6 billon, with EU exports
amounting to €4.1 billion and Indonesia’s exports amounting to €1.9 billion, as shown in

the charts below (see Figure 24).
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Figure 24: Indonesia trade with EU for goods and services: a) Trade in services, b) Trade
in good [71]
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The relation between the EU and Indonesia has deepened over recent years. Over many
decades, relations have been framed by the EC Cooperation Agreements with the
Association of South East Asian Nations (ASEAN) which was formalized in 1980 [72]. On
this basis, political and economic discussion have been held regularly. Bilateral talks
between the country and the EU have included periodic reviews of economic, political, and
cooperation issues in Senior Official Meetings.

A framework agreement of Comprehensive Partnership and Co-operation was signed
in November 2009 and put into action in May 2014. The Agreement provides the guidelines
for holding regular political dialogue and sectorial cooperation. It takes bilateral relations
to a higher level and provides the legal framework to engage and cooperate across a wide
spectrum of policy fields, including human rights, trade, and political dialogue. [68] notes
that the enhancement of EU-Indonesian relations is also marked by more frequent higher-
level meetings. For instance, President Susilo Bambang Yudhoyono has met the European
Council President Herman von Rumpuy and the European Commission President Hose
Manuel Barroso twice in 2009 and 2011. [72] notes that the Partnership Cooperation
Agreement (PCA) strengthens the bilateral relations between both sides that have been in
existence for over thirty years under the 1980 EC-ASEAN Cooperation Agreement
(EAPA). In addition to that, the PCA aims to be a legal framework and a guideline for more
cooperation between the two parties to boost trade and address issues like the climate
change and terrorism. It is followed by the regular interaction between the EU and
Indonesia, in the form of head of state of the parliamentary forum. EU considers having a
PCA with Indonesia since EU-ASEAN interregional relations are sufficient to address EU
renewed interests in Indonesia on political aspects and the transformation of Indonesia from
an authoritarian to a democratic country is remarkable (Supamijoto, n.d.). In 2009, the
leaders established the EU-Indonesia Vision Group composed of eminent persons from the
two parties to analyze ways to improve the relations [68].

The Partnership and Cooperation Agreement that has been into force since May 2014
guides the general EU-Indonesia relations [72]. Indonesia also benefits from the EU’s one-
way custom duty discounts for developing nations under the standard Generalized System
Preferences (GSP) (the European Union’s Generalized System of Preference). Trade flows
between EU and Indonesia complement each other. EU exports to the country mainly
consists of high-tech machinery, manufacturing goods, transport equipment, chemicals, and
processed foods [73]. EU products are important for the development and growth of the
Indonesian infrastructure and upstream industry for consumer demand.

Trade complementarities between EU and Indonesia are reflected in the list of top ten
products traded between the two parties. Out of the ten groups, five are highly
complementary and they include animal and vegetable oil and fat, mineral products,
footwear and headgear, miscellaneous manufactured foods, timber and timber products.
The five groups of the EU are metals, paper, optical products, transport equipment, and
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animal products. In machinery, electronics, and electrical products, EU exports industrial
machinery and high-tech components for the downstream industry. A Table 6 below shows
EU exports to Indonesia in 2010 (Delegation of the European Union and the Government
of Indonesia Ministry of Trade).

Table 6: EU Exports to Indonesia [74]

EU Exports to Indonesia — 2010 % of Total
1 Machinery, electronics, and electrical 42.9%
2 Chemical products 16.3%
3 Transport equipment, ship, aircraft 10.6%
4 Base metals, and articles of base metal 7.6%
5 Paper or paper board 6.9%
6 Plastics and rubber 4.4%
7 Live animals and animal products 3.5%
8 Optical, photo cine precision instruments 2.6%
9 Prepared foodstuffs, beverages and tobacco 2.6%
10 Textiles and textile articles 2.8%

The trade value between Indonesia and the EU is growing in absolute terms. However,
it is reducing in relative terms as Indonesia increasingly imports from China, Japan, and
India. In absolute terms, trade between the EU and Indonesia increased over the period
between 2005 and 2010, with a positive trade balance for Indonesia, as shown in Figure 25.
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Figure 25: The development of Indonesia and the EU trade relation in US $ million [74]

It is estimated that EUs total investment in Indonesia amounts to 66 billion USD, with
over 700 EU companies established and operating in Indonesia, and employing more than
half a million inhabitants. There is a potential for even larger figures. EU investors focus
on sustainable development, fair employment conditions, and high quality products,
services, and technological solutions. The chart below at Figure 26 shows foreign direct
investment to Indonesia from EU over the period from 2006 to 2010.
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Figure 26: Foreign direct investment to Indonesia from the EU [75]

A Figure 27 below shows direct investments flows to Indonesia from USA, Japan, EU,
and Singapore between 2004 and 2011.
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Figure 27: Direct investment flows to Indonesia 2004-2011 [68]

According to the chart above, EU is placed the third biggest FDI source for Indonesia
in 2011. The total value of EU’s FDI to Indonesia from 1990 to 2011 makes a collective
EU member state as the second largest investor in Indonesia.

However, the data above shows that the EU trade relations with Indonesia is not
according to its potential. The EU is the world’s largest source of investment. Nevertheless,
only 1.6% of the EU investment to Asia goes to Indonesia. Even though the country’s
population represents a high fraction of all the ASEAN countries, it only receives 10% of
FDI designated to ASEAN and only 7% of EU investment to ASEAN get to Indonesia. EU
companies also prefer investment in other ASEAN countries mainly due to better
investment and trade climate, less restrictions on foreign investments, and rapid economic
growth rates. The statistics of FDI from EU to ASEAN and Indonesia can be shown in the
chart below (see Figure 28).
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Figure 28: Average EU FDI to Asia and Indonesia 1999-2009 [76]
1.5. Czech Export to Indonesia

The Czech Republic is the 29th largest exporter in the world, and the 8™ most complex
economy according to the Economic Complexity Index (ECI) [77]. In 2015, the country
exported $147 billion and imported $ 139 billion, resulting in a positive trade balance of
$7.52 billion. In 2015, the country’s GDP was 185 billion with a GDP per capita of $32,318
as you can see in the Table 6, Figure 29 and Figur 30 representing the economical indicators
with export and inport of the Czech Republic. A 2008 report by République Tchéque
indicate that Indonesia and Czech Republic have a long-standing trading relation that has
been improving in recent years. Furthermore, leaders from the two parties have been
engaging on working visits and developing agreements that gives mutual economic
cooperation and a modern legal framework between the two nations. The Czech Republic’s
primary export commaodities include telecommunication equipment, nitrogen compounds,
taps, boilers, valves, textile, leatherworking machinery, pipe fittings, pumps, and
compressors. Czech Republic top exports are cars ($16.6B), vehicle parts ($12.4B),
computers ($7.57B), telephones ($2.8B), and seats ($2.27B), using the 1992 revision of the
Harmonised System classification. On the other hand, Czech Republic’s main import
commodities include natural rubber, automatic data processing machines,
telecommunications equipment, footwear, and audio and video recording equipment [78].

50



Table 7: The main economic indicators in the Czech Republic between 1996 - 2017 [79]

Year G_DP (in C_5DP per capital Inflation rate (in  Unemployment (in
Bil. USD) (in USD) Percent) Percent)
1996 152.6 14,783 8.8 3.9
1997 154.3 14,965 8.6 4.8
1998 155.4 15,092 10.7 6.5
1999 160.1 15,557 2.2 8.7
2000 170.7 16,609 3.8 8.8
2001 179.7 17,560 4.7 8.1
2002 185.4 18,179 1.9 7.3
2003 196.0 19,225 0.1 7.8
2004 211.2 20,718 2.7 8.3
2005 232.3 22,774 1.9 7.9
2006 255.8 25,022 2.5 7.1
2007 277.3 27,046 2.9 53
2008 290.4 28,072 6.3 4.4
2009 278.5 26,714 1.0 6.7
2010 288.3 27,559 1.5 7.3
2011 299.5 28,561 1.9 6.7
2012 302.6 28,803 3.3 7.0
2013 306.0 29,097 1.4 6.9
2014 319.9 30,434 0.3 6.1
2015 340.6 32,318 0.3 5.0
2016 353.9 33,529 0.7 3.9
2017 375.7 35,512 2.4 2.9
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Figure 29: Czech Republic country growth V/S World Growth V/S GDP growth between
2004 - 2017 [80]
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Figure 30: Overall Exports and Import for Czech Republic in period 1993 — 2017 in
Millions USD [81]

1.5.1. Historical Engagement

The Report on the Foreign Policy of the Czech Republic (2006) indicates that Czech-
Indonesian relations have a long tradition. Czech Republic and Indonesia relations were
officially established in 1950 according to the Commission of the European Communities
(1975). Although the official diplomatic relation between Indonesia and Czechoslovakia
was commenced in 1950, the historic relations established earlier when the Czechoslovak
government opened honorary consulates in Batavia (now Jakarta), Dutch East Indies in
1924 [78]. Further, in 1948, Republic of Indonesia established the Indonesian Information
Service in Prague. Czechoslovakia recognised the serenity of Indonesia in February 1950,
after the opening of a general consulate on March 1950 and upgrade the states to an embassy
level in 1957. However, in consequence of the internal political and security situation in the
country, the full potential of relations especially in the economic area was exploited in 2005.
Both countries have agreed to forge ties to deepen relations, especially in trade and business
sector [78]. Indonesia has established its embassy in Praque, while Czech Republic has an
embassy in Jakarta. Leaders from the two nations have been engaging in discussion and
working meetings to sign agreement to promote trade [82]. According to the Report on the
Foreign Policy of the Czech Republic (2006), Minister of the Environment L. Ambrozek
offered a working visit in January 2005. On March the same year, the Minister of Foreign
Affairs C. Svoboda offered an official visit. Since then, there has been several working
visits by prominent people such as the Deputy Prime Minister, Minister of Transport, and
a delegation of the Committee on National Economy, Agriculture, and Transport of the
Senate Parliament. In the same year, Czech exports increased more than 50% year-on-year.
In addition to a number of industrial products, Czech also exported aircraft to Indonesia.

In November 2007, Czech Republic and the Government of Republic of Indonesia
signed an agreement on Economic Cooperation in Jakarta [82]. In the same year, four
projects worth CZK 6.8 million were implemented in Indonesia. They included an
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agricultural initiative called “Building of a Consultancy and Advice Centre for Agricultural
and Environmental Engineering at UNITA University in Tarutungu,” worth CZK 1.2
million. The other three projects were focused on transport sector and included “Traffic in
Yogykarta: Preparation of a Comprehensive Study of the Transport Situation and
Improvement of Traffic in Yogykarta Region” worth CZK 2 million; “Preparation of a
Study of the Widening if the Runway at Adisucipto Airport in Yogyakarta” worth CZK 3
million; and “Strategic Feasibility Study for the Development of Air Traffic in Java with
the Emphasis on Yogyakarta Province” worth CZK 600,000. The total budget for funding
these projects for 2005-2008 is CZK 18 million [82]. In July 2012, the Czech Export Bank
signed a memorandum of understanding with the Indonesia Exim Bank to finance
cooperation to support export and import activities between the two countries. In 2011, the
total value of bilateral trade reached USD 500 million [83, 84].

Today, Indonesia uses several industry technologies from Czech Republic and also
many significant experts and university lecturers, businessmen, government members, and
significant artists have gained their education from Czech.

1.5.2. Technology Export from Czech

Today, despite Indonesia’s relative position in the East Asian context, the nation has
demonstrated substantial industrial dynamism. For example, the new manufacturing sector
at the country did not exist a few decades ago. Surprisingly, today, the industry has become
among the largest segments of the economy. Data from the World Bank indicate that
manufacturing output growth is the highest of all middle-income countries exceeding that
of well-known nations such as Korea, Singapore, and Thailand. The improvement of the
sector is due to the emergence of new technologies and export oriented industrial
development. Notably, foreign firms play crucial role in a wider range of industries where
technology is critical. Foreign firms provide enormous investments in infrastructure and
private production facilities which offer technology to increase the productivity and
technological capabilities of Indonesia’s local economy. The trends in export-led industrial
development and foreign participation through technology transfer are likely to continue in
Indonesia’s foreseeable future years, thereby offering significant commercial opportunities
to European companies.

The Czech Republic is closely associated with production and export of machine
tools, which are an important part of the current GDP. Engineering is a major employer in
the country, even though in recent years, the technical field in the Czech Republic have
faced a decreased interest of students in comparison with the needs of companies [85].
Currently, the country is moving to low-carbon and climate-resilient infrastructure. The
global trends require new investment in modern machinery, which creates opportunities for
Czech engineering companies [86]. However, the investments can be faced by risks caused
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by fluctuations in demand caused by economic crisis [85], production of machine tools is
important for Czech industry and export.

A Figure 31 below shows Czech technologies export into Republic of Indonesia [87].
Solution for the past ten years, export form the Czech Republic to Indonesia based on
business realizations of medium and small companies shows that Czech technologies can
enter demanding Indonesian market and can succeed in the long-term.

20% : Rubber & Plastic Industry
15% : Other

6% : Transportation

41% : Electrical Industry

18% : Textile Industry

Figure 31: Export of Czech technologies into Republic of Indonesia in 2016 [87]

A comparison of the figure above with the Indonesia’s top ten imports from the rest of
the world as shown in table above [66] indicates that the structure of Czech export to
Indonesia does not reflect the actual technology needs of Indonesia. Export of large
industrial works to Indonesia is supported by the fact that based on the stable economic
growth and Moody’s Investors Service raised the country’s investment rating to Baa3 [88].
The value indicates that Indonesia is the best country of investment evaluation from
financial crisis between 1997 and 1998. Another rating company, Standard and Poor’s
raised Indonesia’s investment rating to BB and also increased the long-term rating of
Indonesian rupiah to BB+, according to [89].

In future, Czech exporters can participate in Indonesian sectors such as energetics,
technology for sugar factory, environmental technologies, technology for sugar factor,
armature pump, radar systems, rotating electric machines, telecommunication devices,
products and apparatus for paper industry, paper industry goods, food processing
apparatuses, medical apparatus, and automotive components.

1.5.3. Import Estimation for Future

Commodity prices look to have reduced ad a pick-up in global demand will improve
export demand in Indonesia. The country will continue to rely on the rich resource
endowment to drive future trade patterns, exporting minerals and raw materials, and
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importing secondary and processed goods. An increased investment in infrastructure and
other market reforms will improve the underdeveloped service sector. Economic growth in
Indonesia remains positive in the future, supported by favorable demographics, gradual
improvement in exports, and robust domestic demands.

Increased investments should lead to an increase in the capital stock and support the
transition towards higher value-added production and growth of the under-developed
services sector. Indonesia’s abundant stock of resources will continue to shape the trade
profile of the country in the future. The charts below (Figure 32, Figure 33) show the sector
contribution to increase in goods exports in Indonesia.
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Figure 32: Sector contribution to increase Indonesia’s exports in the future [90]
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Figure 33: Indonesian exports of goods by sector, 2016 to 2030 [90]
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As outlined above, Indonesia will continue exporting low value-added primary
products, including minerals, fuels, and raw materials as the country benefits from an
abundance of natural resources. In return, the country will export higher value-added
secondary products such as manufactured goods, machinery and equipment, and processed
fuels. This pattern of trade will continue into the future. As presented by Figure 34 and
Figure 35, between 2021 and 2030, it is expected that 75% of all growth in imports will
come from manufacturing, machinery, and transport goods sectors. In particular, machinery
and transport equipment will be crucial as the Indonesian government invests in improving
and bridging the wide infrastructure gap.
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Figure 34: Sector contribution to increase Indonesian goods imports [90]
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Figure 35: Indonesian Import of goods by sector, 2016-2030 [90]
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Indonesia is emerging as a major ICT market. Currently, it is the world second largest
market for both smartphones and Facebook, and has Twitter’s third largest user base. The
country has 275 million mobile phone users and 175 million expected internet users by
2016 [36]. The market potential for providing enterprises with ICT services in Indonesia
was expected to reach US$3bn by 2015, while the potential for customer services is
estimated approximately US$1.5bn. The country has nine network players and 98% of users
are opting for prepaid services in the mobile sector. Clearly, this market sector is one of the
most attractive and has great prospects foreign investors. There is still big demand for
import of Czech technologies into Republic of Indonesia. Presently, Czech is not able to
respond immediately to the dynamically developed market of Indonesia. There is still a
huge potential for further cooperation in the field of industrial technologies.

An investigation of the factors associated with the cultivation of technological
capability within the Indonesian context is critical for various reasons. Firstly, in spite of
the country’s industrial growth, Indonesia’s industrial base is still weak as seen in previous
chapters, and both policy makers and managers are looking for ways to strengthen
technological capability. Secondly, Indonesia is a net importer of technology, and managers
are finding ways to leverage the technology to enhance their capabilities. Thirdly, in order
to respond appropriately to these challenges, policy makers must understand the critical
elements of the technology transfer process which influence the development of indigenous
technology capability. Finally, a good understanding of the transfer practices in Indonesia
could help foreign companies to develop more effective technology transfer agreements
with Indonesian companies.

1.6. Research Problem Statement

Export of large industrial works to Indonesia is currently supported by the fact that
based on the stable economic growth Moody’s Investors Service raised Indonesian
investment rating to Baa3 [88]. This value represents Indonesia as the best country of
investment evaluation from financial crisis during years 1997 and 1998. Another rating
company, Standard & Poor’s raised investment rating of Indonesia to BB. This company
also raised long-term rating of Indonesian rupiah to BB+ [89]. In accordance with current
Indonesian investment rating, some Czech financial institutions - CRB and EGAP decided
to change territorial risk qualification of Indonesia from category 5 to category 4 [91, 92].
For comparison of investment ratings, similar rating values are currently assigned to
Turkey. Industrial areas with ongoing or possible future participation of Czech exporters
are energetics, technology for sugar factory, transportation and infrastructure,
environmental technologies, armature pump, radar systems, rotating electrics machines,
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telecommunication devices, apparatuses and products for paper industry, paper industry
goods, food processing apparatuses and technologies, agriculture technologies, specializes
medical apparatuses and automotive components. Even more noticeable is long-term
commodity alteration of Czech import, where three out of five main import articles are
computer technologies or electrical products. Other main import articles are natural rubber,
shoes, clothing and lumber [51, 52; 93-95].

Bilateral relations between the two countries, especially in the economic field, are
progressing and developing well. However, there is need for the two nations to optimize
their opportunities and potential. Currently, Czech and Indonesia has MoU on the Starting
of Bilateral Consultations that both nations can regularly review to examine the
implementation of bilateral collaboration (“Indonesian-Czech Republic Foreign Ministers,”
2016). This way, the potential and opportunities possessed by the two nations can be
optimized to improve their cooperation in different field. However, Czech importers lack
information on the actual needs of Indonesia. In effect, the investors are not able to respond
to the drastically changing market in Indonesia.

1.7. Scope of the Research

This study aims to describe options of Indonesian import of industry technologies from
the Czech Republic. The dissertation implements panel data analyses of Indonesia import
from EU countries, with the emplhasis on Czech technological goods import. To address
the research questions, based on the gravity trade models different empirical analyses were
utilized on the macro data sourced from the World bank database, Czech Ministry of
Foreign Affairs, other formal government documents and casual and informal interviews
with government and private institutions [96].
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2. Objectives

Present chapter containes stated objectives of present thesis. Specifically, the main
objective and specific objectives, which were defined in effort to achieve the main stated
objective.

2.1. Main Objective

The main objective of this dissertation is to empirically test well known bilateral trade
model on the data of Indonesian technological goods import from EU countries and from
the Czech Republic in particular.

2.2. Specific Objectives

To achive stated main objective, a several specific objectives were stated for such
purpose. First specific objective is to create a detailed literature review about the topic,
which results in the collection of secondary data. Second specific objective is collection of
primary data about market from different government include Czech and Indonesian
institutions and test whether the general gravity trade model is supported for the examined
sample of data, and check whether the trade levels between EU countries and Indonesia are
significantly affected by the economical size of the countries and the geographical distance
between the countries. Thirtly, we checked the difference in trade with Indoensia explained
by the country specific individual effects. Finally, separate empiral analyses were
implemented to check the model using only Czech data.
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3. Methodology

This chapter focuses on the methodological aspects of the study that lays ground for
the data analysis and presentation. Particularly, well-known gravity trade model will be
applied, the brief explanation of which will be given here. There exists significant
repository of information on methods that can be adopted for this study. Based on
experimental data, mathematical analysis will be used to describe the behavior of the
Indonesian industrial technology market and its importance to Czech imports. Data
collected from the market analysis and the mathematical model developed can help boost
Czech imports industrial technologies to Indonesia. Further, it can be applied in decision-
making for government offices in both Czech Republic and Indonesia. The chapter focuses
on the methodological aspects of the study that lays ground for the data analysis and
presentation.

3.1. Research Design

The research defined a research problem that helps the researcher to focus on a
narrower research area to be able to study it appropriately. The research design is based on
factors such as feasibility, ethics, costs, and measurement problems, among others. The
design of this experiment is critical for the validity of the results. A sound experimental
design will be followed in this research to generate good statistical data and establish
scientific protocols. Since repeating the experiment due to poor control groups and
insufficient samples for statistical analysis is not an option, the researcher will develop an
efficient design phase. The target area of performed experimental research was in Czech
Republic and Republic of Indonesia, as expressed at Figure 36.

The data collection was perfomed between 1990 and 2017.

Czech Republic

Figure 36: Target areas of performed research
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3.2. Theoretical Concepts

Since the introduction of the law of comparative advantages, the development of the
international trade theory has tried to examine the factor endowments, or the trade patterns
associated with complex trade flow. According Djankov and Freund (2002), trade flows in
central-planned systems emanate from historical linkages and political birders rather than
comparative advantages. The Gini-Hirschman coefficient is often used in as index of
inequality in trade concentrations. However, the index is not suitable in the comparison of
disparities between regions because of the bias associated with grouping countries.
Therefore, the study relies on the gravity trade model which is in economics as the analogy
of Newton’s law of gravitation, according to which the size of the trade of goods and
services, as well as labor, is positively affected by the size of the economies of the countries
of origin and destination, however, the trade flows decrease with the increasein the distance
between the countries. In economics the first paper with this approach was by Ravenstein
(1889) who employed gravity model for explaining the migration patterns in the United
Kingdom. Isard (1954) and Tinbergen (1962) were the first to use gravity models to explain
bilateral trade flows [97-99].

The researcher will examine the primary annual data of Indonesian imports from
country | at time t, GDP of country I at time t, GDP per Capital of country I at time t,
distance from Indonesia to country | and population of country I at time t in selected
countries of Austria, the Czech Republic, Estonia, France, Germany, Hungary,
Nietherlands, Poland, Ukraine for all products, capital goods and machinary and electrical
goods from 1990 to 2017. The sample of data for the Czech Republic and Indonesia are
expressed in the Tables 8, 9, 10 and 11 and the data for the rest of countries can be find in
Annex | and J.

For the GDP figure was used GDP at constant price which indicates economic growth
to measure the performance of the economy over time or in comparison with other
countries/in comparison with previous periods. It is also known as real GDP compare to the
GDP at current prices which represents just the market value of goods and service produced
in a country during a year. Usually also know as nominal GDP [100].
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Table 8: Indonesian import from the Czech Republic and Austria for selected items
between 1990 - 2017 [96]

Import from Czech Republic

Import from Austria

Year All Capital Mach.and  All Capital Mach. and
Products goods Elec. Products goods Elec.
1990  25,793.328 5,615.695 5,572.400  89,005.328 36,656.180 21,960.707
1991 31,943.804 5,481.217 4,997.053 115,672.936 54,274.107 46,471.369
1992  38,099.144 6,752.974 6,447.798  203,559.680 85,583.153  76,826.180
1993  47,897.640 4,592.223  4,486.835  277,656.544 180,565.907 151,983.128
1994  38,385.352 4,794.634  4,715.035  186,811.008 110,059.251 99,459.750
1995  27,625.128 2,702.235 2,690.109  315,255.136 205,686.614 174,326.116
1996  34,778.808 13,084.089 12,575.804 303,779.136 218,629.679 191,530.824
1997  15,885.394 5,790.684  5,448.066  286,078.720 200,222.643 187,093.676
1998  8,797.596 4,662.057 4,646.838  176,114.880 98,472.071 92,224.324
1999  10,698.964 733.016 846.454 118,592.489 76,557.040 28,538.607
2000 10,644.094 1,467.829 1,523.825  263,139.790 153,558.817 87,816.062
2001  12,446.920 3,003.805 2,644.456  102,741.071 45,650.238  26,450.022
2002  18,548.094 3,202.618  3,202.048  75,091.972 13,361.781  11,740.052
2003  22,344.237 3,054.985 2,410.856  66,123.643 17,133.329 14,970.304
2004  23,483.043 5,940.330 6,143.097  77,932.132 18,444.420 17,683.239
2005  33,660.447 8,988.849 8,939.076  106,591.359 41,814.844  39,569.004
2006  28,053.133 14,171.112 13,469.935 89,101.548 29,814.324  27,971.345
2007  61,266.870 21,793.782 21,218.728 127,679.703 58,828.650 52,884.102
2008  61,196.994 34,137.678 35,810.141 358,528.324 253,608.811 250,674.779
2009  47,787.653 28,846.710 28,738.540 259,296.758 171,111.759 175,008.911
2010  72,646.450 46,063.156 45,228.731 291,983.969 203,391.916 198,971.255
2011  94,300.985 60,372.452 57,275.420 396,406.829 255,201.395 248,975.509
2012  119,028.640 64,299.881 62,655.799 324,475.509 222,600.819 211,146.774
2013  171,593.214 60,362.595 57,563.273 383,601.878 253,669.669 216,260.164
2014  175,580.407 63,698.246 62,074.596 342,954.982 221,300.824 208,388.527
2015 145,392,559 52,533.007 49,819.373 316,176.425 190,953.101 171,731.666
2016  158,917.492 72,372.961 55,441.038 358,605.771 218,917.112 204,344.627
2017  157,974.939 72,016.956 51,148.140 311,448.967 176,858.588 170,833.593
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Table 9: Czech Republic main economic indicators between 1994 - 2017 [96]

Year Country

GDP (constant

GDP per capita
(constant 2010

Population

Distance from

Indonesia

2010 US$) US$) (km)
1993 CZE 127,191,921,082 12,313 10,329,855 10,680
1994 CZE 130,892,327,679 12,667 10,333,587 10,680
1995 CZE 139,035,670,808 13,463 10,327,253 10,680
1996 CZE 144,906,889,375 14,048 10,315,241 10,680
1997 CZE 144,045,187,386 13,979 10,304,131 10,680
1998 CZE 143,571,688,505 13,947 10,294,373 10,680
1999 CZE 145,628,840,339 14,161 10,283,860 10,680
2000 CZE 151,842,446,297 14,807 10,255,063 10,680
2001 CZE 156,259,186,051 15,295 10,216,605 10,680
2002 CZE 158,841,359,810 15,577 10,196,916 10,680
2003 CZE 164,564,397,262 16,143 10,193,998 10,680
2004 CZE 172,638,854,345 16,930 10,197,101 10,680
2005 CZE 183,918,160,041 18,011 10,211,216 10,680
2006 CZE 196,523,032,215 19,194 10,238,905 10,680
2007 CZE 207,533,517,469 20,151 10,298,828 10,680
2008 CZE 213,100,153,155 20,521 10,384,603 10,680
2009 CZE 202,865,864,673 19,424 10,443,936 10,680
2010 CZE 207,477,857,919 19,808 10,474,410 10,680
2011 CZE 211,166,468,132 20,119 10,496,088 10,680
2012 CZE 209,477,465,213 19,930 10,510,785 10,680
2013 CZE 208,464,283,377 19,827 10,514,272 10,680
2014 CZE 214,124,330,763 20,344 10,525,347 10,680
2015 CZE 225,492,702,211 21,382 10,546,059 10,680
2016 CZE 231,340,463,131 21,894 10,566,332 10,680
2017 CZE 241,262,838,218 22,779 10,591,323 10,680
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Table 10: Indonesian main economic indicators between 1990 - 2017 [96]

GDP (constant 2010 GDP per capita (constant

Year Country US$) 2010 USS) Population

1990 IDN 309,821,137,734 1,708 181,436,816
1991 IDN 331,235,921,597 1,794 184,615,984
1992 IDN 352,757,997,188 1,879 187,766,080
1993 IDN 375,674,596,363 1,968 190,879,520
1994 IDN 404,000,352,342 2,083 193,945,264
1995 IDN 437,209,211,197 2,220 196,957,856
1996 IDN 471,391,045,245 2,358 199,914,832
1997 IDN 493,545,853,300 2,433 202,826,464
1998 IDN 428,759,443,958 2,084 205,715,552
1999 IDN 432,151,471,748 2,072 208,612,560
2000 IDN 453,413,616,928 2,143 211,540,432
2001 IDN 469,933,589,928 2,191 214,506,496
2002 IDN 491,078,136,160 2,258 217,508,064
2003 IDN 514,553,483,744 2,333 220,545,216
2004 IDN 540,440,020,891 2,417 223,614,656
2005 IDN 571,204,954,435 2,520 226,712,736
2006 IDN 602,626,663,573 2,622 229,838,208
2007 IDN 640,863,459,320 2,751 232,989,136
2008 IDN 679,403,088,245 2,877 236,159,280
2009 IDN 710,851,782,010 2,970 239,340,480
2010 IDN 755,094,160,363 3,113 242,524,128
2011 IDN 801,681,840,622 3,263 245,707,504
2012 IDN 850,023,661,688 3,415 248,883,232
2013 IDN 897,261,717,987 3,560 252,032,256
2014 IDN 942,184,637,117 3,693 255,131,120
2015 IDN 988,128,596,686 3,828 258,162,112
2016 IDN 1,037,863,871,681 3,975 261,115,456
2017 IDN 1,090,459,494,379 4,131 263,991,376
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Table 11: Indonesian import of goods by sector from the Czech Republic in 1999-2016 (in thousand CZK) [101]

. Raw materials  Chemicals and Market Machinery and .
Food and live Beverages and L products sorted Industrial
animals tobacco lnedlbl_e related . mainly by means of consumer goods Total

excluding fuels  products j. material transport

55,430 54 107 29,171 73,154 81,615 22,802 262,332
13,019 86 638 21,713 205,571 179,190 32,314 452,529
10,386 116 231 49,354 256,252 153,129 40,981 510,448
122,206 22 292 30,768 227,283 98,942 49,812 529,325
47,768 42 503 25,746 205,000 150,357 84,723 514,139
47,411 46 3,721 221,820 225,588 279,396 48,601 826,583
34,707 12 3,282 186,934 144,866 544,263 21,147 935,211
274,413 22 8,832 283,637 187,801 596,115 65,788 1,416,610
91,843 58 16,386 164,534 150,367 582,731 51,365 1,057,292
2,379 71 14,962 161,584 127,432 620,467 59,826 986,723
3,116 40,710 217,549 130,028 699,645 60,565 1,151,614
11,962 170,087 264,592 224,621 813,440 92,052 1,576,755
4,717 31 814,489 356,630 318,277 1,409,682 202,730 3,106,587
28,681 132 1,462,216 443,039 194,867 698,554 164,080 2,991,570
67,590 157 1,652,738 364,870 267,856 1,058,516 180,305 3,593,771
54,839 674 1,645,862 276,890 302,678 811,931 144,140 3,247,752
5,164 1,198 1,684,066 329,925 282,650 1,046,175 395,888 3,745,066
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The economic model can be presented through the following equation

(6pp? GDPP)
Df?

Tij - G sij (1)
where: G isaconstant, T;; is the bilateral trade level between the countries i and j, GDP;and
GDP; are corresponding level of economic advancements, D;; is the physical distance

between the two countries, &;; is the error term of the model, and the g; are corresponding
impacts [97].

3.3. Used Dataset

A common approach for empirical estimation of trade gravity models is taking the logs
in the both sides of the equation (1).

logT;; = log G + B, log GDP; + B, log GDP; — B, log D;;j + log &;; (2)

To examine the developments of Indonesian import of technological products from
European countries, with the emphasis on the import from the Czech Republic, we
employed different empirical models following theoretical gravity trade models. As we
have seen in the theoretical section, for the empirical models we need to use the data for
bilateral trade (import of Indonesia from EU countries), GDP or per capita GDP of the
countries of destination and origin, the distance between the examined countries [102].

The description of the examined variables along with the sources are presented in the
Table 12.
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Table 12: Variable Description

Variable Description Source
GDP o Sgg of the country of origin, constant 2010 billion World Bank

GDP pc of the country of origin, constant 2010

GDPpc_o thousand US$ World Bank
Import  Import, billion US$ World Bank
Distance Distance from Indonesia, thousand km distancefromto.net
GDP_d GDP of Indonesia, constant 2010 billion US$ World Bank
GDPpc d Sgg per capita of Indonesia, constant 2010 thousand World Bank
Pop Population, million World Bank
LGDP_o  Log of GDP of the country of origin World Bank
LGDPpc_o Log of GDP per capita of the country of origin World Bank
LImport Log of import World Bank
LPop Log of population World Bank
LDistance Log of distance from Indonesia distancefromto.net
LGDP_d  Log of GDP of Indonesia World Bank
LGDPpc_d Log of GDP per capita of Indonesia World Bank

Figure 37, Figure 38 and Figure 39 present the average developments by year and trading
partners of Indonesia import, all products, capital goods, machinery and electrical goods.
The size of the bubbles in the graphs present the size of GDP for the country, the bigger
means the stronger the economy is. First of all, we can observe that capital groups and
machinery and electrical goods mainly follow the general trends of the developments in all
products. From the right panel of the figures we can see that the import of Indonesia was
steadily increasing till the beginning of Asian economic crisis. After the sharp decline, the
import began to recover starting from the early 2000s. From the left panel of the figures,
we can see that the biggest European partner for Indonesian import is Germany, on average
2.458 billion US$ for all products, 1.487 billion US$ for capital goods and 1.273 billion
US$ for machinery and electrical goods, which is also the biggest economy in the examined
sample. Import of Indonesia from Czech Republic is relatively low, on average 61 million
USS$ for all products, 24 million US$ for capital goods and 22 million US$ for machinery
and electrical goods. Table 13, Table 14, Table 15 provide detail data od statistical analysis
of import and PC GDP of several monitored countries, while Figure 40 illustrates the
developments per capita GDP for Indonesia. As we can see, there was a sharp decrease
during the Asian crisis, about 400 US$ per capita, but later on the economy recovered and
at the end of the examined period it reached to the value of 4113 US$ per capita. Finally,
Figure 41 displays the distance of the examined countries from Indonesia, with France as
the farthest country and Ukraine as the closest country.
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Figure 38: Distribution of Import to Indonesia (Capital Goods)
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Table 13: Descriptive Statistics of Import and PC GDP of Origin Country (All Products)

Partner Name Variable Mean Median Min Max Sd. N

Import 0.226  0.261 0.066 0.3% 0111 28
GDPpc_d 44.096 45295 35.643 49.129 4241 24

Austria

Import 0.061  0.036 0.009 0.176  0.054 28

Czech Republic
GDPpc_d 17.469 18.011 12313 22779 3224 25

Import 0.007  0.003 0.000 0.089 0019 21

Estonia

GDPpc_d 13.761 14.639 7.314 18977 3.692 23
F Import 1.026  0.980 0.372 2.007 0498 28

rance

GDPpc_d 39.264 40.152 33516 42568 2726 24

Import 2458  2.370 1.181 4426 0950 28
Germany

GDPpc_d 39.283 38.626 32.337 46.747 4317 28

Import 0.052 0.024 0.006 0341 0.071 28
Hungary

GDPpc_d 11926 12.759 8.545 15648 2231 26

Import 0.596  0.552 0338 1.034 0205 28
GDPpc_d 46.557 47.654 36.402 53598 5.314 26

Netherlands

Import 0.062  0.045 0.008 0.151 0.048 28
GDPpc_d 10.220 9.779 6.122 14.644 2.654 22

Poland

Import 0391 0.350 0031 0924 028 21
GDPpc_d 2597 2.832 1.687 3312 0584 22

Ukraine

Total Import 0562 0.168 0.000 4.426  0.854 238
GDPpc_d 25711 19.878 1.687 53598 16.352 220
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Table 14: Descriptive Statistics of Import and PC GDP of Origin Country (Capital Goods)

Partner Name Variable Mean Median Min Max Sd. N
Import 0.136  0.162 0.013 0.255 0.085 28
GDPpc_d 44.096 45295 35.643 49.129 4241 24
Import 0.024  0.008 0.001 0.072 0.026 28
GDPpc_d 17.469 18.011 12313 22779 3.224 25
Import 0.006  0.001 0.000 0.086 0.020 19

Austria

Czech Republic

Estonia

GDPpc_d 13.761 14.639 7.314 18977 3.692 23
F Import 0.540 0.479 0.149 1192 0318 28

rance

GDPpc_d 39.264 40.152 33516 42568 2726 24

Import 1.487  1.565 0577 2710 0594 28
Germany

GDPpc_d 39.283 38.626 32.337 46.747 4317 28

Import 0.040 0.011 0.001 0325 0.069 28
Hungary

GDPpc_d 11926 12.759 8.545 15648 2231 26
Import 0.205 0.185 0.058 0397 0102 28
GDPpc_d 46.557 47.654 36.402 53598 5.314 26
Import 0.018 0.009 0.001 0.055 0.018 28

Netherlands

Poland
GDPpc_d 10.220 9.779 6.122 14.644 2.654 22
Ukrai Import 0.003 0.001 0.000 0.022 0.005 21
raine
GDPpc_d 2597 2.832 1.687 3.312 0.584 22
Import 0291 0.053 0.000 2.710 0.525 236
Total

GDPpc_d 25711 19.878 1.687 53598 16.352 220
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Table 15: Descriptive Statistics of Import and PC GDP of Origin Country (Machinery and
Electrical Goods)

Partner Name Variable Mean Median Min Max Sd. N
Import 0.122 0.126 0.012 0.251 0.082 28

GDPpc_d 44.096 45295 35.643 49.129 4.241 24
Import 0.022  0.008 0.001 0.063 0.023 28
GDPpc_d 17469 18.011 12313 22.779 3224 25
Import 0.006  0.001 0.000 0.086 0.019 19

Austria

Czech Republic

Estonia GDPpc.d 13.761 14639 7314 18977 3692 23
Import ~ 0336 0312 0113 0647 0152 28
France GDPpc.d 39.264 40.152 33516 42568 2726 24
Import ~ 1273 1293 0473 2187 049% 28
Germany
GDPpc.d 39.283 38.626 32.337 46.747 4317 28
Import ~ 0.036 0010 0001 0257 0058 28
Hungary

GDPpc_.d 11.926 12759 8545 15648 2231 26
Import 0.151 0.138 0.042 0.298 0.076 28
GDPpc_d 46.557 47.654 36.402 53.598 5314 26
Import 0.015 0.008 0.002 0.046 0.013 28

Netherlands

Poland GDPpc.d 10220 9779 6122 14644 2654 22
. mport 0001 0001 0000 0006 0001 21
Ukraine GDPpc.d 2597 2832 1687 3312 0584 22
Import 0232 0044 0000 2187 0436 236
Total

GDPpc.d 25711 19878 1.687 53598 16.352 220
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4. Results

Present chapter contains of result based on the above section of empirical analyses. The
analyses are summarizedin two different sub-sections. The first sub-section illustrates the
results for the panel data models, followed by the second sub-section of separate models for
import from Czech Republic.

4.1. Panel Data Models

The general specification of the empirical models can be presented as follows;
Alog Importk = c; + B;Alog GDP? + B,Alog GDPE + BsDistance; + €k (3)

Where Alog Importk is the first difference of log import of category k for Indonesia
from country i at year t, Alog GDP? is the first difference of log GDP of Indonesia at year
t, Alog GDPZ is the first difference of log GDP of country i at year t, Distance; is the
distance from country i to Indonesia, £X is the error terms from the model of category k, c;
are country specific constant terms and S; are the corresponding parameters of impact
[103].

For the estimation of our gravity trade model, we employed different empirical models.
Particularly, as a starting point we estimated pooled least squares model (POLS) using
observations for all countries and years. In the Pooled regression the existence of individual
heterogeneity is ignored and the constant term , ¢;, is assumed to be common for all the
countries. However, this is a strong assumption and ignoring country specific heterogeneity
may cause serious endogeneity issues. To control for unobserved individual heterogeneity
we also employed panel data models with fixed effects or random effects estimators, which
have different application depending on the essence of unobservable individual
heterogeneity [97]. If the heterogeneity among the countries is random and unrelated to the
right-hand-side variables, then the RE estimator is a consistent and efficient estimator,
otherwise, if the differences between countries are not random, then the RE is an
inconsistent estimator, and we should use instead FE approach. We estimate our model with
both specifications and then tested the validity of the RE approach through Hausman (1978)

test. This test allows to determine if random effects are present and also which of the two
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estimators is appropriate. The null hypothesis is that there is no systematic difference

between the two estimators, therefore RE should be applied [102].

The results of the models for different import categories are presented in the Table 16,
Table 17 and Table 18, the corresponding Hausman test results are summarized in the Table
31. First of all, in all the cases the Hausman identifies RE as the preferred approach. From
the estimation results we conclude:

- In all the models the economic size of the country of origin has positive impact on
the levels of import. According to the best' model (model 5) 1% increase in GDP of
the origin country increases the total import by about 1.9%, import of capital goods
by about 1.2% and the import of machinery and technological goods by about 1.1%.

- With the economic advancement in Indonesia, total import from EU countries is
increasing but, the technological goods import is not sensitive.

- The impact of distance estimated by the RE models is also significant and negative
only for the model of total import, meaning that the further the country is from
Indonesia the less will be the total import size, particularly, for each additional 1

thousand km the import of total goods is less by about 1.7%.

Table 16: Models for All Products

) 2 ®) (4) ®)
VARIABLES POLS FE FE RE RE

Log of GDP of the country of origin 1.542%** 1.334 2.952*** 1 488*** 1.887***
(0.0682) (1.053) (0.861) (0.490) (0.293)

Log of GDP of Indonesia 1.057*** 1.179* -0.0891  1.107*** (0.325***
(0.183) (0.521) (0.312) (0.310)  (0.0985)
Distance from Indonesia, thousand km  -0.957*** -0.890 -1.722**
(0.191) (1.274) (0.835)
Year FE No No Yes No Yes
Constant -7.573***  _17.37*%** -18.48***  -8.297 3.536

(2.006)  (3.808)  (3.195)  (12.01)  (7.766)

Observations 217 217 217 217 217
R-squared 0.814 0.482 0.725
Number of Id 9 9 9 9

Robust standard errors in parentheses
*** n<0.01, ** p<0.05, * p<0.1

1 We identify model 5 as the best model as it controlles for year fe and was suggested by Hausman test as
consistent estimator.
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Table 17: Models for Capital Goods

1 (2) 3 (4) ®)
VARIABLES POLS FE FE RE RE
Log of GDP of the country of origin 1.211*** 0.829 3.350 1.165***  1.188***
(0.124) (1.315) (2.361) (0.282) (0.235)
Log of GDP of Indonesia 1.558***  1.927** -0.163  1.748*** 0.0786
(0.273) (0.651) (0.920) (0.570) (0.381)
Distance from Indonesia, thousand km 1.117%** 1.239* 1.057
(0.223) (0.699) (0.649)
Year FE No No Yes No Yes
Constant -32.38***  -20.54*** -21.67** -34.69%** -21.48***
(2.859) (6.119) (8.219) (8.364) (6.433)
Observations 215 215 215 215 215
R-squared 0.777 0.324 0.537
Number of Id 9 9 9 9
Robust standard errors in parentheses
*** n<0.01, ** p<0.05, * p<0.1
Source; Author’s estimations
Table 18: Models for Machinery and Electrical Goods
1) 2 3) (4) (%)
VARIABLES POLS FE FE RE RE
Log of GDP of the country of origin 1.085*** 1.643 4.764* 1.091***  1.063***
(0.131) (1.239) (2.084) (0.311) (0.310)
Log of GDP of Indonesia 1.494%** 1.470** -0.877 1.701%** -0.270
(0.288) (0.562) (0.746) (0.593) (0.474)
Distance from Indonesia, thousand km 1.378*** 1.415 1.315
(0.245) (0.866) (0.903)
Year FE
Constant -34.26%**  -22.64***  -2570%**  -36.05*** = -21.42**
(3.127) (6.034) (7.609) (10.19) (8.543)
Observations 215 215 215 215 215
R-squared 0.751 0.318 0.573
Number of Id 9 9 9 9
Robust standard errors in parentheses
*** n<0.01, ** p<0.05, * p<0.1
Table 19: Hausman Tests
All Products Capital Goods Mach. and Elect.
‘;}3"2(2) = 0=B)[(Vb-VE(=DIb— 47 0.23 0.17
Prob.> chi2 0.9171 0.8896 0.9179
Model RE RE RE
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4.2. Controlling for Possible Bias in the Gravity
Models

In this section we extend the analyses and re-estimat our standard gravity model for
total goods, where we also controll for the importance of technological sector in the export
of the country of origin. Baldwin and Taglioni (2011) claim that the standard gravity models
perform poorly when the significant importance of specific sectors for bilateral trade is
ignored. Baldwin and Taglioni (2011) propose a possible solution for the problem as the
inclusion of the share of important sector trade and its interaction term in the estimated
empirical models. Thus, the empiricalspecification of the estimated models can be
presented as [102].
log Import;, = ¢; + B1logGDPS + & Share; +y log GDPS X Share; + B, log GDPE

+ [3Distance; + €;; (4)

In our examined sample Indonesian import of machinary and technological goods has
a considerable role for the bilateral trade, thus, ignoring its impact may generate biased
estimates in our initial analyses. Particularly, in 2017, the average share of machinery and
technological goods import in total import of Indonesia was about 32.7%; for Czech
Republic the share was about 32.4%. We employ three different models, where in the first
two models we controll for the share of technological goods import and its interaction term
with the economic size of the coutry of origin, and in the last model we also include dummy
variable and interaction terms for Czech Republic. Thus, we want to capture not only the
impact of the importance of technological sector in bilateral trade of Indonesia and EU
countries, but also estimate the difference in the marginal effects of country size depending
on the importance of technological sector. All the models are estimated with OLS approach,
where country and year fixed effects are controlled [103]. The estimation results are
summarized in the Table 20. The estimation results suggest that, as before the size of the
country of origin is an important factor for explaining total import of Indonesia from EU
countries. The estimated marginal effects are significant in all the models and indicate that
for each additional 1 percentage point increase in the economic size of the examined EU
countries, the import of Indonesia increases by about 2.5-2.6 percentage points. However,
the impact of the econommic size of the country of origin is significantly decreased with
the increase in the share of machinery and technological goods import. The statement is
more obviously illustrated in the figure 22, which plots the estimated marginal effects of

the economic size of the country of origin for different shares of technological goods
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import. We can observe the significant decrease in the marginal effect, with the increase in
the share of technological goods. In addition, share is itself an important factor for
explaining the changes in import; 1 percentage point increase in the share of technological
goods, increases the import of total goods by about 3.3-3.8 percentage points. Finally, in
the last model we get, that the dummy and interaction terms for Czech are not significant,
thus, we should conclude that there is no significant difference in the examined marginal

effects for Czech and the average EU countries [82].

Table 20: Summary of the models with inclusion of share

1 2 3
VARIABLES W) @) ()
OLS OLS OLS
. 2.519*** 2.570*** 2.470%**
Log of GDP of the country of origin
(0.476) (0.464) (0.471)
. 0.640* 3.326** 3.752***
Share of technological goods
(0.343) (1.458) (1.394)
. -0.519** -0.570**
Interaction term
(0.243) (0.229)
-8.184
Czech dummy
(5.577)
1.707
Log of GDP of Czech
(1.076)
. -10.62
Share of technological goods for Czech
(14.62)
. 1.561
Interaction term for Czech
(2.806)
) 0.115 0.0675 0.0540
Log of GDP of Indonesia
(0.216) (0.215) (0.215)
. . -2.788*** -2.692*** -2.650***
Distance from Indonesia, thousand km
(0.402) (0.394) (0.399)
Coutry FE Yes Yes Yes
Year FE Yes Yes Yes
12.78*** 11.94%** 12.06***
Constant
(2.907) (2.835) (2.853)
Observations 215 215 215
R-squared 0.960 0.962 0.966

Robust standard errors in parentheses
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*** n<0.01, ** p<0.05, * p<0.1

Source; Author’s estimations
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Figure 42: Average marginal effect of Economic size (origin country) for different shares
of technological goods

4.3. Examining Import from Czech Republic

Finally, to analyze the certain relationships for the import from Czech Republic, we
implemented two type of additional analyses. First, we analyzed the individual specific
effects from the previous panel data models, secondly we estimated separate models using
only data for Czech Republic [77]. The estimated individual specific effects are illustrated
in the Figures 43, Figure 44 and Figure 45, the separate models are summarized in the Table
21. As we can see country specific effects of Czech Republic for all the models is positive,
meaning that on average Indonesia imports more goods from Czech, explained with the
country specific effects. Furthermore, the individual effect is about two times stronger for
technological goods sector, meaning that among the examined countries, on average
Indonesia imports more from Czech, explained with country fixed effect. Interestingly, we
can observe that the size of Czech economy does not matter, but the size of Indonesia does.

The reverse conclusions can be achieved for total goods. 1 % increase in Indonesian GDP,
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inreases total import from Czech by about 4.1%, the capital goods import by about 3.9%

and machinery and technological goods import by about 3.6%.
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Figure 43: Country Specific Effects (All Products)
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Figure 44: Country Specific Effects (Capital Goods)
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Figure 45: Country Specific Effects (Models for Machinery and Electrical Goods)

Table 21: Models for Czech Republic

1) (2) ®)
VARIABLES : Machinery and
All Products  Capital Goods Electrical Goods
. -2.753 -0.0403 0.294
Log of GDP of Czech Republic
(1.734) (1.627) (1.686)
_ 4.103*** 3.898*** 3.564***
Log of GDP of Indonesia
(0.854) (0.890) (0.956)
-15.21*** -29.18*** -28.82%**
Constant
(4.246) (4.131) (4.127)
Observations 25 25 25
R-squared 0.776 0.820 0.801

Robust standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1

The Figure 46 below refer to several of export of idustiral products from Czech to
Indonesia against time based on observations above.
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A Bar Chart of Export of Various Industrial Products from Czech to
Indonesia Against Time
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M Industrial Consumer goods
Figure 46: Export of industrial products from Czech to Indonesia
Figure 47 illustrates the increasing trend in export of machinery and chemicals from
1999 to 2014 which is noticed. Thereafter, a slight decrease is realized (can find factors to

associate with the decrease, i.e political, economic climatic changes etc.). Consider the data
range, the full data and procedure is part of Annex A, B.
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A Times Series Plot for Export of Various Industrial from
Czech to Indonesia
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Figure 47: Time series for export of various industrial products

83



4. Discussion and Recommendations

This chapter discusses the findings based on the conducted empirical analyses and
offers suggestions and possible predictions for future research.

4.1. Interpretation of the gravity trade model

As we have seen, gravity trade model is mainly valid for examining the total imort
of technological goods from EU countries to Indonesia. According to the results, the total
import is increased with the economic advancement both in the country of origin and
destination. Nevertheless, the impact of economic size in Indonesia does not have
significant impact on the import of capital goods and machinery. These results are
consistent with the philosophy of economic development in Indonesia. Technological goods
production is among the five priority sectors for this economy and Indonesia tends to be a
global leader in this sector [104]. Indonesian government contributes to the development in
the technological sector with both differentpolicy incentives (tax exemptions, subsidies)
and initiating successfull collaboration between the state, private sector and universities.
Therefore, with the economic advancement, Indonesian technological sector grows,
and consequently the import of thes goods from this sector from EU countries is not
significantly affected.

From the models where we re-estimated our gravity model for total import, after

controlling for the importance of technological goods in Indonesian import, we again
achieved the conclusion that the size of the country of origin is an important factor for
explaining total import of Indonesia from EU countries. Furthermore, in this new setting
we concluded that the positive effect of econommic size of the country of origin is
significantly decreased with the increase in the share of machinery and technological goods
import. This suggest, that the more a country is specialized in export of technological goods,
the less will be the marginal effect of economic size for exporting total goods to Indonesia.
A similar model was also estimated with inclusion of Czech dummy and interaction term
of share and economy size for Czech Republic. The results indicate that the marginal effects
of the dummy and interaction terms for Czech are not significant, thus, there is no
significant difference in the examined marginal effects for Czech and the average EU

countries [3].
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Based on consideration of panel regression data attached in Annexes F revealed a
growth of Food and Live animals’ exports from the Czech Republic had a minimal effect
on Indonesian dependence on Czech technology during the observation period. The
coefficient of the variable is 0.00421. Therefore, 1% increase in export of “Food and Live
Animals” from the Czech Republic to Indonesia would affect Indonesian dependence on
the technology by only 0.421%. Essentially, this signal minimal contribution of this part of
trade on the dependence on technology in the country. Fundamentally, this shows that the
sector is not technology-intensive and does not influence technology exchange between the
two countries. Moreover, the export trade involving the commodities is not a significant
factor of production in Indonesia.

Similarly, the panel regression data reveals minimal effects of the export of Beverages
and Tobacco on technology dependence. Essentially, the growth in the export would have
almost zero effects on the total export output from the Czech Republic pertinent to
technology. Based on the multiple regression model derived, the products would have
almost no effect on the total annual exports and average annual exports destined to
Indonesia. Essentially, this shows that the export of the products from the Czech Republic
does not depend on technological inputs on the Indonesia side. Essentially, most of the
products arrive in Indonesia as finished goods, which make the not technology intensive.
Therefore, it can be concluded that the export of Beverages and Tobacco does not affect
total export output or technology dependence on the Czech Republic [91].

Panel regression data shows a notable influence of the export of “Raw Materials and
Inedible Excluding Fuels” on the total export output and the dependence on technology
from the Czech on the Indonesian economy. The growth rate variable found was 0.042,
which implies a positive effect on the dependent variable. Essentially, this indicates that a
1% increase in the export of “Raw Materials and Inedible Excluding Fuels” towards
Indonesia would increase the total export output from the Czech Republic by 4.2%.
Therefore, this would mean that Indonesian imports from the Czech Republic would also
grow by 4.2% for every 1% increase in the exports. Fundamentally, the growth of the
manufacturing industry in Indonesia may be the reason behind the increase in the number
of imports pertinent to “Raw Materials and Inedible Excluding Fuels.” As the
manufacturing industry grows, the country would require additional technology and raw
materials from the Czech Republic. Consequently, this would indicate increased demand
for Czech’s technology to facilitate the use of the raw materials in the manufacturing
industry. Indeed, “Raw Materials and Inedible Excluding Fuels” have shown the most
significant growth in the number of imports in the recent years surpassing other areas of
trade since 2010.

The export of “Chemical Products and Related Products” has shown minimal variations
since the early 2000s. The total number of products has been fluctuating between
200,000CZK and 400,000CZK since 2003. Panel regression data revealed that the effect of
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“Chemical Products and Related Products™ exports from the Czech Republic would have a
minimal but significant effect on the total annual exports and total average exports.
Similarly, this would imply an increase in the reliance of Czech technology pertinent to
these products. The variable coefficient was 0.0173. Therefore, the growth of exports by
1% would increase the annual exports of “Chemical Products and Related Products” by
1.73%. Similarly, this would imply an increase on Indonesia’s imports pertinent to the
product by a similar margin. Consequently, sustained increase in the importation of these
products would have an overall positive effect on the reliance on Czech’s technology in
Indonesia. The trend indicates a demand pull in which demand trends determine the rate at
which the exports grow.

Similar to “Raw Materials and Inedible Excluding Fuels,” the exportation of “Market
Products Sorted mainly by Material” shows relative constant values over the years included
in the observation period. The regression panel data shows minimal effect of these products
on the total annual exports and annual average exports from the Czech Republic. The
coefficient for the variable was 0.00721. The results indicate that 1% increase in the export
of “Market Products Sorted mainly by Material” would influence the total annual exports
to Indonesia by 0.721% and a similar margin for the average annual exports. Therefore, the
dependence on Indonesia on Czech’s technology pertinent to these imports would minimal
considering most of the market products are finished goods that do not require additional
conversion.

Export of “Machinery and Means of Transport” has also been increasing since 2003
reaching its peak in 2012. However, the trend has been fluctuating since then but has
showed signs of improvement in 2016. Regression panel data revealed a significant effect
of the products on the total annual exports and average annual exports. The coefficient for
“Machinery and Means of Transport” was 0.23. Essentially, this implies that 1% increase
in the export of “Machinery and Means of Transport” would increase the total annual
exports by 2.3% and a similar margin for the average annual exports. Consequently, this
would imply an increase of Indonesian imports pertinent to “Machinery and Means of
Transport” by 2.3%. As such, the total dependence of Indonesia on Czech’s technology
would increase. The trend indicates the increased infrastructural development and
manufacturing activities that require appropriate technologies and machinery. The growth
of the imports would lead to increased reliance on Czech technology because of the growing
trade relationships between the two economies [62].

The export of “Industrial Consumer Goods” has been relatively low over the years.
However, increased output started in 2012 and has been improving intermittently since
then. Nevertheless, the effect of the exports on the total output remains relatively low as
predicted by the regression model developed. The regression panel data revealed a
significant positive effect of the exports on the total output, although the margins remain
relatively low as compared to several other exports. The coefficient for the “Industrial
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Consumer Goods” exports was 0.0121. Essentially, this implies that the growth of the total
exports by 1% would increase the export of “Industrial Consumer Goods” by 1.21%.
Similarly, this would imply an increase in the total imports for “Industrial Consumer
Goods” in Indonesia by 1.21% of the total exports received from the Czech Republic. The
manufacturing industry may have a significant part to play on the increase in the export of
the “Industrial Consumer Goods” to Indonesia. Some of the industrial consumer goods may
require additional processing to produce finished products. Therefore, these products
require additional technologies that relate to them for final processing. The trade relations
between Indonesia and the Czech Republic would mean souring for the technologies that
allow the conversion of the products to final consumer products. As such, this would
increase the reliance on Czech’s technology in the conversion of the products.

The results reveal a trend in which Indonesia relies heavily on technology-related
products from the Czech Republic. Essentially, FDI inflows in Indonesia remain low,
especially from the members of the EU (1.6%) of the total FDI to ASEAN member
countries). Nevertheless, the growth of the manufacturing industry has provided an avenue
for increased FDI. Comparably, the infancy of the sector implies that Indonesia relies
largely on imports from other countries in the achievement of its economic goals [38].

The particular relationships for the import from Czech Republic was analized through
the examination of individual specific effects and separate models for the import of Czech
Republic. The general conclusion is that on average Indonesia tends to import more goods
madi in Czech, including the technological sector goods. Furthermore, with the increase in
Czech economy Indonesia demands more technological goods from Czech republic. To
summarize, trade of the technological goods between these countries is significantly
affected by the size of economic growth in Czech Republic and Indonesia. Thus the general
policy recommendation will be the further expansion of the Czech economy, as one of the
leading economies with automotive-related and technological goods manufacturing in the
world, which will support the import to Indonesia [39].

Finally, we have seen that the geographical distance between the examined countries
embarrasses the trade in general, but not for technological or capital goods. As long as these
economies grow, and there is a commitment to improve cooperation in trade between
Indonesia and the Czech Republic, the import of technological goods to Indonesia from the
Czech Republic will continue to increase.

4.2. Implications for Export-Import Trade

International experience in East Asia shows that raising competitiveness requires
investment in technological capabilities in diverse areas. The development of the

technologies is requisite in raising Indonesia’s competitiveness. Traditionally, most of
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Indonesia’s manufacturing industry has largely relied on low skill labor- and resource-
intensive products that require minimal effort, externalities, and risks. Nevertheless, the
growth in the manufacturing industry has led to the development of some complex products
involving complex technologies. The country lacks adequate internal capabilities to
produce the technologies required to engage in the manufacturing activities.

The results of the study reveal increases in the total number of imports from the Czech
Republic including the technological sector goods that affect the productivity of the
industries. Other than trade agreements, the trend depicts several aspects of the economy
identified in the review of the literature. The conditions favouring the upward trend in the
reliance on Czech technologies include the pursuit of sound macroeconomic policies,
pursuit of pro-competitiveness economic policies, upgrading of human resources through
continued training, improvement of the manufacturing industry to foreign technology and
expertise, and improvement in the performance and effectiveness of technology support
services in the country [62].

For the observation period, the number of exports across the categories (an insustiral
products) included has been on the rise for the most part. The trends indicate seasonality of
demand for products based on economic policies established. Apparently, the import of
machinery and chemicals had the highest growth until 2014 from when the trend has been
erratic. Nevertheless, the rate of growth in the demand for raw materials has been increasing
tremendously, probably because of the growth in the manufacturing industry in the country.
Recently, the demand for industrial consumer goods has also been increasing, which could
also relate to the growth of the manufacturing industry in the country.

The findings reveal a positive relationship between technological reliance and the
imports from the Czech Republic. Essentially, the acquisition of foreign technologies across
diverse industries determines the ability of the industries to gain competitiveness at the
global level. To facilitate the process of technology adoption, Indonesian firms have had to
invest in the development of their capabilities. The increase in the importation of the
products related to the manufacturing industries would increase the reliance of the country
on foreign technology as it gears towards the production of its technologies. Nevertheless,
the trend may not relate directly to the domestic firms. Recently, the country has been
experiencing growing FDI as foreign firms invest in the country to take advantage of the
country’s resource capabilities. The resource-seeking behaviour of the foreign firms implies
that they may require additional technologies from their home/other countries. The
availability of technology in the country to cater for the needs of the firms remains low,
which implies increasing reliance on the foreign technologies. As such, the growth of such
firms would imply increasing importation of Czech technologies if technological maturity
in Indonesia remains constant [40].
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5. Conslusion

As we can see from the table 4, the size of Indonesian economy has positive on total
goods import, specifically, 1 % increase in Indonesian GDP, increases total import from
Czech by about 4.1%, the capital goods import by about 3.9% and machinery and
technological goods import by about 3.6%. From this we can conclude that the Czech
Republic would benefit from improved conditions in Indonesia pertinent to its economical

development.

The importation of the products depends also largely on the willingness of the
Indonesian government in creating appropriate conditions for the products and
technologies. From the Indonesian side, several conditions would suit an increase in the
import trade from Czech’s technology. First, the both countries requires improvements in
its macroeconomic policies. As discussed in the review of the literature, reckless deficit-
financing policies by the former governments exposed Indonesia to significant
disadvantages in its global competitiveness. However, recent administrations have realized
the need for stable macroeconomic policies to encourage firms in making long-term
investments. While the Asian financial crisis affected the Indonesian economy negatively,
recovery has resulted in some notable improvements. However, the absorption of the
foreign technologies requires the creation of additional monetary and fiscal policies that
encourage the entry of foreign capital and investment in technology-intensive industries
[64].

Second, the pursuit of pro-competition policies would encourage increased absorption
of foreign technologies. The competitive environment of a country depends largely on the
foreign trade regime, as well as the domestic competition. The new order Indonesian
government introduced several deregulation measures that promoted industrial
technological development in manufacturing firms. Nevertheless, the continued “anti-
export bias” aimed at import protection did not free up the trade regime. Although trade
reforms in the 80s increased import competition, domestic trade and competition remained
extensively regulated with many regulations rom the provincial and central governments.
The restrictions including price controls, entry controls, and provisions for the dominance
of the public sector have led to increased rent-seeking behaviours that affect
competitiveness and absorption of foreign technology in industries.

Third, upgrading of the human resources in Indonesia may play a crucial aspect in the
absorption of foreign technologies in Indonesian firms. Indonesia lags behind many East
Asian countries pertinent to educational achievement. Consequently, the industries in the
country rely largely on low skill labor-intensive activities. The absorption of the foreign
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technology would require improved human resources because the application of the
technologies requires tech savvy employees. Moreover, the improvement of the human
resources would help in the diversification of the manufacturing industry for more complex
production activities [104].

International experience indicates that the acquisition, assimilation, and adaptation of
foreign technologies in local economies, as well as the improvement of the technologies
play a significant role in a country’s technological capabilities.

As the results indicate, the country specific effect of Czech Republic for all the models
is positive, meaning that on average Indonesian imports more goods from Czech Republic,
explained with the country specific effects. Furthermore, the individual effect is about two
times stronger for technological goods sector, meaning that among the examined countries,
on average Indonesian imports more from Czech, explained with country fixed effect.
Therefore, the Czech Republic has many opportunities to expand its export business to
Indonesia to accomplish the goals of the improved cooperation between the two countries.
International transfer of technology plays a critical part in technical progress of country’s
technical progress. Therefore, it is important to consider the ways through which the
Indonesian market environment would suit increased technological transfer from the Czech
Republic.

Several options exist for the Czech Republic to take advantage of the improved trade
relations between the two countries. First, the country could increase its level of FDI in
Indonesia. Indonesia experienced a steady growth in FDI inflows until 1996, but the Asian
financial crisis affected the flow negatively. The poor investment climate in Indonesia had
affected FDI inflows significantly since the 2000s. However, the trade agreement with
Czech Republic paves way for improved cooperation in different aspects of trade.
Increasing FDI inflow could establish a platform for increased technological absorption
among the Indonesia firms. Moreover, the cooperation between the two countries could
mean increased restructuring of some of the economic sectors benefiting from the
agreement in Indonesia. Therefore, the Czech Republic can take advantage of the
restructuring to increase its investments in the country, which would improve its levels of
exports, and, subsequently, the export of its technologies to Indonesia [39].

Indonesia has often relied on technical licensing agreements with advanced foreign
firms as an “unpackaged” mode of technology transfer. In many cases, the transfers involve
the transfer of old or mature technologies that fail to offer long-term competitive advantage
to Indonesian firms in the global markets. However, the acquisition and assimilation of the
old and mature technologies for the late-industrialized country offered a p