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Abstract

Since 1967, Indonesia has transformed from an agrarian economy into a rapidly
advancing industrial economy. Agriculture sector is still significant and has contributed
1/3 of the Gross Domestic Product. Indonesian government attaches importance to small
and medium enterprises in the national economy, in the linkages that they provide with
the national economy and the world.
Small and medium enterprises operating in the coconut industry are increasingly
required to measure up to the strategic variables of the country and the regional system.
They can no longer continue to face inward focusing on their own internal characteristics.
While being deeply rooted in the local context, they are receptive to challenges of new
complex global economic scenarios that require specific service in order to meet their
needs and facilitate their approach from local to global dimension.
In this regard, the government restructures the business climate through various
schemes for small enterprises from unfair and unbalanced competition. Reserving
business sectors, such as in the coconut palm industry, is a barrier to entry from potential
competition. However, through partnership programmes, the reserved sectors are opened
for investment by large and medium enterprises. This policy will strengthen the people
economy that plays the role as a pillar of the national economy through business alliance,
synergy among small, medium and large enterprises.
Global economic condition entering the third millennium tends to influence the
national economy particularly investment and trade across nations. This tendency leads
to regional economic groups to strengthen themselves in order to survive. In this context,
the APCC member countries need to reposition themselves through consolidating
business alliance among economic players through linkages in the coconut industry and
its derivatives across borders and looking for the opportunities among the members. It is
expected that APCC will continue and have the ability to optimize regional potential
resources to compete in global market and contribute more prosperity to the region.
*

Senior O fficial Ministry o f Industry and Trade attach to Minister fo r Investment/Chairman o f the
Investment Coordinating Board, Jakarta, Indonesia

259

I.

Brief Overview of the Coconut Industry in Indonesia

Based on the statistical data, area under coconut in Indonesia in 1996
was about 3.7 million ha, of which the production capacity was 2.7 million
ton copra equivalent or about 28.33 percent of total world production.
Around 98 percent of coconut plantation are smallholders owned by 3.5
million families consisting of 17.5 million family members. The remaining
2 percent were owned by state plantations and major private plantations
using hybrid coconut varieties.
Coconut plantations are scattered
throughout Indonesia, however some provinces have higher concentration
of coconut plants. During 1991-1996, area under coconut plantation
increased by 0.8 percent per year. While the productivity increased in
average by 1.62 percent per year which was higher than the average world
production of 1.60 percent. However this productivity is still regarded as
low. The low productivity is to inefficient use of smallholder plantations
resources.
Traditional farming system and traditional post-harvest
technology result in less value-added coconut products such as fresh
coconut and copra. Village Unit Cooperatives have not been able to
provide capital investment, production infrastructure, and marketing
assistance to the coconut farmers.
The coconut is an important commodity, and it is used for industrial
and household proposes. The meat, water, shell, husk and other parts of
coconut are processed into food and non-food products. The coconut
processing industry in Indonesia has contributed to the development of
agro-based industries. Coconut meat is processed into coconut oil, coconut
cream and desiccated coconut, while the shell is processed into charcoal
and activated carbon. The husk is processed into coir fibre, the sap into
coconut sugar, and the water into nata de coco and coconut beverages. In
general, coconut processing industries consist of small scale industries and
are labour intensive. These industries are operated under the traditional
methods of processing which produce copra, crude coconut oil, coconut
sugar, vinegar and charcoal. The medium and large scale industries are
producing refined coconut oil, desiccated coconut and sterilized coconut
cream.
Coconut products produced in Indonesia consist of the following :
1. Copra; drying of coconut meat by sun-drying, smoking or mechanical
dryer
2. Coconut oil; pressing of copra by screw presses and the crude copra oil
is filtered and refined, or by direct processing of wet kernel.
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3. Coconut meat is used for making coconut milk or coconut cream or for
the production of desiccated coconut, coconut snacks, candied coconut
meat and beverages;
4. Coconut husk is used for the production of coconut fiber and fiber
products;
5. Coconut shell is used for the production of coconut shell charcoal and
the production of activated carbon;
6. Coconut palm sap is used for the production of molded brown sugar
and granulated brown sugar;
7. Coconut water is used for the production of nata de coco.
8. Coconut stem is used for the production of timber and other wood
articles and the coconut wood can also be used for floors, frames,
furniture and handicraft.
II.

A.

C u rren t Situ ation on In vestm en t in the C oconut Sector

Local and Foreign Investments in Coconut Plantation Sector.
Large scale coconut plantations are merely developed by state-owned plantations
and some private plantations in Sumatra and North Sulawesi. All of them are
domestic investors as indicated in Table. 1.

B.

Local and Foreign Investments in Coconut Plantation Sector.
Most of the coconuts are processed into copra and further processed into cooking
oil. Currently, coconut oil for domestic trade and export are being competed by
palm oil which is one of the substitute commodities. Meanwhile, demand for
fresh coconut is increasing which reduces the raw materials to be used for coconut
oil production.
1.

Copra Industry

Copra making is among the oldest industries in Indonesia and most of them
are categorized as small industries. Copra contains about 57 percent to 66 percent
oil, while the rest ranges from 32 percent up to 35 percent is meal. Copra is
produced traditionally by drying smoking or mechanical drier. Export of copra
was 158 MT with a value of US$42,000 in 1995. However, export in 1996 was
zero and 1997 export was recorded at 22.681 MT and with a total value of US$ 6.4
million.
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2.

Coconut oil and coconut cooking oil industries

The established coconut processing industries are large and medium scale
coconut oil industries. In 1994 there were 49 processing plants with production
capacity of 1,015,000 MT per year which required 1,85 million MT copra
equivalent per year. In addition there were 3,312 small scale coconut oil
processing plants with production capacity of 57,800 MT per year which
consumed 105,100 MT copra equivalent per year. Most investments comes from
domestic investors and only a few of them from foreign investors.
3.

Coconut flour industry

This industry is characterized by medium and large scale companies. There
are 16 companies with a production capacity of 108.600 MT per year requiring
raw materials of 114.347 MT. Increasing exports were recorded from 27,019 MT
valued at US$17,656,000 in 1993 to 31,054 MT valued at US$22,093,000 in 1994.
4.

Coconut shell/coconut shell charcoal/activated carbon

Coconut shell is used as fuel for domestic purposes and for copra drying
kilns. The shell is also used for coconut shell charcoal making, while charcoal
used for the production of activated carbon. In order to produce 1 MT of activated
carbon needs 3 MT of shell charcoal and to produce 3 MT of shell charcoal needs
72,000 coconut shells. Most of the industries are small and medium scale.
Export of coconut shell charcoal also an increased from 344 MT with a
value of US$ 60,000 in 1995 to 596 MT with a value of US$744,000 in 1997.
Export of coconut shell charcoal also increased from 14,277 MT with a value of
US$ 2.8 million to 21,457 MT valued at US$ 4 million. Export of activated
carbon was stable from 8,450 MT valued at US$7.8 million in 1995 to 8,435 MT
with a value of US$ 8.3 million in 1997.
5.

Coconut water

Coconut water is used for the production of nata de coco. Nata de coco is
produced by small and medium scale industries and exported to Japan, Singapore,
Taiwan and China in the form of raw sheets, processed nata in can, plastics and
cup packing.
6.

Coconut sugar

The granulated coconut sugar is produced by small-scale industries. The
production of granulated coconut sugar involves an improved coconut sugar
processing technology which replaced the earlier molded coconut brown sugar
method. All small-scale industries throughout Java are conversant with this
technology.
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7.

C oconut fiber

The coconut fiber is produced by small industries. Coir is extracted from
green immature husks as white fiber, which is finer and has a light color than that
obtained from mature nuts. It is used in the preparation of yam, cordage and wide
range of floor furnishing materials such as matting, mgs, carpets and special
articles such as filters. The mature nuts yield brown fiber as by-product of copra
and desiccated coconut production for the manufacturing of brushes, curdle coir,
upholstery and various types of rubberized coir cushioning blocks, air filters and
packaging materials. As the producers of brown fiber, Indonesia is still far behind.
Export volume of coconut fiber was 672 MT in 1996 and slightly decreased to 595
MT in 1997 and the value from USS 388.000 dropped to US$ 258,000.
Foreign Direct Investment in the coconut processing industries and its
products are presented in Table 2.
III.

P otentials for E xpansion o f Local and Foreign Investm ents in the C oconu t
Sector

It is estimated that the world population in year 2000 will be 6.2 billion and
consequently the need for coconut products will also rise. This indication can be
seen from the world consumption of coconut oil, coconut meal, and coconut flour
from 1992 to 1996 which indicated the increasing trend. Coconut oil consumption
increased by 1.3 percent from 2.9 million MT in 1992 to 3 million MT in 1996.
Coconut meal increased by 2.14 percent from 1.7 million MT to 1.8 million MT
for the same period. The same applies to coconut flour for the same period
increased by 1.22 percent from 166,500 MT to 172,700 MT. Furthermore, Annual
Report of the Executive Director in last APCC meeting held in November 1998
stated that with the recovery of the affected economies, the demand for coconut oil
is predicted to go up in the importing countries. The demand for industrial fats
and oils in US is forecast to rise 2 percent annually to 4.4 billion pounds by 2001.
Imports will continue approximately 30 percent of the market, primarily coconut
and palm oil. Coconut oil and inedible tallow will continue to account for the
largest share of the US$ 1.2 billion industrial fats and oils market each with about
20 percent of the total in 2001. Import of coconut oil by United States is estimated
at 540 million pounds in 2001, from 471 million pounds in 1996 and USDA
estimated that world consumption of coconut oil remains strong. He further said
that although the demand for coconut both in the domestic and international
market is on the increase, the production and productivity of coconut seem to be
lagging behind the demand. In some countries exportable supply is eroding every
year, affecting the processing and export of all coconut products.
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Coconut oil is still the main source of vegetable oil in Indonesia. Annually
coconut oil industries need 1,955,090 MT copra equivalent. However, only
1,160,277 MT copra equivalent annually can be supplied or about 60 percent of
the total need. On the other hand, in the eastern part of Indonesia investment in
the coconut sector is still wide open. Large farming areas with a very competitive
price and relatively competitive labour are waiting for investors. The existing
traditionally managed and extensive coconut plantations need to be improved with
a more efficient and agro-based orientation which has brighter economic
prospects. Generally coconut processing in Indonesia is still limited to the
production of copra and coconut oil.
Only a few of coconut
companies/entrepreneurs have other than those two products. This means
investment for the diversification of coconut products which will improve the
coconut farmers’ welfare is quite promising.
Coconut processing industries are usually far from production centres
which result in the high cost of transportation. To make it more efficient,
processing industries need to be built in near the production centres. In this
connection business linkages patterns between farmers/cooperatives as the small
enterprises with medium enterprises of large enterprises which have processing
equipment should be encouraged and developed so that all sectors involved in the
coconut industry will benefit from this fair cooperation.
The maximum utilization of coconut can be obtained through the
development of small and medium scale processing industries in coconut
production centers. The concept of coconut integrated processing based on an
optimum utilization of the coconut crop in one particular area could be promoted.
The integrated coconut processing industries can be used to complement the
existing copra, oil or fiber processing. This approach will give positive impact on
increasing income of smallholders, creating job opportunities, support the regional
development and increasing export earning as well as poverty alleviation.
Replanting activities to replace senile coconut plants covers an area of
208,425 ha. Which will produce 17,507,700 MJ coconut wood equivalent.
Replanting potential per year is 6,253 ha. and produces 525,252 MJ coconut
wood. It is expected that coconut wood processing industries will increase their
investment so that it will give incentives to coconut farmers to replant their senile
coconut plants. One of the many uses of coconut husks is for geotextile.
Indonesia produces 14 billion nuts or 2.8 million MT copra equivalent. These nuts
produces 5.6 million MT husks. However, only 5 percent of them are used as fuel
or to be processed into fibers. Coconut fiber geotextile has more advantages than
that of synthetic fibers i.e. it has no adverse environmental effects as it is bio
degradable. Coconut fiber geotextile has promising prospects to substitute
synthetic fibers and thus investment in this sector needs to be developed.
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Besides domestic consumption, coconut products such as copra, coconut
oil, and coconut powder are also exported to over 30 countries including APCC
member countries like Malaysia and India. The exports development of coconut
products is given in Table 3. On the contrary, Indonesia also imports coconut
products as illustrated in Table 4.
Based on the above information, there are potentials for expansion of local
and foreign investments on the coconut sector particularly to increase national
production and to optimize diversification of coconut products in terms of quantity
and quality with the highest competitiveness.
IV.

S trategic E n vironm ental D evelopm ent

Coconut industry sector needs to be further developed in order to meet the
huge domestic demands on coconut oil for both households and industries such as
instant noodle, snacks etc. Meanwhile palm oil production is on the rise in line
with the increase of world demands on palm oil. It is estimated that coconut oil
only supplies 20% of the domestic needs and the rest is supplied by palm oil. The
projection of cooking consumption up to the year 2000 is presented in Table 5.
As regards the current economic crises, efforts have been made by the
Government to stabilize the economy. It is undoubtedly true that the economic
stability doesn’t stand alone and cannot be separated from social and political
stability. It is expected that after the General Election this month there will be
political stability as a solid basis for economic stability, thereby giving a more
genuine ground for progress. The Government realizes that during the 1990s
many small enterprises faced difficulties in competing with medium and large
enterprises. This situation was worsened by the economic crises. A lot of small
enterprises were in trouble and the Government, therefore, helped the small
enterprises throughout the country among others through partnership cooperation
programme covering many business sectors.
External development has influenced the government and private policies.
Business communities are very well aware that the ongoing worldwide
globalization of economic activity is an irreversible process and is affecting all
countries without exception. The growing volume of international trade and
investment tlows open up almost limitless opportunities, but at the same time
create new challenge and problems. One preferred way is to deal with emerging
problems and new issues in world trade and investment through international
cooperation, including cooperation at the regional and sub-regional levels. This
applies both to cooperation between governments as well as private sector into
alliances joint venture, partnership and other forms of cooperation among business
firms. The government policy seems quite clear, a more open trade and
investment regime, freer flow of capital, further integration with the world
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investment regime, freer flow of capital, further integration with the world
economy namely active participation in the establishment of ASEAN Free Trade
Area, ratification of the GATT Uruguay RoundAVorld Trade Organization and
Asia Pacific Economic Cooperation (APEC) commitments. Further, it is in the
interest of Indonesia to see that the fast growing markets remain open for its
export and continue to provide the needed capital and expertise for its
development. In this regard, Indonesia as a member of Asian and Pacific Coconut
Community since its establishment, view that the position of this organization
could be strengthened as producers of coconut products through concerted action
by establishing strategic alliances among the economic players within the
Community leading to the goal by optimizing regional resources further which
will eventually enhance the welfare of the coconut farmers and people in general.
V.

G overn m en t Policies for E m pow erm ent
P artn ership in the C ontext o f Investm ent

o f Sm all

E nterprises

through

Small enterprises have made significant contribution to the rapid growth of
national development during the last decades such as in terms of providing
income, employment opportunities, foreign exchange earnings through exports
and foreign exchange saving through import substitution etc. Small business
sector in many developing economies including Indonesia have operated under a
regime of fiscal and monetary benefits such as priority lending, confessional
lending rate, purchase preference by the government, business reservation scheme.
Indonesia small enterprises make up a large portion of the national economy, in
terms of output and employment and have played an important economic and
social role in various fields.
In the end of the Sixth Five-Year Development Plan, the indicated trend
showed that large enterprises have intensified the use of resources among
companies and have moved into business sectors that have traditionally been
handled by small enterprises. Large enterprises have expanded their businesses
from upstream industries into downstream industries. This policy which has been
implemented by the majority of large enterprises in their respective business
activities effecting conflict between small enterprises in one hand and the large
enterprises on the other hand. The inability to solve this problem has so far
created national economy imbalances namely, the inter economic player and inter
sector as well as inter region imbalances. The Small Business Law No. 9/1995
was issued to assure and protect the interest of small enterprises for continuation
of their business. In relation to the implementation of the Law, the Government
issued Government Regulation No. 44/1997 on Partnership and the Presidential
Decree No. 99/1999, stipulated that business sectors which are reserved for
investment by small enterprises are classified into two groups:
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a.

Sectors/Types of business reserved for small enterprises/cooperative.

b.

Sectors/Types of business opened for medium and large enterprises under a
partnership requirement.

Partnership shall be a cooperation between small enterprises with medium or large
enterprises coupled with fostering and developing or small enterprises by medium
or large enterprises with the observance of the principles of mutual interest,
strengthen each other for mutual benefit. The medium enterprises or large
enterprises shall obliged to foster small enterprises so that the business
opportunities and managerial capability in one or more aspects in the field of
production and processing, marketing, human resources, technology, supplies of
raw materials, business management and financing may be promoted. The
sectors/tvpes of business opened for medium and large enterprises under a
partnership requirement include coconut products. The current official definition
of small enterprises is provided by Law No.9/1995. As defined by the Law, a
small enterprise should fulfill the following criteria:
a. Owning net asset for a maximum of Rp.200 million not including land and
building;
b. Owning annual sales output for a maximum of Rp 1 billion;
c. Self supporting, not a subsidiary company or branch company directly of
indirectly owned by, controlled by and affiliated with medium or large
enterprises.
d. Having the form of an individual undertaking, a non legal or legal business
body including the cooperative.
In accordance with the directives, the Government promotes and strengthens
business linkages by implementing a partnership cooperation system. There are
several type of partnership cooperation, as the following :
1.

The Nucleus-Plasma system.
This system embraces large enterprises or medium enterprises
(nucleus) relating to groups of small holders/cooperative (plasma). This
idea is to retain the social and economic structure of small holder
production whilst at the same time exploiting the benefit of larger scale
industry with its greater resources of capital, technical expertise,
management capability and other resources. The large enterprises or
foreign investor as the nucleus shall foster and develop the small
enterprises / small holders farmers which becomes its plasma by furnishing
and preparation of the land and establish the basic infrastructure for the
smallhodler, provide seed or seedlings, assist with technical advice and
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establish processing factories, marketing function and financing. The small
holders farmers undertake the basic task of producing the raw material for
processing, working to the standard set down by the nucleus company. The
coconut processing factories act as large enterprises in North Sulawesi
operate in a similar way in producing coconut oil and desiccated coconut.
The system also offers the possibility of technology traansfer in the
processing of coconut husk. The value added products through further
processing of these commodities offer promising potentials for profitable
investment.
2.

The Sub-contracting system.
It is highly likely that resources are available to support large scale
investments in the production of coconut-based products. Small enterprises
will be the supplier of raw material/semi processed to the medium
enterprises of large enterprises based on the agreement. The large
enterprises or foreign investors shall foster and develop the small
enterprises in technology, processing, management and financing to enable
to increase its quantity and quality in accordance with the required
standard. This partnership system is implemented among others by the
large enterprise in North Sumatra, which receive semi processed/processed
coir fiber supplied by the small industries and further process to become
processed coir fiber and exported to Malaysia, Japan and Australia. The
large enterprise provides machineries^ financial and management assistance
to small industries.

3.

The General Trading System.
In the general trading system, the medium enterprises or large
enterprises shall market the products of the small enterprises or the small
enterprises shall supply the needs required by its partner, the medium
enterprises or large enterprises. In this system, the partnership cooperation
can take place in the forms of joint marketing, provision of business
location or the receipt of supplies from its partner, the small enterprises, to
meet the needs required by the medium or large enterprises. The linkages
that small or medium enterprises across the borders can take the form of
export-import linkages. Small or medium enterprises can play a significant
role since the products are labour intensive and have the advantages of low
overhead cost and the capacity to respond quickly to the changing
condition. There is a growing international preference for high quality
personalized items, often skill intensive, instead of mass produced ones.
Such products required flexibility that often gives the small or medium
enterprises the advantage. Small or medium enterprises absorptive capacity
can also be an important determinant of technology transfer through
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training provided by large enterprises or foreign investor. Small or medium
enterprises could also have been linkages across borders as the exporter of
semi processed or processed products and as the consumers of important
inputs from abroad in the form of machineries, components and raw
materials.
4.

The Franchising System.
In the franchising system, the large enterprises as the franchisor give
the rights in using the trademark, brand name and distribution channels to
the small enterprises as the franchisee together with the managerial
guidance assistance. In this regard, the large enterprises or foreign investor
as the franchisee shall give the opportunity and privilege to the small
enterprises capable of acting as the franchisee to use raw materials and
components produced domestically for internal market.

5.

The Agency System.
In the agency system, the small enterprises shall be given special
rights to market the commodities and services of its partner, the medium or
large enterprises or foreign investors. In this case the priority for
appointment of the small enterprises as an agent shall be given to business
activities which do not require an investment for maintenance or repair
facilities. With the aim to increase the total sales, the large enterprises
provide assistance in the field of marketing management and administrative
system to improve the information capacity relating to the need of quick,
update, precise, and reliable market information. The medium or large
enterprises or foreign investor also provide assistance in improving the
financial administrative system of its small enterprises partner.

6.

The Share Ownership System.
In the share ownership system the medium enterprises or large
enterprises or foreign investor shall establish partnership with the small
enterprises by way of share ownership in the establishment of a new
project/company or through purchase of capital share at reasonable prices
with convenient payment system which does not inflict its small
enterprises partner. The small enterprises have the portion of twenty
percent share ownership and the percentage can be raised gradually in
accordance with the agreement of both parties.

In recent years, diverse economic and structural changes have triggered the
changes in basic technology structures. These include changes in the competition
condition, due to the industrialization of other countries and changes in
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production process etc.
due to economic policy related to investment.
Diversified and advanced needs of the consumers are demanding small and
medium enterprises to provide new products and services. In order small and
medium enterprises to implement smooth structural conversion to deal with this
new technological environment, it is necessary for them to develop broader views
and technical and managerial know-how. In general, however small enterprises
whose business activities are limited and managerial resources are scarce have
difficulty in achieving this. From this point of view, business partnership across
sectors between small enterprises or medium enterprises and large enterprises
shall cooperate with each other by establishing a business partnership. The large
enterprises provide managerial resources such as in technical, managerial know
how and promote strategic alliances to develop new products and services.
VI.

G overn m en t Policies to Prom ote In vestm en t in the C oconut Sector

Indonesian Government has promoted economic development including the
development of coconut industry from cultivation, processing to the marketing of
coconut products. To attract both foreign and domestic investors including
potentials investor in the coconut sector, the Government made efforts to create
conducive climate for investments. Indonesia offers an attractive and comparative
advantages to investors such as :
•

A vast, fertile country endowed with rich natural resources which can be
developed for coconut industry.

•

A large population of about 200 million constituting a huge potential market as
well as a competitive workforce.

• A strategic location, on the crossroad of the two great continents and oceans
controlling vital international sea communication lanes.
•

A politically and economically stable country.

• An open market oriented economy with free foreign currency exchange
regime.
The Indonesia Government is strongly supportive of Foreign Direct
Investment (FDI) participation in the country’s development. Most sectors are
now fully open to FDI, except for a few reserved sectors and some sectors
governed by special conditions known as Negative List. A corporate business
license is granted for 30 years and can be renewed for a further 30 years. A range
of facilities are available to encourage foreign investments. The Government has
been committed to guarantee repatriation of profits. FDI can take the form of a
fully-foreign-owned corporation, except in certain sensitive strategic sectors,
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where a minimum of 5% equity participation by an Indonesia party is required.
These sectors are ports, power generation, transmission and distribution of
electricity to the public, telecommunications, inter-island shipping, airlines,
potable water supply, public railway, atomic energy generation and mass media.
FDI companies are also permitted to purchase shares of domestic companies, as
long as the lines of business of the target companies is not closed to foreign
companies. FDI may establish subsidiaries, either fully-owned or jointly with
other foreign or domestic companies. Authority over land is vested in the
Provincial Governments. Absolute freehold ownership is not available to
foreigners. There are three type of rights to land available to foreigners under
Indonesian Law. The rights to build (Hak Guna Bangun or PIGB) allows the
holder to build on a site and has a lifetime of 30 years with an extension period of
20 additional years. The cycles can be repeated as required. The other two type
of rights apply to Government-oriented land the right to use (Hak Pakai or HP)
allows a certain site to be used for a certain purpose and for a certain length of
time, while the right of exploitation (Hak Guna Usaha or HGU) allows land to be
used for agricultural purposes. HGU rights are given for 30 years with a 25 year
extension period. The cycle can also be repeated a required.
Indonesia has concluded bilateral agreements on investment protection with
countries including India, Malaysia, Philippines, Thailand, and is also a member
of the Multilateral Investment Guarantee Agency (MIGA), which will protect
investment against various political risks. Indonesia is also member of the World
Intellectual Property Organization and is a participant of certain sections of the
Paris Convention for the protection of Intellectual Property Rights namely patent,
trademarks and copyrights.
The Government has utilized its comparative advantages in labour and
natural resources, into private sector investment, since 1970s. Indeed, these
investment activities were successfully increasing the social welfare of people.
Since Indonesia suffered a severe economic recession due to the monetary crisis
which started in Thailand in January 1977, Indonesia had been downgraded from a
country that had an average annual economic growth of 6.5% to 7% to a country
with a minus economic growth; from a low inflation rate into a country with a
high inflation rate. The government has taken efforts to reform its economic
policies in order to rebuild the trust and confidence of the investors while political
recovery will be accomplished after general election in June 1999 and People
Consultative Assembly Meeting in August 1999. The new government will be
expected to be in office by the end 1999 and it is believed that this new
government will have a firm economic, social and political stability programme.
The Economic Reforms on Investment Policy are as follows :
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1.

Foreign investor is now allowed to have 100 percent equity in all
investment sectors except in public infrastructure sector such as harbor,
toll-road, power generation, telecommunication, etc., which is allowed to
own maximum 95 percent equity.

2.

There is no minimum amount of total investment value. Previously, the
minimum is US$ 1 million.

3.

Foreign investor is permitted in the form of companies or individuals.
Foreign investor may establish a new investment project or acquire the
shares of local companies under the condition that the business line of the
local companies is not closed for foreign investor.

4.

Basic investment incentives that are provided for foreign investors are :
a. import duties exemption/reduction for the importation of capital good.
b. Import duties exemption/reduction for the importation of raw and
supporting materials for the first two years of production (for the new as
well as expansion project).
c. Compensation of loss and carry’-forward losses.

5.

Foreign investment companies may hire foreign expatriate in most position
except for those positions that are not open for foreign expatriate. The
restrictions on the use of foreign expatriate is very much reduced for the
project that are located in the Eastern part of Indonesia.

6.

Approval on foreign direct investment with the investment value up to
US$100 million is issued by the Minister of Investment/Chairman of the
investment Coordinating Board (BKPM). Previously, foreign investment
approval at any amount was issued by the President of the Republic of
Indonesia. Foreign investment approval of more than US$100 million will
still be issued by the President.

7.

Delegation of authority from the Minister of Investment/Chairman of the
Investment Coordinating Board (BKPM) to the provincial Governor. In
this case, the Regional Investment Coordinating Board (BKPMD) will issue
the domestic investment approval, up to the value of Rp.10 billion.

8.

Re-establishment of “one roof services” in the office of Ministry of Invest/
Investment Coordinating Board. In the last few years, the evaluation and
approval of Master List for projects expansion and restructurization was
issued by the office of the Director General of Customs, Ministry of
Finance. With the new policy reforms, investors do not need to go to
various government agencies to obtain such approval or permits either at
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the preparation or implementation stage. It will be issued by the Ministry
of Investment/Investment Coordinating Board (BKPM).
9.

Establishing of “one roof services” at Municipal Region (2nd Level Region)
to issue local permits such as building, nuisance and location permits. The
service is provided under the coordination of Head of Municipality
(Bupati), and related Technical Department/Agencies, work together in the
same building.

10.

Shortening the processing/issuing time frame of investment approval than
ever before. A Foreign Investment Approval (PMA) might be taken only
within 10 working days, which previously took 42 days. Master List
verification and Expatriate Licenses will be be accomplished in 7-10
working days. These would reduce expenses and, of course valuable time
for the investors to manage their schedule property.

11.

More transparent criteria of obtaining tax incentives in accordance with the
Government Regulation No. 45/1996 Income Tax for Certain Industry. The
criteria consider various aspects as economic and business development
strategy, industry and investment sector concern, location preference,
technology applied, risk and others that would be of benefit for both parties
namely the investors and Government or State. The Presidential Decree
No. 7/1999 is issued on the basis of the above criteria. The summary of tax
incentives criteria are as follows :
a.

New manufacturing investment activities which is categorized as
pioneer and is located outside Java and Bali islands will be given
basic tax incentive for maximum of 5 (five) years.

b.

New manufacturing investment activities which is categorized as
pioneer, and is located in Java and Bali islands will be given basic
tax incentive for maximum of 3 (three) years.

c.

The company which at commercial production employs 2.000
Indonesian manpower (TKI) shall obtain additional facilities for 1
(one) year.

d.

The company with cooperative shares at minimum 20% (twenty
percent) since its commercial production shall obtain additional
facilities for 1 (one) year.

e.

The company with a total investment value at minimum USS200
million except for the land and building shall obtain additional
facilities for 1 (one) year.

f.

The additional facilities as mentioned above can be utilized partially
without an interconnected condition to each other.
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12.

Transfer of the Environmental Impacts Analysis/Evaluation’s Appraisal
(AMDAL) from AMDAL Commission in Jakarta (Central Government to
the Regional AMDAL Commission. The transferring of appraisal authority
to the region will cut a substantial amount of time for the investors and
reduce cost.

13.

In order to widen opportunities to foreign investors and improve
competitiveness among ASEAN countries, Indonesia has opened retain and
wholesale trading to foreign investor and shall be conducted in the form of
partnership cooperation with the small enterprises/cooperatives.

14.

The Negative List of Investment is enacted by the Presidential Decree No.
96/1998 which stipulates 25 business sectors that are classified into two
groups:

15.

A.

Sectors/Type of business that are totally closed for investment
constituted 16 business sectors;

B.

Sectors/Type of business that are closed for investment in which part
of the Shares is owned by foreign investors constituted 9 business
sectors.

To speed up the economic development in some regional areas especially in
the eastern part of Indonesia which consist of 13 provinces, the
Government has established an Integrated Economic Development Zone
(Kawasan Pengembangan Ekonomi Terpadu or KAPET) as centres of
economic growth. The KAPETs are located in 5 provinces of Kalimantan,
in 4 provinces of Sulawesi, in one province of Maluku, in one province of
West Nusa Tenggara, in one province of Nusa Tenggara Timur, and in one
province of Irian Java. A number of special incentives given to investors
who wish to invest in the KASPET areas include :
•

Import of capital goods and other equipment needed for production
are free of value added tax and luxury sales tax.

•

Taxable items may be transferred for further processing into an
KAPET from outside zone, free of value added tax and luxury sales
tax.

•

Taxable items may be transferred for further processing between
companies located within the same or different KAPET, free of
value added tax and luxury sales tax.

•

Taxable items may be transferred for further processing between
companies located in an KAPET and companies in Bonded Zone
free of value added tax and luxury sales tax; or may be transferred
for further processing between companies located in an KAPET and
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companies in a different Customs Office District, free of value added
tax and luxury sales tax, if the items return to the KAPET.
•

Imports of capital goods and other equipment directly connected
with production are free of Article 22 Income Tax.

•

Accelerated depreciation and amortization for Income Tax Purposes

•

Loss carry-forward for up to 10 years.

•

Reduction of Article 26 Income Tax on dividends, of up to 50
percent of the assessed amount.

•

Payments in kind to employees are acknowledged as a production
expense rather than as employee income. The cost incurred in
developing the vicinity for the public good is also acknowledged as
production expenses.

•

Permits and licensing facilities.

In the implementation of economic reforms the government issued several
regulations such as Law No. 5/1999 on Prohibition Against Monopolistic Practices
and Unfair Business Competition. The Law defines prohibitions applied to
agreements, business activities and misuse of dominant position. Prohibitions
pertaining to agreements which are considered illegal, cover among others
oligopoly, price fixing, boycotts, cartel, trust, vertical integration, and agreements
with foreign companies which can result in monopoly or unhealthy competition.
Other prohibitions cover monopolistic activities, monopsony, market control and
other practices that can lead to unfair competition. Total vertical integration to
control production from upstream to downstream with the aim to eliminate the
competition is also prohibited. Regulation on restructuring of banking sector has
been completed. In the trade sector the government has released its control over
the acquisition and distribution of food commodities except rice. Export ban and
export tax for primary commodities have been revoked. Information on coconut
product and its products which are subject to export tax and import duty is
presented in Table 6.
The development of investment approval in Indonesia in the past two years
was declining as shown in Table 7. However, the decline was not only in
Indonesia but also in the neighboring countries such as Thailand, Malaysia and the
Philippines.
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Today investment sectors that are attractive to the foreign investors are :
a. plantations; cacao, banana, cut flower, coconut, palm kernel
b. agro-business industries : coconut oil, palm oil
c. fishery and its downstream industries
d. pioneer industries that are offered tax holidays
e. export oriented industries; textile/garment, rubber product etc.
f. metal industry to support existing industries; machinery, equipment,
tools etc.
g. service industries; tourism, engineering.
Recommendations
Approaching the third millenium, cooperation among APCC member
countries needs to be enhanced and directed to strengthen coconut industry. This
can be done through business linkages in investment programmes to maximize the
use of natural resources so that coconut products become competitive in the global
market which eventually improve the welfare of coconut farmers in APCC
member countries.
To achieve this objective the following recommendations need to be considered :
1.

Encouraging across border linkages between economic players (small,
medium and large enterprises) in coconut industry with their products from
one APCC member
country and those from other APCC member
countries.

2.

Encouraging liberalization in coconut sector through the relaxation of tariff
and non-tariff barriers in APCC member countries and attracting potential
investors from member countries through special incentives.

3.

APCC carries out an assessment and put together modalities to materialize
business linkages and find out the feasibility of this activity with member
countries interested in implementing these programmes. In this regard
assistance from donor agencies or UNDP need to be explored.
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NOTE :
1.

Transnational of Production
Transnational corporation include both parent enterprises and their foreign
affiliates small and medium enterprises. Small and medium enterprises are less
transnationalized than large enterprises. Indicators of transnationalization are
equity and loan investments in enterprises other than in its home country, ratio of
foreign sales to total sales and establishments of foreign affiliates. Transnational
corporation can also invest in non-equity forms of investment such as subcontracting, franchising, licensing and trading. Transnational corporation operates
in foreign also called F D I and is a principal factor in the organization of
international production and it is increasingly influencing the size and composition
of world trading.

15.

Conditionalities for promoting better linkages across the borders :
Linkages across the borders pre supposed that all the participating countries
believe in the policy of prosperity for all. This is turn means that they are willing
to create an environment conducive for freer flow of technology and investment.
Across border linkages be it in production, trade, investment or in technology
cannot flourish without liberal trade and investment. The Government should set
up information network open to economic players and the network contain
information relating to external market, foreign investment incentives and latest
technology. It requires continued economic reforms, dynamic financial instimtion,
capital market, sustainable balance of payments and improvement in
infrastructure.
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