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Neighbours - but few engagements. Why?

I Both trade and investment volume between Australia and
Indonesia are still very small, i.e. less than 3% for the former
and less than 2% for the latter.

I Because, they are actually quite similar:
I Indonesia‘s exports are dominated by natural resources

especially palm oil, coal, and oil & gas. Together these
commodities account for about 30% of total goods exported.

I Australia‘s exports are dominated by coal, iron ore, gas, and
gold. These four commodities take more than half of
Australia‘s total goods exports.
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Potentials to exploit

I Key to improve economic relationship between the two
countries is to explore and exploit complementarities (go
further in disaggregation levels, e.g. branches of food &
beverages, electric/hybrid vehicles, etc.).

I Hence, the IACEPA’s economic cooperation program should
focus on the ‘economic powerhouse’ model, rather than on
the bilateral give-and-take’s.
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An example

I Indonesia can only produce 50% of the national demand of
meat products.

I More than 50% of Australia’s live cattle exports go to
Indonesia.

I Indonesians should invest in cattle stations in Australia, and
send them back to feedlots in Indonesia.

I Australia to invest in production hub for meat products -
using their ingredients, to target regional markets.

I Similarly, Indonesia is the biggest importer of grain in the
world. Australia supports almost 50% industry in West Java
in their need of wheat flour.
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Food processing industry in Indonesia

I Food and beverage manufacturing is the second largest
category of Indonesian exports after mining.

I Food processing contributes around 30-40% of total
manufacturing output. Manufacturing sector (excl. oil and
gas) contributes around 20% of the GDP.

I Food processing employs around 20% of all manufacturing
workers, with MSEs contributes around 75% of the
employment. But the output is dominated by large companies
such as Indofood, Wings, Mayora, GarudaFood, Nestle, Heinz,
Kraft, Unilever, and Danone.

I Investment on food processing industry keeps increasing (the
biggest domestic, secondary-sector investment in 2019, and
the third in terms of FDI after chemical & pharmaceuticals
and basic metal)
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Potentials of food products in Indonesia and Australia

I Both countries are still small players at the global level with
shares of global exports and imports each below 2%.

I The foreign content in exports of food products in Indonesia is
about 4% and in Australia about 12% (compare to e.g.
Malaysia’s 24% and Taiwan’s 35%).

I All this suggests a big opportunity for joint forces. But at the
same time it shows that both Indonesia and Australia has a
lot to catch up in the GVC.
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How IA-CEPA can help

I IA-CEPA provides preferential access for more than 99% of
Australian agricultural products imported by Indonesia.

I The tariffs for feed grain will be eliminated gradually.

I IA-CEPA also provides industrial training program through its
Grain Partnership (beneficiaries include flour mills, baked
goods, and noodle producers).

I The partnership also seeks to improve food quality and safety
standards to extend export access to broader third-country
markets.
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Powerhouse

I The two countries have explored the powerhouse concept for
red meat since 2019 (under the Red Meat and Cattle
Partnership).

I The experience will be valuable to build powerhouse in other
sectors as well.

I IA-CEPA also provides industrial training program through its
Grain Partnership (beneficiaries include flour mills, baked
goods, and noodle producers).

I The partnership also seeks to improve food quality and safety
standards to extend export access to broader third-country
markets.
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Necessary reform

I Reduction of NTMs (IA-CEPA’s Chapter 3 should help). The
effective rate of protection in food products sector is very
high, second only to food crops (Marks & Rahardja 2012).

I Note that there are more ‘non-conforming measures’ in
Indonesia than in Australia.

I Indonesia is undergoing reforms via different channels as well.

I The Omnibus Law should play a clear role in pushing domestic
reforms.
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Necessary reform (cont)

I The increasing use of import substitution strategy may pose
risk to the implementation of IA-CEPA (and the other trade
agreements).

I It is important to avoid contradictory rules and policies among
the many agreements Indonesia is signing.
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