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MENGAPA MENGGUNAKAN METODE KASUS
(Hartono,2016)

<Alasan utama menggunakan metode kasus di pembelajaran
bisnis adalah karena manajemen merupakan suatu keahlian yang
lebih dari sekedar teknik atau konsep (Shapiro, 1975).

Cara terbaik untuk mempelajari suatu keahlian adalah melatihnya d
dalam suatu proses simulasi.

Misalnya perenang, pemain piano, belajar naik sepeda, koki .

Belajar memasak lain dengan b?é jar menjadi ahli masak atau
koki. Belajar memasak dapat belajar teori-teori memasaknya
tanpa harus berlatih memasaknya, tetapi cara ini tidak akan
menjadikannya seorang ahli masak. t

- _ NS
Untuk belajar sesuatu dengan efektif, seseorang harus
mengotorkan tangannya dan kemudian melihat apa yang
dihasilkannya.

Locally Rooted, Globally Respected www.ugm.ac.id



Manusia banyak belajar dari ceritera-ceritera. Novelis besc
memahami ini, orangtua juga memahami ini dan dosen
seharusnya juga memahaminya. (Hartono,2016)
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KASUS YANG BAIK (Hartono,2016)

Lebih lanjut Professor Lawrence (di Leenders dan Erskine,
1978: 12) menjelaskan:

“a good case is the vehicle by which a chunk
of reality is brought into the classroom to
be worked over by the classs and the
Instructor. A good case keeps the class

discussion grounded upon some of the
stubborn facts that must be faced in real
life situations....”

Locally Rooted, Globally Respected

www.ugm.ac.id



2 KASUS INDUSTRI

(1 Kasus 1 : INDONESIA’S TEXTILE AND ITS PRODUCTS INDUSTRY:
Recent Development and Challenges dipresentasikan pada
International Trade & Academic Research Conference (ITARC)
London, UK, 4-5 November 2013
Kasus ini memperoleh dua penghargaan sekaligus, yaitu: Best Tract
Presentation dan Award of Honour dari Academy of Business & Retail
Management.

 Kasus 2 : A QUEST FOR CLOVE CIGARETTE INDUSTRIAL CLUSTERS:
INDONESIA 1996-2003 dipresentasikan pada ASIA COMPETITIVENESS
FORUM 2008 National University of Singapore May 22-23, 2008

www.ugm.ac.id
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INTRODUCTION
INDONESIA PROFILE .

\§ \

S : ’l-.. =8 i' - ) s - .

Administrative Area 33 provinces, 497 districts
Population 2010 (millions) 237,6
Population Growth Rate 2000-2010 (%) 1,49

Economic Growth Semester 12011 (%) 6,5

GDP per capita 2010 (US$) 3,005
Unemployment Rate Feb 2011 (%) 6,80

Poverty Rate March 2011 (%) 12,49



INTRODUCTION

The Textile and Its Products industry (abbreviated as TPT industry in
Indonesia) played an important role in the Indonesia’s employment and
non-oil export.

There have been not less than 2,869 companies involved in the TPT

industry. It absorbs and creates employment as much as 1.4 million
workers or 11% of the total workforce in the entire manufacturing

industry.
As far as trade is concerned, export performance of the TPT industry
reaches up to 9% of Indonesia’s total non-oil and gas exports.

Table 1 highlights the key role of Indonesia Textile, Fiber & Clothing in
terms of number of companies, value of investment, and employment.

Number of Unit 2,656 2,699 2,726 2,818 2,853 2,869

Company

Value of Rp (Bn) 132,381 135,648 137,906 142,068 146,170 150,525

Investment

Emplyment People 1,176,77 1,191,326 1,234,250 1,289,40 1,337,497 1,399,856
3 0

TABLE 1 Indonesia Textile, Fiber,& Clothing Highlight, 2005-2010
Source: APl (2011)



OBJECTIVES & OUTLINE

This paper attempts to explore the recent development
and challenges in the Indonesia’s TPT industry.

Outline of this paper:

On the onset, this paper will highlight industrialization
and sectoral changes in Indonesia. Next section will
focus on the role of the TPT industry in Indonesia by
exploring the upstream, midstream, and downstream in
the TPT industry. As the TPT exports always on the top
ten Indonesia's non-oil exports, next section will focus
on the textile and apparel trade. It is followed by
identification of major clusters in the Indonesian TPT
industry. The last section will summarize the key
challenges in Indonesia’s TPT sector.




Indonesia and Asia’s Economic Growth
2009-2013

Countries 2009 2010 2011 2012* 2013*
Indonesia 4.5 6.1 6.4 6.0 6.3
Malaysia -3.6 7.2 5.3 4.4 4.7
Singapura -3.3 14.5 4.8 2.0 2.9
Thailand -3.5 7.8 4.5 5.5 5.9
Filipina 1.0 7.3 5.0 4.8 4.7
China 8.5 10.4 9.2 7.8 8.2
India 5.4 8.6 8.2 4.8 5.9
fcl:)l;f)flillilegs& developing 2.1 7.5 6.2 5.6 6.9
Advanced economies -3.2 2.1 1.6 1.4 1.9

* projected Source: World Bank (2013); BPS (2013)

The Indonesian government quite effectively steered the national economy through
‘storm’ of the 2008 Global Financial Crisis (GFC) (Kuncoro, et al. 2009).

The ASEAN economies are projected to grow by 5.1% in 2012 and 5.5% in 2013.
Going forward, growth is projected to pick up very gradually, and Asia should remain
the global growth leader, expanding over 2 percentage points faster than the world
averaae next vear (IMF 2012).



Industrialization has led to structural
transformation in Indonesia

Agriculture sector which has been the main sector by 1968 contributed
51% of Indonesia’s GDP; at the same time, industry sector only contributed
8.5% of GDP.

Industrialization in Indonesia has brought structural transformation.
Manufacturing sector has become the main sector in Indonesia since 1993.

Manufacturing sector's contribution to Indonesian GDP has been relatively
stable between 26.3%-28.3% since 2000.

Sectors 1968 | 1993 | 1998 | 2000 | 2004 2011
Agriculture 51| 179, 174 156 154 14.7
Mining and excavation 4.2 9.6 8.3 12.1 8.6 11.9
Manufacturing industry 8.5 22.3 23.9 27.8 28.3 24.3
Others 36.3 50.3 50.3 44.6 47.7 49.1
GDP 100 100 100 100 100 100

Note: Other sectors include the following: electricity, gas, and water sector; construction sector; trade, hotel, and restaurant sector;

transportation and communication sector; finance, rental, and company service sector; and service sector.

Source: Calculated from BPS (2009a)




Sectoral Contribution to GDP: Indonesia, 2006-2010

Description 2006 2007 2008 2009 2010
1. Agriculture, Livestock, Forestry, and Fishery 12.97 13.72 14.46 15.29 15.34
1. Mining and Excavating 10.98 11.15 10.92 10.54 11.15
1.  Manufacturing Industry 27.54 27.05 27.89 26.38 24.82
a. Oil & Gas Industry 5.15 4.61 4.89 3.81 3.27
a. Non-Oil & Gas Industry 22.38 22.43 23.00 22.57 21.55
1). Food, Waterand Tobacco 6.37 6.68 6.99 7.49 7.24
2). Textile, Leathers, and Footwear Industry 2.70 2.37 2.12 2.08 1.93
3). Wood Product and Forestry Industry 1.34 1.39 1.48 1.43 1.25
4).Paper and Printing 1.19 1.15 1.05 1.09 1.02
5). Fertilizer, Chemical, and Rubber Industry 2.82 2.80 3.11 2.90 2.74
6). Cementand Mineral Excavating Industry 0.87 0.83 0.81 0.77 0.71
7). Iron Metal and Steel 0.62 0.58 0.59 0.48 0.42
8). Transportation and Parts 6.27 0.44 6.66 6.17 6.06
9). Other Goods 0.21 0.19 0.18 0.17 0.16
1.  Electricity, Gas and Clean Water 0.91 0.88 0.82 0.83 0.78
1 Construction 7.52 7.72 8.48 9.89 10.29
1. Trade, Hotel and Restaurant 15.02 14.99 13.97 13.37 13.72
1. Transport and Telecommunication 6.93 6.69 6.31 6.28 6.50
1. Finance, Leasing and Service 8.06 7.73 7.43 7.20 7.21
1. Services 10.07 10.08 9.73 10.22 10.19
Product Domestic Bruto 100,00 100,00 100,00 100,00 100,00
Product\DoimestitiBoutor Witlidut Oil and Gas 88.85 89.46 89.41 91.68 92.23

« The non-oiland gas industries hold a very significantrole in terms of contribution towards
Indonesia’s GDP compared to the national oil & gas industry.

* Intheyear 2010, the share of textile, leathers, and footwear industry to GDP was as low as
1.93% as a result of decrease from the 2006 share of 2.7%. Thisindicatesthat a
deindustrialization exists in the textile and its products (TPT).



Table 5 TPT Industry Contributionto GDP, Net export,

Domestic sales, Investments (in billion USD)

2007 2008 2009** 2010**
Net Export 5.69 5.16 5.09 5.04
Domestic Sales 3.67 4.17 5.30 5.83
Investments 2.26 0.44 0.40 0.48
Total 11.62 9.77 10.79 11.35
National GDP 431.02 513.03 546.53 590.25
Contribution of Textile & 2.7% 1.9% 2.0% 1.92.%
Clothing (Estimation)

Source: APl (2011)

Table 5 describes the contribution of the TPT industry to the Indonesian GDP., next
export, domestic sales, and investments.

The following figure highlights that TPT industry consists of the upstream,
midstream, and downstream.

— In the upstream side, the industry produces natural fibers, synthetic fibers, rayon fibers, with the
majority of them being capital-intensive and technology-intensive, although absorbing only very
little workforce.

— In the midstream, the TPT industry includes dying, weaving, knitting,, threads, curtain, blankets, car
seats, tents, carpets, with the majority of the industry characterized as labor-intensive, and the
majority of workers are female, with a technology that combines labor-intensiveness and semi
capital intensive.

— In the downstream, the TPT industry includes mainly garment that largely labor intensive industry,
mostly women.




VALUE-CHAIN IN TPT INDUSTRY

Thcils figure illustrates the interlinkages among upstream, downstream, and upstream activities in TPT

industry.

« Upstream industry involves producers of inputs (cotton, acrylic, rayon fiber, polyster) for non-woven
manufacturing, spinning, knitting, weaving, and dyeing-printing-finishing industry. Outputs of
midstream TPT industry are then proccessed by garment, weavers, and polyster manufacturers.
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Business Process in Garment Industry
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FIGURE 1 Value Chain and Business Process in Garment Industry

Source: Astut: (2011)

* Business process in the industry is started from merchandisers, fabric mill, warehouse,
production planning, cutting, sewing, finishing, and finished good stores to buyers.

* TheIndonesian TPT sector can be divided by two different subsectors:

— Oneistraditional. Traditional production providestextiles mainly for the domestic
market and traditional ceremonies, which are made out of traditional raw materials.
Many yarns and dyes are obtained from local tropical plants, often by processes unique
to the archipelago.

— The other one uses modern technology and knowledge. The development of Indonesia’s
textile industry has branched out into a large number of subsections, from synthetic
fiber manufacturing, yarn, spinning, fabric forming and finishing, to manufacturing of
made-up goods.



TPT Industry’s Contribution to
Indonesia’s Export
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FIGURE 3 Various ULI Items: Indonesia, 1990-2003 (%0)
INote: NRI :SITC 55,635,595 (exceptdHod 665, 6595)
LI :SITC 65, 664, 665,665, 81-85, 89 (ex<cept 895,897)
PCI :SITCS51,52, 67,71, 72, 73,75, 751
HCI :SETC 355,62, 64 69, 775,78, 79,885,896, 897
TE :SITC354,56,57,39, 752, 789,76, 77 (except773),87,.88 (e«xept885)

Source: Calculated from BPS, various years.

* Figure 3 shows during the 1990-2003 period garments have made the largest
contribution to Unskilled Labour Intensive (ULI) exports, followed by textiles, shoes,
and furniture.



Export of Indonesian TPT Industries

Year Volume (thousand Value (thousand | Average Price (USD/kg)
USD)
2000 1,777,132 8,377,397 171
2001 1,721,312 7078422 440
2002 1,758,675 0,888,559 192
2003 1,555,020 7,052,181 153
2004 1,626,461 7,647 441 | 370
3005 1,706 800 8,555,000 176
2006 1,877 400 9,376,000 199
2007 1,898,000 10,004,000 8.27
2008 1,833,000 10,399,000 0.07
2009 1,760,000 9,262,000 5.20
2010 1,969,000 11,223,000 509

TABLE 7 Development of Indonesian TPT Exports, 2000-2010
Source: Miranti (2007), API(2010)

* Export of Indonesian TPT industries had a significant decline
in 2003 but it has recovered since 2004 in term of volume
and value (Miranti, 2007). In 2006 the export value and
volume of TPT even surpassed of that of in 2000.



The contribution of the TPT industry towards the total national export
has been declined since 2006. In 2006, the rate of contribution was
9.1%. However, in the year 2010, there was a drastic drop resulting in

only 7.5%.
Billion USS 2006 2007 2008 2009 2010 Jan-Jun Jan-Jun
2010 2011

Total National Export 103.5 118.0 139.6 116.5 157.8 72.5 97.3

Non Oil & Gas 80.6 93.1 107.9 97.5 129.7 58.8 79.1
Product

(Textile+Fiber) & 9.4 10.0 10.4 9.3 11.2 5.5 6.9
Clothing
% Share Textile & 9.1% 8.5% 7.4% 7.9% 7.1% 7.5% 7.1%
Clothing Product to
National Export (Qil
& Gas + Non Oil &
Gas)
% Share Textile & 11.7% 10.7% 9.6% 9.5% 8.7% 9.3% 8.7%
Clothing Product to
Non Oil & Gas

Source: API (2011)



The primary export products
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FIGURE 5 Development of Primary Export Products,

Indonesia January 2010-April 2011
Source: Ministry of Trade (2011)

* The development of manufacturing exports textile products

increased due to volume, which indicates an increase in output of
manufacturing industry.

* |Indonesian export products of textile industry currently ranks second
biggest non-oil export after the rubber and rubber products.



INDONESIA’S EXPORT DESTINATION

e Out of the total contribution of the TPT industry towards the Indonesian export,
the export destination of the TPT industry is the United States, accounting for
almost 37.6%, followed by the EU 18.9%. ASEAN countries (Malaysia, Thailand, etc)
are considered as an export destination that could still be developed and possesses
a very high prospect in terms of developing Indonesia’s TPT industry export.

In Value

2010 (TPT=USS$11,22 billion)

; Japan
. .". 6%

Germany, Fed. Rep.
\. ’ of

N Turkey 5%
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Figure 4 Destinationsof Indonesia’s TPT Exports, 2010



Where are the major locations of TPT industry?
Main Clusters of TPT Industries

The geographical distribution of the Indonesian TPT industry is highly concentrated on the
island of Java, and in particularin West Java.

Almost 90% of the textile industry is located in Java, and 54.8% are concentrated in West
Java alone; for the garment industry, high concentrationis to be found in West Javaand

Jakarta (Chongbo, 2005).

The industry’s locations are mostly concentrated in West Java (57%), Central Java (14%),
and Jakarta (17%). These regions can be classified as ‘hot spot clusters’. The rests are
spread out from East Java, Bali, Sumatera, and Yogyakarta.

Number of Firms
Employment (Workers) Value Added (Rp 000) (Units)
Provinces 2001 2007 2001 2007 2001 2007
DOKljakarta | 109211 | 105619 | 21812353873 J43885302126 | o7 | 743
| '\'-.'ﬂ_'l.\\'a 189 459 222.5238 3.282 203 848 7.5361 5345 533 473 732
Central Java 77.674 57531 1.423.750.769 2.042 586415 3406 811
DIy 4523 10.370 61.910.936 3390 688 381 32 32
Banten 45 208 46 224 1.024. 697567 4.914. 230 .85 1 90
TOTALS
PROVINCES 426.075 472.272 7.973.801_:293 19.946.556.340 1.501 2417
OTHERS 53772 3 846 9532.722.0533 1.218.031.567 16 00
_‘T.‘\IK:?LFL'T.-‘\U-LK 237 602 240 833 4729 338719 13.751 854 .879 S02 1.011
INDONESIA +79 847 523.118 8926524 046 21.164.587.907 =017 =917
TOTAL ALL
INDUSTRY
INDONESLA 4. 385 923 4. 624 937 269 629 898 821 598 399 645,156 21.396 27.998

TABLE 9 Main Clusters of TPT Industries, 2001-2007
Source: BPS (2002; 2008)



INDUSTRIAL DECENTRALIZATION
HAS NOT OCCURED
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TPT Industrial Clusters
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FIGURE 6 Major TPT Industrial Clusters By Employment Per District
in 5 Provinces (DKI Jakarta, West Java, Central Java, Yogyakarta, Banten), 2007

Figure 6 shows a map of TPT industrial clusters in terms of employment by districts.

Young, single, women workers dominate this labor-intensive industry.

The major location of TPT industry clustered heavily in the Capital City of Jakarta and its exteded
metropolitan regions (Bogor, Tangerang, Bekasi, Sukabumi), Bandung Extended Metropolitan regions
(Bandung plus Purwakarta), Semarang-Ungaran corridor, and Pekalongan.



Challenges of TPT Industry

The biggest obstacle facing the TPT industry is old machineries.

According to Ministry of Industry, about 80% of 8.38 million unit machineries in
2006 were more than 20 years old. Productivity declined to half.

With that condition, productivity of TPT industry is estimated to drop 50%. To
restructure those old machineries, the industry needs Rp. 44.07 trillion
comprising of Rp. 13.26 trillion for spinning industry, Rp. 8.07 trillion for fiber
industry, Rp. 20.9 trillion for weaving, knitting and finishing industry, and Rp.
1.84 trillion for garment industry.
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THE MOST PROBLEMATIC FACTORS FOR DOING BUSINESS, SELECTED
ASIAN COUNTRIES, 2011-2012 (% OF RESPONDENTS)

Malaysi | Singapor | Chin | Thailan | Indonesi | Philippine

a e a d a S
Inefficient government bureaucracy 12.9 2.4 | 10.9 11.7 14.3 18.3
Corruption 9.6 0.3 8.5 14.5 15.4 24.4
Inadequately educated workforce 8.7 15.0 6.6 8.3 6.3 2.5
Policy instability 8.3 0.7 9.9 12.9 7.4 7.9
Restrictive labor regulations 10.4 16.8 4.5 1.2 3.6 4.6
Poor work ethic in national labor 7.0 8.1 6.1 5.5 6.2 1.9
force

6.4 61| 7.8 5.3 9.5 16.5

Foreign currency regulations 5.5 2.8 3.8 6.8 2.3 0.5
Access to financing 10.6 6.3| 11.5 3.1 7.2 2.2
Inflation 5.8 29.1( 11.6 5.1 6.1 2.0
Tax rates 4.0 7.0 6.9 5.6 4.2 5.7
Tax regulations 2.9 3.7 6.4 2.8 6.0 5.6
Crime and theft 4.1 0.2 0.5 2.0 2.7 5.6
Government inability/coups 2.9 0.7 2.9 15.2 6.1 1.9
Poor public health 0.9 07| 1.8 0.0 2.5 |urce: WEF gB 1)




LABOUR PROBLEM: hard to hire, hard to fire.. and costly too
Law No.13/2001 should be reformed in particular minimum wages,

outsourcing, redundancy costs, and severance costs.

Doing Business: Employing Workers

Indonesia vs. Others

*high values represent rigidity Labour Pains: Hard to hire, Hard to fire...and costly too
Indicator Indonesia S2E10 IR QI2GD, e '
& Pacific Average (100 = most difficult) t(weeks of salary)
Difficulty in 120 - 1 120
hiring index 61 19.2 26.5 100 - I 100
(0-100) 80 - { 80
Difficulty of 60 - : 60
redundancy 60 19.6 22 6 40 -+ : 40
index (0-100) 20 - 1 : 20
Rigidity of 0 - ' ' +0
fergployment 40 15.8 26.4 Difficulty of hiring  Diffculty of | Redundancy
Inaex
redundancy ' costs - RHS
Redundancy
costs (weeks 108 42.4 26.6 i hdonesia ~ World ¢ BRIC @ PH, TH MY, VN
of salary)

Source: World Bank Doing Business Report 2010, HSBC



Provincial minimum wages (PMW) nationally

have icread sharply from 8.19% to 19.1% during
‘ 20%8-20I 3.

Increase in PMW
(%9

PMW in average

1 2008 Rp. 745,709.22 10.89
2 2009 Rp. 841,529.55 11.29
3 2010 Rp. 908,824.52 8.19
4 201 | Rp. 988,829.39 8.69
5 2012 Rp. 1,088,902.64 10.12
6 2013 Rp. 1,296,908.48 19.10

Sumber: Kemenakertrans (2013)

> The determination of PMW is based on decent life need and taken into account
future inflation and economic growth.



Labour cost does matter because labour cost contributed about 13.3-

17.4% in total cost of TPT industry in Indonesia, after raw material costs.

Wood
No | Cost Type TEXTILE GAR#"EN Shoes | TUMItUM | Elactronic based | Grand
e Average

1 A 4G AA / G /l
2 / / s 4 (O
3 | Central Tax 2.0 2.8 5.3 3.9 5.6 4.2 4.3

Local
< charges/ 2.0 2.2 3.2 3.2 6.0 4.0 3.8

Taxes
5 | Transport 3.3 Sl 54 2.7 2.5 3.8 3.6
6 | Engine 5.6 3.3 2.5 2.2 4.4 2.5 3.0
7 | Gasoline 3.8 2.7 1.5 3.0 2.8 2.5 2.5
g |lobbying 1.5 20 2.1 1.4 3.2 2 2.3

Cost

9 | Telephone 1.4 1.6 1.8 2.5 1.9 2.2 2.0
10 | Water 0.4 1.9 1.5 1.7 1.9 2.8 2.0
11 | Others 3.7 8.1 11.4 2.9 4.6 3.9 5.9




Future Trends

In the future, it is predicted that the consumption of TPT will be increasing each
year, in line with the world population growth and the demand driven by

lifestyle. For the export market, it is projected that until December 2011, the
export value of the TPT industry will reach USS 12.5 billion, or in other words
growing at the rate of 12.6%.

It is predicted that in 2011 the supply of garment contributed by the local
garment industry will only reach 45%, or sales valued at 45 trillion Indonesian

Rupiahs.
Million USS 2008 2009 2010 est. 2011 Forecast
%08/0 %09/08 %10/09 %11/1
7 0
Textiles+Fiber 4,128 (-1.0 3,603 -10.5 4,549 26.3 5171 |13.2
Clothing 6,016 |7.5 5,659 1.1 6,674 17.9 7,369 |11.0
(Textile+Fiber) & Clothing | 10,399 | 3.9 9,262 -3.5 11,223 21.2 12,559 | 11.9




' ronH@the Competitiveness,of

Adaptable to Market
Froductivity Structure Change

INCREASING COMPETITIVENESS

Figure 7 Improving the Competitiveness of Garment Industry
Source: AP1(2007)

® [ndonesian Textile Association (API) (2007; 2011) argued
that there at least 4 measures to improve the
competitiveness of the TPT industry: increasing

productivity, restructuring, expansion, and adaptable to
market structure change.



CONCLUSION

« The TPT industry has played an important role in
the top ten Indonesia's non-oil exports and
created 1.4 million employmentin 2,869
companies.

« To improve the competitiveness of TPT industry
requires a thorough understanding of the
upstream, midstream, and downstream of TPT
iIndustrial chain, its cost structure, and
fundamental challenges.

« We have identified some key challenges with

respect to TPT industry, includes in particular old
machineries, labour problems, and licensing.

« To overcome those key challenges, there should
be a significant changes and continuous policy

reforms:

. To cut bureaucratic costs and eliminate multilevel
corruption.

. To offer attractive business climate by reforming labour
law.

. To support 4 measures to improve the competitiveness
of the TPT industry as suggested by the API.
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TOP TEN INDONESIA’S COMPANIES

IN THE 200 TOP COMPANIES IN ASIA’, 1999-2003

2003 | 2002 | 2001 | 2000 | 1999 Company Point
3 2 1 1 2 Astra 6.06
1 1 2 2 3 Indofood 5.9
6 5 3 3 6 Sampoerna 5.72
A 4 1 %ua‘i::ng 5.55
7 6 5 5 5 Indosat 5.42
8 7 6 8 7 Djarum 5.1
9 10 7 9 - Telkomsel 5.03
- - 8 - - Satelindo 4.97

10 8 9 7 - Sosro 4.95
- - 10 10 - SCTV 4.94
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CIGARETTE INDUSTRY HAVE PLAYED A REMARKABLE

ROLE FOR EXCISE TAX

Government Revenue from Cigarette Excise Tax: Indonesia, 1970 — 2003 (billions Rp)

8000
7000 4
6000 -
5000 4
4000 -+
3000 -

2000 -
1000 - //////
0
L B L E S B R B B B B R B R B R B
1970 1975 1980 1985 1990 1995 2000
Tahun

Penerimaan Cukai (Rp. miliar)

— CSKMR — CSKTR
— CSGRR — CSPMR

Note: CSGRR = Cigarette Excise Tax Total;

CSKMR = Cigarette Excise Taxes from Machined Clove Cigarettes;
CSKTR = Cigarette Excise Taxes from Hand Made Clove Cigarettes;
CSPMR = Cigarette Excise Tax from Machined Imported Cigarettes.
Source: Calculated from Directorate General of Customs and Excise
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INDONESIAN TOBACCO STATISTICS

TOBACCO ECONOMY
Annual per capita Consumption, Three Year Moving Average, 1970 = 100 Annual Cigarette Consumption
Per capita Consumption Total Consumption
Year (cigarette sticks) (millions of cigarette sticks)
Level of 087
cigarette 55 1970 469 32583
consumption 189 1980 942 84378
compared 100 1990 1145 133743
to 1970 1995 191 156980
. . . _ 2000 1434 210525
1970 1980 1990 2000
Annual Tobacco Trade and Agriculture Statistics
Unit of Measurement 1970 1980 1990 1995 2000
Cigarette imports sticks in millions 53 602 16 427 562
Cigarette exports sticks in millions - 124 21573 29647 22504
Tobacco leaf imports metric tons 3950 19985 26545 47954 34248
Tobacco leaf exports (% of total exports) metric tons (%) 16828 (1.98%) 28339 (0.27%) 17401 (0.23%) 21989 (0.14%) 35658 (0.12%)
Cigarette production sticks in millions 32530 83900 155300 186200 232467
Tobacco leaf production metric tons 76666 85487 156432 140169 135578

Land devoted to tobacco growing (% of agricultural land)  hectares (%) 170044 (0.44%) 141225 (0.37%) 235866 (0.52%) 216148 (0.51%) 168688 (0.38%)
Employment in tobacco manufacturing people 132000 158700 204921 344710 <




CLOVE CIGARETTE

WHITE CIGARETTE

Total

VOLUME | VALUE VOLUME| VALUE  |yopume | VALUE

(TON) |[(US$ .000) | (TOM) |{US$ .000)| (ToHy |(US% .000)
1996 26915 127.193] n.a. na. | 25918 127198
1997 32327 136927 300 4901 32627 137.417
1995  23.951 ¥4 976 a7 gio| 24.018] 100456
1999 23799 112514] 121 1005 2392] 113.519
20000 22473 139222 31 a01| 225041 139,723
200179 13123 5.4 39 dp2| 13.162| 78062

Source: Indocomercial (1999; 2002)

*) until June
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Clove Cigarettes White Cigarettes
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METHOD OF ANALYSIS

SCP and Industrial Cluster Approach

The dynamics

Progressiveness [« of Indonesia’s
, Profitability  [€— clove cigarette
l industry will be
v explored. by
Technology Sé;l;ctul‘e using
Fomrme—- - ’ ]
BER) ; o HHI Structure-
: i Conduct-
............... i Performance
é Strategy LS > .Employment Performance
: o Value Added (SC P)
! T e Export :
= ! paradigm and
emand i 'y ) .
RS » Conduct [¢—— i industrial
: cluster
Industrial Cluster approach
Sales Efforts o GI5
— e Specialization Index

Source: Modified from Martin (1999:7), Kuncoro (2007: Ch. 7) 38



Industrial structure of clove cigarette industry is identified using some
industrial concentration indicators:

— Concentration Ratios:

* CR4 is market share of 4 biggest companies. If CR4 = 40%, the industrial structure can
be classiffied as an oligopoly.

* CR 8 constitues market share of 8 biggest companies in an industry

* According to Stigler, an industry told to have oligopoly structure when having industrial
concentration more than 60% (Hasibuan,1993).

— Herfindahl-Hirschman Index (HHI):

* Sum up from square of market share of every company in an industry.

* HHI has value between 0-1

— If the value is close to O, it implies the industrial structure tends to classsify as perfect
competition market.

— If the value is close to 1, it implies that the industrial structure is getting to be perfect
monopoly market.
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Output of Concentration Ratios:

In terms of CR4, concentration of clove
cigarette industry in average is equal to
79.18%.

In terms of CR8, concentration of clove
cigarette industry in average is equal to
89.94%.

According to classification of industrial
structure by Bain  (1956), industrial
structure of clove cigarette in Indonesia is
classified as type Il (oligopoly with high
concentration level).

In terms of HHI, average value of 0,28
implies that the structure of clove
cigarette industry is not monopoly.

Year CR4 CRS8 HHI Total
Firms
1996 | 0.8109 | 0.9174 | 0.3131 191
1997 | 0.8216 | 0.9071 | 0.3207 190
1998 | 0.6807 | 0.8206 | 0.2056 204
1999 | 0.7891 | 0.8812 | 0.2716 206
2003 | 0.8565 | 0.9706 | 0.2939 207
Means | 0.7918 | 0.8994 | 0.2810 -

Source: Processed from BPS (Indonesian Statistics)

40




1,2000 -
1,0000 - —m
— — — —m e —
0’8000 7 \a v
0,6000 -
0,4000 -
& - - - - - = e - ., e - cA- = === - -
0,2000 - D
0,0000 T T T T i
1996 1997 1998 1999 2003
—_—— CR4 — 88— CR8 - -a- - HHI

Declining of industrial concentration in 1998 occurred because of two reasons :
1. The increase in number of company lessen market share of the 4 biggest companies (CR4)

2. Economic crisis culminated so that four largest cigarette companies are affected by a sharp drop
in demand.

This findings supports previous study conducted by Hornaday (1994: 129-132) and the Association of
Clove Cigarette Factory in Indonesia (GAPPRI). Both studies suggested that clove cigarette industry is
dominated by four largest companies, namely PT Gudang Garam, Tbk., PT HM. Sampoerna, Tbk., PT

Djarum and PT Bentoel. 1



Share of Clove Cigarette Industry

to Total Manufacturing Industry in Indonesia (%)
No Key Variable 1996 1999 2003
1 | Employment 4.15 4.65 5.53
2| Value added 8.79 10.15 10.88
3 | Number of establishments 0.83 0.93 1.02

Source: Processed from BPS

Share of clove cigarette industry to total manufacturing industry in terms of employment,
value added, and number of establishments shows a slight increase between 1996 and
2003.
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We apply the Geographical Information System
(GIS) to identify industrial locations and clusters of
clove cigarette firms.

In 1996 and 1999, Kudus, Kediri, Surabaya, and
Malang were classified as a very high level in terms
of employment and added value.

In terms of added value, contribution from four
area for the clove cigarette industry in Indonesia is
equal to 98.23% (in 1996).

Average value of specialization index of clove
cigarette in Indonesia is equal to 4.15.
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Tenaga Kerja 1996

20

10

o

Std. Dev = 11992.44
Mean = 5460.8
N = 32.00

O.0 10000.0 20000.0 30000.0 40000.0
5000.0 15000.0 25000.0 35000.0 45000.0

Tenaga Kerja

Tenaga Kerja 2003

Std. Dev = 12363.,.25
Mean = 5837 .9

The distribution of employment
and value-added by kabupaten
/kotamadya is skewed rather
than normal statistically.

The positive skew of the
histograms indicates that there
are some districts
(kabupaten/kotamadya)  that
possess high industrial density
(in terms of employment and
value added), while most of
them contain very low
industrial density.

Indeed, there is an evidence of
spatial concentration in
Indonesia’s cigarette clove
industry.



GEOGRAPHIC CONCENTRATION

Main Clusters of Clove Cigarette Industry in Java, 2003

Kudus

///’ Surabaya

Value added
{(in billion Rp)

B -1.000
B 20-1.000
1%

* Districts that are classified as a very high class in terms of employment and added
value have specialization index more than one (Kudus 15.75; Kediri 18.81; Surabaya

3.94; Malang 15.19)
* Main districts of clove cigarette shows that there was no change both before and
after monetary crisis. 45



GROWTH OF CLOVE CIGARETTE INDUSTRY BY
REGIONS, 1996, 1999, 2003

Source: Processed from BPS

* There's change in terms of clove 150000

cigarette industry area.

In 1996, clove cigarette industry [HTEE(

was still exist outside Java, e.g. Bali, I o
North Sumatera and North 500001 i
Sulawesi. In 1999, only Middle Java el Wl Weermmmy

and EastJava remained. Sumut Jabar Jateng Jatm Bali  Sulut

In 2003, overall, labor of cigarette
industry increased from 1999. But 140,000 1

120,000 -
100,000 -
80,000 -

60,000 -

40,000 ~

20,000 A
0

Jateng Jatim

still Jatim was the province that
have highest amount of clove
cigarette industry labor.
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Province
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Market Share by Cigarette Manufacturer, 2000

Sampoerna (RJR)
17.4%

Gudang Garam
36%

Djarum
9%

Other
37.6%

Source: ERC
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Turnover:
— 94% cigarettes ;5% paper ;
1% service and commerce

— Sales Value equal to Rp 20,94 trillion D
GARAM

(USS2.35 billion) in the end of 2002.

Dominate 45% market share
— 74,4 billion cigarettes, 83% SKM

Prime Products:
— GG Filter Internasional
— GG Surya
— GG King Size
— GG Surya Pro




GUDANG GARAM, Tbk

 Labor: 41.461 employees
 Company town: Kediri
* Profit in 2002 only 10% from sales, descending compare by to 2001

(11,6%)
 Share price fall drastically from Rp 20.250 (1999) to Rp 7.650
(4/4/2003)
Sales Comparisons (Fiscal Year ending 2002)
Sales/
Compan Sales Sales | Empoy-
pany (US$bIns) | Growth | ments
1 | (U9 |
P.T. Gudang Garam (Perusahaan Rokok Tjap 2.345 16.5% 56,563
P.T. Hanjaya Mandala Sampoerna Terbuka 1.694 7.6% 44,528
PT Bentoel International Investama Terbu 0.534 23.2% | 48,574,257
British American Tobacco (Malaysia) Berh 0.809 2.1% 569,242 40



*  Production: * Prime Products

— 25 billion cigarettes — SKT
— 62,4% SKT * Djie Sam Soe
%2+_3+4z9z means lucky in China
. elief)
38,053 workers with turnover . Sampoerna Hijau

Rp 15.13 trillion. — SKM

* A Mild (Merah 12,16;
Hijau 12 & 16)

» Dji Sam Soe Filter

* AKing Merah & Hijau

Summary of company valuations (as of 4/4/03).

Price/ | Price/ 52 Wk
P.T. Hanjaya Mandala Sampoerna Terbuka : M -35.50%

PT Bentoel International Investama Terbu 7. 0.71 0.16 -51.06%

British American Tobacco (Malaysia) Berh : 16.9 ﬁ‘ 13.04%\

P.T. Gudang Garam (Perusahaan Rokok Tjap 7. 0.7 -31.08%




During 2002:

— Market share accounted for 23,2% (the highest)

— Sales Value: Rp 4,77 trilion

Labor: 11.000 employees

Pioneer of automaticrolling (1968):

— SKT: Bentoel Merah
— SKM: Bentoel Internasional,
Star Mild, Bentoel Mild
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Products Diversification

Produce 20,9 billion cigarettes, with , g
55,5% SKT | Domestic P'r:_o

Employ 75.000 workers, although there
are 64 cigarette firms exist in Kudus with
100.000 workers (Swa, January 2003)

Mission of Djarum:

“Kami hadir untuk memuaskan
kebutuhan merokok para perokok.”

Core Values

— Customer focus

— Professionalism

— Learning Organization
— One Family

— Social Responsibility

CHIARILIOS

P
PREMIUM

e



Djarum began as one of King of Cigarette,

then it expanded in various businesses:

Bank

bought BCA stock collaborated with Farallon
Capital; Bank Haga & Hagakita

Property

WTC Mangga Dua. Mal Daan Mogot, Perum
Karawang Resinda, Griya Padma Semarang,
Hotel Padma

Optics

the biggest player in lens.
Electronic

Polytron & Digitec

Textile

fashion & garment
Funiture

Ligna, Kudus Istana Furniture
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The Followers’ strategy

Imitate 4 biggest cigarette companies by
using a relatively similar design, name and
product package

Offer cheaper price

Operate in limited marketing areas, which
cover only a few subdistricts, districts, or a
province

Employ bombastic advertisement & magic
word, such as:

e This cigarette contains very sophisticated
tobacco and suitable for academicians
(Dja Yen Ng)

* From Ummat (people) to Ummat
(people) (Aseng Jaya, 565)
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Key Explanatory Variables in the Empirical Study

VARIABLES

EXPLANATION

HYPOTHESIS

Market share (MS)

Market share of each firm by
production workers

Higher market share will increase
industrial performance

Research & Development
(RD)

R&D spending

Higher R&D spending will
increase industrial performance

Productivity (PROD)

Productivity of labour (ratio of output
to workers)

Higher productivity will induce
higher industrial performance

Concentration Ratio (CR)

CR4 as a proxy of market structure

Higher CR will tend to encourage
higher industrial performance

Industrial clusters (DR)

Regional Dummy for industrial
clusters, 1=districts with very high
and high in terms of employment,
O=otherwise

Regional variation matters in
industrial performance

Time dummy (D)

Time Dummy, 1=2003, 0=otherwise

Regional variation matters in
industrial performance




Variable Full Model | Best Model
10.59* 10.32*
Constant 9.42) (10.75)
Market Shares (MS) (i'gg) -
* *
Concentration Ratio (CR) (08'8319) (2'2881)
Research & Development 0.02 _
(RD) (0.60)
Productivity (PROD) ?3'3070) ?3-4810)
: 0.75*** 0.67**
Time Dummy (D) (1.98) (2.18)
: 1.695* 1.65*
Industrial clusters (DR) (6.25) (6.55)
Adjusted R2 0.847 0.851
F Statistic 63.90 97.84
Durbin-Watson stat 1.50 1.49

Determinants of
Clove Cigarette
Performance

The industrial performance can
be explained by SCP and cluster
theories. Productivity,
concentrationratio, time dummy
and industrial clusters influenced
industrial performance

significantly.

Note: *, statistical significance at the 0.01 level .

** statistical significance at the 0.05 level.

*** statistical significance at the 0.1 level
The dependent variable is log of value added as indicator of industrial performace. All regressions are are
tested by White Heteroskedasticity-Consistent Standard Errors & Covariance test. The t-statistics are in

parentheses.



This study has found that clove cigarette industry in Indonesia has been
complied with characteristics of an oligopolistic structure with high
concentration ratio in terms of CR4, CR8, and HHI. Economic crisis, which
culminated in 1998, did not change the industrial structure of clove
cigarette in Indonesia drastically.

The persistence of high industrial concentration is coincided with high
spatial concentration. We have identified the main clusters of Indonesia’s

clove cigarette industry in only two provinces, namely Central Java and East
Java.

The most striking feature of Indonesia’s clove cigarette industry in which
four giant cigarette companies clustered heavily in four districts: PT Djarum
in Kudus, PT Gudang Garam in Kediri, PT HM Sampoerna in Surabaya and

PT Bentoel in Malang.
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Priorities in Enhancing
the Microeconomic Business Environment

Context for
Firm

Strategy
and Rivalry

A

+« Openness to and high level
of inward FDI

Factor BUT Demand
(Input) - + Few companies; low level of =3 Conditi
Conditions business formation Lot
*» Low private R&D and other
A business investment 4
* Lagging educational * « Low level of sophistication due
attainment relative to UK to lack of local HQs and
average Related and advanced research
» Cardiff University ranked 7 in \ Supporting /
national research study Industries
« Below average information
and communication « Lack of financial and other business services to serve advanced
infrastructure cluster needs

« Low productivity in non-manufacturing
P « Few well developed clusters, and limited interaction within clusters




Productivity and the Microeconomic Business Environment

Factor
(Input)

Conditions

« High quality, specialized
inputs available to firms:
- human resources
- physical infrastructure
- administrative infrastructure
- information infrastructure
- scientific and technological
infrastructure
- capital resources
- natural resources

Context for
Firm

Strategy
and Rivalry

(4

« A local context that
encourages efficiency,
investment, and sustained
upgrading

= Open and vigorous
competition among locally
based rivals

l

Demand

- Conditions

4

= Sophisticated and demanding
local customer(s)

+« Unusual local demand in
\ Related and specialized segments that can
Supporting be served globally
Industries « Customer needs that anticipate

those elsewhere

* Presence of capable, locally-based
suppliers and firms in related fields

* Presence of clusters instead of 1solated
industries



GROUP ASSIGMENT

* Take an Iindustry as a case study.
Analyze to what extent the
performance of industry Is
Influenced by industry and sectoral
policy?

» Deadline of paper submission: one
& half month after the lecture.

@Mudrajad Kuncoro\GBE 62
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OUTLINE OF YOUR PAPER

1. INTRODUCTION
— Research question?
— Outline

2. MAINBODY

—  Contribution of an industry:Mengapa memilih suatu industri? Pakai
data BPS untuk menunjukkan sumbangan industri tsb terhadap total
Ind manufaktur: nilai tambah, jumlah perusahaan, penyerapan tenaga
Kerja
—  Overview related macro and sectoral policies
— Impacts of those policies on industrial performance
3. CONCLUSIONS:
— Lessonslearned
— Key findings
4. REFERENCES:Dbooks, articles (journals, magazine, newspapers, web)
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Thank you.

Terima Gagih.
Matur nuwun.
Arigato Gozaimasu

JRLD'TRADE €
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— Crisis is just a temptation (test).
Allah said in Quran in particular Al ofﬁ | iﬁ !
o Bagarah Surrah verse 155 ... We will test 1t
you with a little scare, starvation, lack of
assets, souls, and fruits. Convey good
news for those who are patient.




