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Methodology

This sector report aims to highlight the potential of the Food & Beverage sector in
Indonesia. It is an overview of the business opportunities for European companies
and comprises the characteristics of the sector, the structure of the market, the key
players, future trends and existing challenges.

In the preparation of this report, EIBN made use of a variety of sources and methods,
whi ch ar e briepy expl ai nedregarédingethenFood @e ner al [
Beverage industry was retrieved from publicly available sources, such as: articles
from Jakarta Post, the Global Business Guide Indonesia, the Indonesian Commercial
Newsletter, USDA, and the official website of Indonesian Statistics Center (BPS), the
Indonesian Investment Coordinating Board (BKPM), the Ministry of Trade and
Industry of the Republic of Indonesia, World Bank and the World Trade Organization.

Sources for figures mentioned in retrieved images were not repeated below.

When the latest official data was not yet publicly available, we reverted to the latest
data on hand. For example, for data and figures still unavailable for 2013 and 2014,
the data and figures for 2012 and 2011 were used. Moreover, any data included has
been s p e c llyynendioned in the report. Other information provided was gathered
from trade publications.

This report has been developed using data available until the first quarter of 2014.
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Executive Summary

The purpose of the following report is to present an overview of the Food and
Beverage Industry in Indonesia and to highlight potential opportunities for European
businesses. The Food and Beverage market is a complex but inevitably relevant

industry inthel ndonesi an economy. This important rol e
substantial contribution to the economy in terms of employment and GDP, which are

intrinsically related to the countryds | arge p
The sectordgoliempar ttdhret countryédés yearly GPD, wi

and a contribution to the industrial manufacturing output of 31,32%, makes it an
undeniably relevant industry for the local economy. Furthermore, the market
structure of this industry is composed of local as well as foreign companies: key
players such as Indofood and Garuda Food as well as Danone and Nestlé. In 2012,
the numbers of manufacturing companies in the Food and Beverage Industry
amounted to 5,865 companies with 832,830 employed workers. The retail sector is
made up of both foreign and local companies, who benefit from a growing interest for
modern retail stores, even though traditional markets remain important.

In addition to its strong domestic capacity, this sector also remains one of the main
industrial development priorities set by the Indonesian government, as well as an
important sector for both foreign and domestic investments. Regarding recent
imports of Food and Beverage to Indonesia, the EU has had a relatively modest
growth of 2.8%, compared to other countries such as the USA, Canada or Australia,
who grew by 27%. The Food and Beverage Industry is estimated to keep growing,
driven by demanding consumers.

Regarding agricultural food production, Indonesia has not yet reached its full
potential, but is expected to become one of the world's largest food suppliers. The
country mainly produces rice, corn and soybeans. However, despite this local
production, the country also still has to import significantly in order to meet local
demand. This is especially true in the case of wheat, although this is partly motivated
by the unfeasibility of this producing this commaodity locally due to the tropical climate
of Indonesia. Conversely, local consumption growth towards packaged food is mainly
driven by increasing urbanization, growing health consciousness, and changing
lifestyles.

For the Indonesian beverage market, the prospects remain positive, motivated by
increasingly-demanding consumers. With a population made up of a Muslim majority,

I ndonesi ads soft drink industry share is subs
consumptions are hot coffee, tea and iced tea drinks. The situation is different

regarding alcoholic beverages, whose consumption is conditioned by specific legal

and cultural characteristics. It is important to note that this sector is classified as

closed to investments, and is also subject to heavy taxes and excises duties.

Nevertheless, there is a potentially profitable demand from a niche of local

consumers, as well as from expatriates and the large number of tourists who visit

Indonesia.

Future prospects and trends regarding the Food and Beverage sector remain broadly
positive for a number of reasons. Upward demand coupled with a young, growing
Indonesian population result in positive growth. To the latter, we add the growing
confidence of Indonesian consumers and increased urbanization, developments that
should support the industry growth. Moreover, other trends such as a growing
awareness of healthy lifestyle products, a preference towards less packaging and the




EIBN Sector Reports: Food & Beverage [IIIEEEGEGNNNS

shift of consumers towards modern retail stores cannot be overlooked. The growing
Indonesian tourism industry will also help to boost the Food and Beverage Industry,
leading to a more demanding Horeca sector.

Two main challenges remain when conducting business in Indonesia. Firstly, it is
important to take into consideration that cold storage facilities are not fully developed.
Secondly, many national policies regulate the trade of Food and Beverages and
many requirements have to be complied with such as those regarding Halal food or
labeling.

In conclusion, the Food and Beverage Industry remains promising, motivated by
overall national growth and demographic and consumption patterns. However,
challenges and weaknesses still remain in the industry.
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l. Introduction

In a world of globalization and undergoing an economic crisis, with fast growing
markets and threats of new rising competitors, companies have had little other
choice than reacting fast in order to survive. Therefore, many companies have been
conquering international markets, and more precisely emerging markets that display
important growth potential in terms of economy, population and city infrastructure.
During the last century, food consumption patterns around the globe have been
constantly evolving, accompanied by changes in demography, noted particularly in
emerging markets such as Indonesia. Developments in the population composition
have brought many challenges to the Food and Beverage Industry, such as food
safety, urbanized and better-off consumers and health awareness. Indonesia, home
to the worl dos fourth | argest popul a
economic growth, triggering a shift in food and drinks consumption and an evolving
retail sector.

In this respect, the main objective of this Market Study will be to present the industry,
while highlighting its existing opportunities and challenges for European companies.
In order to have a closer look into the Food and Beverage Industry of Indonesia, we
will offer a general overview of the industry. We will then focus more precisely on
each of the sub-sectors. More specifically, we will look into the market structure, as
well as the key players acting in the industry. Future prospects and opportunities in
the Indonesian market, together with the national policies and regulations, will also
be briefly analyzed. Finally, we will delve into the challenges that persist for the Food
and Beverage sector in the Indonesian market, resulting in information which has the
potential to be of the utmost interest for European businesses.

on

h a
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Il. The Food and Beverage Industry in Indonesia

The Food and Beverage Industry (F&B) plays an important role in the Indonesian
economy. As showninTabl e 1 bel ow, the F&B sectords ou
7.42% of the GDP, as well as 31.32% of the total industrial manufacturing output. In

addition, this sector is also of vital public concern to the Indonesian population.1 In

2012, the Food & Beverage sector recorded a growth of 13.98%, while remaining at

8.2%in 2013, a level still surpassing the target set by the Strategic Plan of Ministry of

Industry in 2010-2014 (7,9% annually).?

Furthermore, Table 1 displays the contributions of each industrial sector to the
national GDP for the period 2010-2013, showing that the Food, Water and Tobacco
sector accounted for 4% of the national GDP, making this sector one of the top
contributors to the performance of the non-oil and gas industry.

However, despite the importance of the contribution of this industry to the Indonesian
GDP, a large percentage of consumed food and beverages are imported. As can be
observed on Table 2, imported consumer goods, as well as imported raw material
F&B products, are significant every year. Even though the number of imported
consumer goods has decreased between 2012 and 2013, raw material imports grew
over the same time period.

Table 1: Gross Domestic Product at Current Market Prices By Industrial
Origin (Billion Rupiahs), 2009-2013*

Industrial Origin 2009 2010 2011 2012* 2013**

1. Agriculture, Livestock, Forestry and Fishery 857196.80 985470.50 1091447.10 1193452.90 1311037.30
2. Mining and Quarrying 592060.90 719710.10 876983.80 970823.80 1020773.20
3. Manufacturing Industry 1477541.50 1599073.10 1806140.50 1972523.60 2152592.90
a.0il and Gas Manufacturing Industry 209841.10 214432.70 253078.60 254556.70 266793.60
b. Non-Oil & Gas Manufacturing Industry 1267700.40 1384640.40 1553061.90 1717966.90 1885799.30
1). Food, Beverages and Tobacco Industries 420363.30 465367.90 546752.00 623194.60 674269.40
2). Textile, Leather Products and Footwear Industries 116547.00 124204.20 143385.20 156634.10 172422.50
3). Wood and Other Products Industries 80197.90 80541.60 84481.40 85495.40 94651.10
4). Paper and Printing Products Industries 61154.60 65822.20 69339.60 67109.50 72781.30
5). Fertilizers, Chemical and Rubber Products

Industries 162879.20 176212.40 189700.00 216863.80 230236.10
6). Cement, and Non-Metalic Quarr Products Industries 43530.70 45514.50 50790.50 57996.30 63973.80
7). Iron and Steel Basic Metal Industries 26806.60 26853.90 31101.10 33212.70 35746.10
8). Transport Equip.. Machinery & Apparatus Industries 346403.00 389600.10 426233.70 465889.10 529828.80
9). Other Manufacturing Products 9818.10 10523.60 11278.40 11571.40 11890.20
4. Electricity, Gas & Water Supply 46680.00 49119.00 55882.30 62234.60 70074.60
5. Construction 555192.50 660890.50 753554.60 844090.90 907267.00

;BPS Statistiks Indonesia (Growth rate has been calculated from the figures provided in the table)
Op. Cit.
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6. Trade. Hotel & Restaurants 744513.50 882487.20 1023724.80 1148690.60 1301506.30
7. Transport and Communication 353739.70 423172.20 491287.00 549105.40 636888.40
8. Finance, Real Estate and Business Services 405162.00 466563.80 535152.90 598523.20 683009.80
9. Services 574116.50 660365.50 785014.10 889994.40 1000822.70
Gross Domestic Product 5606203.40 6446851.90 7419187.10 8229439.40 9083972.20

Gross Domestic Product Without Oil and Gas 5141414.40 5941951.90 6795885.60 7588322.50 8416039.50

Source: Badan Pusat Statistik Indonesia, web site 2014

Table 2: Development of Goods Imports by Groups in Million
USD$ (2009 i 2014)

Trend(%) January
NO  Sector 2009 | 2010 2011 2012 2013 | 2008  Ghange(k)
2013 2013 2014
TOTAL 096.820,2 135.663,3 177.4356 191.680,5 1B6.628,7 18,03 -2,64  15.450,2 14.9155
L | CONSUMER | 67526 99916 133929 13.4086 13.1389 17,65 -2,01 91,2 9865
Food and
Beverages
1. | Mainly for 9555 11669 18478 15414 1.385.5 10,75 10,11 84,9 1047
Household
(primary)
Food and
Beverages
2. | Mainly for 1.3673 24395 3.6261 28369 24430 14,02 -13,89 140,0 163.9
Household
[processed)
Processed
3. | Fueland 5912 9703 | 18255 14353 1.3509 2288 -5.88 1282 103.9
Lubricants
4. | Fassenger 4512 9181 10200 15153 11924 27,70 21,31 08,3 59,2
Transport
5. | Eguipment not 2283 2543 2867 3503 386,1 14,69 10,22 14,2 18,3
for Industry
Consumption
6. | Goods 8183 | 1.075.0 12883 1.584,7 15995 18,87 0,94 115,7 129,5
Durable
Consumption
7. | Goods Semi 941,1 13677 17742 18538 21640 22,41 10,75 152 4 1774
Durable
Consumption
8. | Goods Non 1.189.4 1.5415 1.693,0 18265 21851 15.27 12,39 148,2 1594
Durable

Unclasisified
9, Consumption 2103 2582 218,5 2644 4522 16,82 71,04 29,3 70,2
Goods
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RAW
L. MATERIALS 69.638,1 98.7551 130.934,3 | 140.126,0 141.957,9 19,41 1,31 | 11.928,6 | 11.297,6

Food and
Beverages
1. Mainly for 2.640.9 3.074.8 4.186,7 4.101,0 4.354 4 13.75 6,18 277.0 3454
Industry
(primary)

Food and
Beverages
2. Mainhy for 1.582,0 21658 3.330,2 3.349.3 3.685.2 23,70 10,03 313.8 2438
Industry
(processed)

Raw Materials
3. for Industry 29017 4.539.3 6.613.2 5.639.7 6.299.3 18,33 11.70 568,3 481.4
(primary)

Raw Materials
4, for Industry 29.2488 41,7143 534096 | 594370 5B.3538 18,95 -1.82 47827 | 47763
[processed)

Fuel and
5. Lubricants 7.387.3 B.5535 11.1735 108533 | 136731 15,83 2598 11874 8199
(primary)

6. Fuel 51351 64645 11.8624 140617 | 14.838.2 30,08 553 | 1.230,5| 1.33086

Fuel and
T. Lubricants 5.750,5 92700 157712 158355 | 149772 27,76 -5.42 13714 | 11904
[processed)

Spare Paris
and

B. Acessories for 11.000,0 148156 169378 181261 16.803,3 11.06 =740 14840 1394535
Capital Goods

Spare Paris
and
9, Acessories for | 3.991.9 B6.157.0 7.349.7 B.722,3 B.972,6 21,75 287 7335 615.5
Transporiation
Equipmeant

Source: Indonesian Ministry of Trade

2.1. Strengths & Positioning of the F&B sector in the
Indonesian economy

In 2013, Indonesia boasted an economic growth of approximately 6% and remains a
very large market for F&B products. In connection with this, the sector was
established as one of the industrial development priorities set by the Indonesian
government for its potential for both domestic manufacturers and importers or
suppliers of processing equipment and (semi-) finished products. The sector has
proven to be very resilient during economic downturns and remained amongst the
most important markets for many multinational food companies. The reason for the
steady performance of the Indonesian market is strongly linked to the particularities
of the Indonesian consumers, which are explored further in the section of this paper
titted fFuture Prospects/Opportunitiesa

iThe turnover of t hiedustfychastheen gralving3at aneaveegee
pace of close to 8-9% up to a total of US$70 billion in 2012. The Indonesian import

value for Food and Beverages has increased by an average of 1.3% during 2012.

This comes after a bumper year in 2011, when imports grew 30% to a value of

US$5.9 bi fliono.

fBoth domestic investment and foreign investment in the Food and Beverage
Industry fluctuated between 2005 to 2011. Domestic investment in the Food and
Beverage Industry grew at an average rate of 13.66%, from US$456 million in 2005

"http://www.eibd
conference.com/assets/files/F00d%20&%20Beverages%202013/Food%20Beverages.pdf
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to US$580 million in 2011. Foreign investment realization reached US$5.7 billion, an
increase of 30% yearony e a’r 0.

AnThe figures indicate a robust growth of trad
and Beverage sector, creating many opportunities for European exporters of branded

and specialty food products and food processing machinery, as well as for suppliers

of food ingredi e’nt s and packagingo.

In 2014, the Indonesian Food and Beverage Producers Association (GAPMMI) has
estimated that overall Food and Beverage sales nationwide will rise by 6% to IDR
750 Trillion (US$61Billion).

The F&B industry continues to face a demanding market environment that requires
companies to adjust and actively manage change. The impact of public policy and
regulatory changes also affected the sales and performance of companies. Therefore,
the adoption of risk policies is important to take into consideration regarding the
positioning of F&B.

2.2. The Indonesian Food Market

2.2.1. The Indonesian Food Industry in the Global Market

The European Union share of food imports into Indonesia has remained very modest
at just US$180 million in 2011. It has grown at a very low rate of 2.8% on average
annually since 2005, whereas imports from the USA, Canada and Australia grew by
27% and imports from Asia by 18% during the same period.

firhe Chinese share increased and the EU share fell. Ownership of the modern retail
chains does not appear to have translated into an increased tendency to source from
the home market in this case. Similarly, the share from ASEAN did not rise, despite
the activity of the Southeast Asia-or i ent ed Dairy Farm group in In

Figure 1: Share of Indonesia’'s market for imported foods (1996-2010)

Share of Indonesia's market for imported foods

Percent
100+

@ Other
[0 New Zealand
B Eu-27

80

60 -
[ Canada

40 - B China

[ Australia

20 [0 ASEAN

B United States

0 -
1996 97 98 99 00 01 02 03 04 05 06 07 08 09 10

NZ = New Zealand; ASEAN = Association of Southeast Asian Nations.

Note: Food imports defined in Harmonized System chapters 2-4, 7-13, and 15-21,
less feedgrains (corn and sorghum) and certain inedible products.

Source: USDA, Economic Research Service Calculations,
using Indonesia's trade data from the World Trade Atlas

*Ibid
®Ibid.
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Figure 2: Top food exports of Indonesia (2011)

Top exports - Indonesia - 2011

Value (1000 $)
]
(auuolfd) anjes pun

Pabm ol
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Nat Dy femrnal ol Acics gremmn {icopral) pmam Prap Nes N
al

B vValue (1000 )
[ Unit value ($/tonne)

Commodity

Source: USDA, Economic Research Service Calculations, using Indonesia's trade data from the
World Trade Atlas

Figure 3: Top imports and top exports of Indonesia in 2011

Top imports - Indonesia - 2011

— 5000
m:n_/‘
-
—=000 =
2000000 —| -
— =
s L
=] c
g ]
= =
-
=
o o
= =
] 2000 =]
= 1]
1000000 — —
0
0

Whemt  Cowonlm  Sugar Faw  Cakeof  Soybeame Maze Food Prep  Tabacoa, Wil
Centrifugal  Sayboans Nes unmanuiac  Sdmmed
surad Dry I valus (1000 %)

[ Unit value ($/tonne)

Commodity

Source: USDA, Economic Research Service Calculations, using Indonesia's trade data from the
World Trade Atlas
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According to the World Bank, the Food, Beverage and Tobacco Industry in Indonesia
amounted to 23% of value added to manufacturing in 2009. As this sector is
expected to grow in the coming years, it is expected that related employment should
grow at a rate of ¢.68,000 workers per year (according to Kelly, a service company
providing workforce solutions)e.

2.2.2.1 nd o n eAgriculiuse Trade

As we can observe in Table 1 on page 7, the Agriculture, Livestock, Forestry and
Fishery Industry also accounted for a major part of the GDP. Indeed, in 2013, the
contribution of this sector to the yearly GDP amounted to Rp1,311,037.30., which
represents 14.43% of the national GDP.” In addition to latter, the forecasted growth
for the last two years has pointed to an increase in the share of this industry, which
recorded a growth of 9.34% in 2012 and 9.85% in 2013.

Rice:In201 2, Il ndonesiads rice production was alr
domestic consumption. Indeed, the local production reached 38,564 million tons for a

local consumption of 33,035 million tons. However, 1.5 million tons of foodstuffs from

Vietnam were imported that same year in order to strengthen national stock and

ensure food security.

Corn: The adoption of a new technology resulted in the growth of | ndonesi ads
production, reaching 18.96 million tons in 2012. An objective to reach self-sufficiency
regarding corn in 2014 has been outlined.

corr

Soybeans: Indonesia is the second largest soybean consumer in the world.
Indonesians consume considerable amounts of tofu and soybean cake, and the US
Foreign Agriculture Service estimated that nearly 90% of soybeans are used for
tempe and tofu production. Indeed, in 2012, the local production amounted to
851,647 for a local consumption of 2,769,814: therefore, the country had to import
soybeans in order to meet the local demand.

Wheat: The tropical climate of Indonesia makes it impossible to produce wheat
domestically. Nevertheless, food products based on wheat are part of the day-to-day
consumption in Indonesia, as it is the main component of instant noodles, one of the
most popular processed foods in rural and urban areas.

I n general, the countr vy &Gdavgpbeanihcreasingamdthef f ar m f
prospects are encouraging. Harvest areas have expanded year on year. Total

harvest areas for paddy fields in Indonesia have reached 13.44 million hectares in

2012, up 237,000 hectares from 13.20 million hectares in 2011. The majority of

harvest areas are in Java, totaling 6.17 million hectares (65.9%) and the remainder

(7.27 million hectares or 54,1%), are situated outside Java.

Table 3: Imports of Foodstuffs (2008-2012)

Year Rice Corn Soybean
Volume Value Volume Value Volume Value
(tons) ($min) | (tons) ($min) (tons) ($min)
2008 289,688 | 124,142 | 252,106 76,457 1,169,016 | 694,746
6 http://www.kellyocg.com/Knowledge/Employment_Outlook_2012/Employment_Outlook_2012_-
Indonesia/

TFigures from BPS Statistiks Indonesia (Growth rate has been calculated from the figures provided in

the table).
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2009 250,472 108,154 | 333,932 | 69,920 1,265,182 | 599,072
2010 687,581 | 360,078 | 1,521,773 | 363,160 | 1,737,528 | 837,964
2011 267,000 196,179 | 3,144,421 | 1,002,243 | 2,087,986 | 1,245,665
2012 239,560 | 140,689 | 1,687,075 | 493,362 |1,920,490 | 1,210,848

Source: BPS cited on Indonesian Commercial Newsletter Report no.4/2013

In 2012, rice imports totaled 239,000 tons worth $140 million. Imports come mainly
from Vietnam (119,200 tons valued at 63.7 million US$) followed by Thailand
(114,700 tons corresponding to 74 million US$). The largest imports of soybeans to
Indonesia in 2012 came from the United States, reaching 1.8 million tons, followed
by Malaysia (56,000 tons) and South Africa (31,000 tons).

Although presently an importer, Indonesia has the potential to become a rice
exporter. Indonesia hopes to take part in the program Feed the World to meet the
worl dés foos requirement

Regarding wheat: as mentioned above, Indonesia fully relies on foreign exporters to
supply its local demand, as it cannot be produced locally. This is the reason why,
according to the data from FAO Stat, flour wheat is the top imported commaodity in
Indonesia in terms of value and quantity (See figure 3). This level of imports is
considered worrying: Indonesia, is likely to become the 4™ largest buyer in the world
with 7.2 million tons® of wheat imported for the period of 2013-2014, and 7.1 million
tons for 2012-2013, which outpaced the amount that was allocated to agricultural
development by the State during the same period.’

Figure 4: Top 10 Commodities

-
400k = 1000
=
I I I 200k ga O
l.l mm -I -l = —l . | —_ l Al P

Wheat Qil, Rice - Meat,
palm total chicken
[Rice
milled
equivalent)
Bewverages,
non
alcoholic

1,500k

1,000k

tonnes

500k

.,
E
{ouuoyg) onea yun

Flaur,
wheat

Sugar Tea

refined

Tangerines,
mandarins,
clementines,
satsumas

Barley

|‘ BB import Quantity B import vaiue B Unit value ($/tonne) |

M = Million, k = Thousand

Source: FAO of the United Nations Statistics

8BIoomberg,Indonesians Buying Bread to

Spur
The Jakarta Post, Indonesia Caught In Wheat Trap, 11th July 2013.
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Figure 5: I ndonesi ads Agri c200 ure | mports
Trillion rupiah, deflated to 2007 base
100
8{}__
Other food, beverage,
and food-related
SG_
Wheat and sugar

40 Feed and live animals

Nonfood products
20

B B 0@ &=

Traditional food

0
1896 97 98

99 2000 01 02 03

04 05 06 o7r 08 09 10

Source: USDA, Economic Research Service calculations using official Indonesian trade data in Global Trade Information Services,
World Trade Atlas.

Efficient reading of Figure 4 (presented above) might be facilitated if a division is
considered between two different categories of products. The first type agricultural
commodities, make up more than half the imports, and are generally raw materials
still requiring processing by the acquiring companies. These commodities can be
sub-divided into four different categories: traditional food (soybeans and rice), non-
food products (chiefly cotton), feed and live animals and wheat and sugar.

The other category, fot her food, bever agé beoming
increasingly important. It consists of packaged foods, dairy and meat products,
beverages, fresh or frozen fruits and vegetables and raw ingredients.

f ood r e

2.2.3.Exports

In 2012, Indonesiad s rice exports dropped from
US$469,000, including 287 tons to Singapore and 19 tons to the United States.
Exported amounts of corn and soybean were residual.

378 t

Table4: 1 ndonesiabds Paddy, Corn-202d Soybean
Year Paddy Corn Soybean
Volume Value | Volume | Value Volume Value
(tons) (%) (tons) ($min) | (tons) ($min)
2008 876 864 92.236 |21.446 |1.025 1.406
2009 2.455 1815 |56.795 |10.702 | 446 342
2010 344 452 41.016 | 9.508 385 339
2011 378 837 9.830 2.974 547 342
2012 318 469 31.390 |9.084 2.323 1.594
2.2.4.Consumption
The countryds food consumption grows with th

consumption reached 33.035 million tons in 2012. Consumption of rice per capita in

a population of 245 million in 2012 equates to around 139 kg.
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Corn consumption in 2012 reached 20.6 million tons, down 0.8% from 20.7 million
tons in 2011. Around 50% of the corn consumption is for animal feed. Soybean
consumption in the country reached 2.9 million tons in 2011, down to 2.7 million tons
in 2012. Around 50% of the consumption is for soybean cake (tempe) 40% for tofu
and 10% for other food products (bean paste, ketchup etc).

As I ndonesiabs f ood sy s tneeasinglyomodernnfané etailt o ev ol v
sector and changing consumer tastes are likely to increase the market for higher

value foods, beverages and food processing and logistics equipment. Some of this

increase in market demand will be satisfied by imports, particularly through improve-

ments in the cold chain store system, often implemented by modernized food

retailers.

2.2.5.Packaged foods

Consistent with the increased share growth of prepared and miscellaneous
categories in the food consumption data, retail sales of packaged food have grown
rapidly. The increase in packaged food purchases likely corresponds in part to the
ur ban c o nreed nfer rtimésaving convenience and desire for variety. 10
Packaging acts as a partial guarantor of food safety and allows storage for some
time.

In Figure 5, we can see the most popular packaged foods among Indonesian people.
In the top 3, we can find dried processed food, bakery products and dairy products.
Figure 6/7: Packaged Food Sales in Indonesia; Indonesiab $ackaged

Food Retail Sales (2010-2012)

Other
10%

Dried processed

Sweet and savory snacks 6% food 33%

Qils and fats 6%

Confectionery 9%

Baby food 10%

Dairy products 11% Bakery products 15%

Source: USDA, Economic Research Service calculations using Euromonitor data.

10Rada, Nicholas, and Anita Regmi, 2010, Trade and Food Security Implications from the Indonesian
Agricultural Experience, WRS-10-01, Economic Research Service, U.S. Department of Agriculture, May,
pp. 19.
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Note: Index calculated from data in trillion rupiah, deflated to a 2010 base.

Source: USDA, Economic Research Service calculations using Euromonitor data.

The reason for this growing interest in packaged and processed food is urbanization,
which is leading to more consumer demand for timesaving, safe food™. Packaged
foods are found mainly in modern food retail establishments, for which Indonesian
consumers have shown a growing interest in recent years. Indeed, smaller traditional
establishments rarely have the infrastructure to store a large variety of packaged and
prepared foods and beverages. As modern stores are often better equipped with
refrigerators and pay greater attention to food contamination prevention, food safety
is more likely guaranteed.

2.3. The Indonesian Beverage Market

2.3.1. The Indonesian Beverage Industry Position in the Global Market
The global beverage industry is estimated to amount to $US1.7 trillion in 2013 and is
expected to keep growing at an annual rate of between 3% and 4% The beverage
industry is divided into non-alcoholic beverages (such as coffee, tea, water, soft
drinks and juices) and alcoholic beverages (including beer, wines and spirits).

2.3.2. Non-Alcoholic Beverages

According to a report made by Canadean, a leading consumer market research
company, commercial beverage production in Indonesia continues to rise in order to
meet the expanding consumer demand. In 2013, the non-alcoholic drinks industry of
Indonesia was estimated to be worth $US8.5 billion with a growth rate of 10%. There
are increasing foreign direct investments in this sector as the large Muslim population
makes it largely profitable.

11,, .
Ibid.

12 Natasha Telles D'Costa, Asia Pacific Beverage Industry : brewing up a storm, Foodreview

International Vol. 1, Indonesia, 2013
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Figure 8: Compounded Annual Growth Rate of the Volume and Growth
of Indonesia Beverage Products
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Figure 7 shows that the growth of isotonic drinks sales expanded by 16.3% between
2006 and 2011. This increase can be explained by consumer concern with the health
effects of beverages™. As isotonic drinks help the body rehydrate and replace lost
fluids and electrolytes, they are closely linked to a seemingly increasing trend
whereby consumers opt for products that will improve their health and fithess. On the
other hand, carbonated drinks recorded the slowest growth in the same period, which
indicates awareness regarding the health issues commonly associated with these
products.

The following chart depicts the Indonesians drinking habits and highlights the top 3
most consumed beverages in the country: hot tea, hot coffee and iced tea drinks. In
the table below, we can see a few examples of the wide range of beverages to which
the Indonesian population has access.

Figure 9: Non-Alcoholic Beverages per 7 days (excluding still water)

Yoghurt drinks
Hotchocolate gy 0:3%
1 % 1 1 Q,
Hot coffee Yo Flavoquz wateépa rkling water
1%
Fruit juices
6%
Fruit drinks
3%
Syrup
Hot tea
22% 7%
Energy drinks
7%
Sports drinks
. 6%
lced tf;,f rinks Carbonated soft
drinks
8%

Source: Roy Morgan research

13http://www.euromonitor.com/health-and-welIness-in-indonesia/report
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Figure 10: Non-Alcoholic Beverages Available on the Indonesian Market
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2.3.3. Alcoholic Beverages

The alcohol market in Indonesia is more regulated, partly due to several legal and

cultural associations related to drinking alcohol. Since 1993, alcoholic beverages

have been classified as closed to investment, meaning that the industry is not

allowed to expand and develop in Indonesia. Despite the fact that Indonesia has the

worl dés | argest Muslim popul ati on, alcoholic
upper-income bracket local people, but are also in high demand by expatriates and

tourists. Duties that are payable based on the harmonized system of classification

can amount to 170% for alcoholic drinks, steeply increasing the price of alcohol.

Beer: The two main key players on the beer market are Multi Bintang Indonesia and
Delta Djakarta Tbk. In 2012, Multi Bintang Indonesia was leading the beer market
due to Bintang beer, the sales of which contributed considerably to its sales volume.

Nevertheless, the company also produces Guinness and Heineken, as well as
Bintang Zero, a non-alcoholic beer.

Figure 11: Origin of Imported Beers in Indonesia in 2009
Origin of imported beers in Indonesia (2009)

“Mexico SEU Australia/us

Source: USDA

Wine: There seems to be a growing interest for wine, as local consumers begin to
integrate it into their lifestyle, influenced by globalization and an increasing foreign
presence in the country, leading to the integration of some Western elements into
Indonesians a@rban lifestyles. One of the main local providers is Ultra Prima Abadi PT,
also known as Orang Tua Group, which produces a non-grape herbal fruit wine. This
wine is more traditional and mostly consumed during important festivities, for
example at Christmas or Easter.
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Figure 12: Origin of Imported Wines in Indonesia in 2009
Origin of imported wines in Indonesia (2009)

W South Africa ®Chile “ Australla ™ France ™ ltaly/Germany/Spain “US “ Russia “ Others

Source: USDA

2.4. Key Players

The Food & Beverage sector as a whole is estimated to encompass over 6,000
companies, of which approximately 90% are classified as large or medium sized.
Most are appealing to price-sensitive lower income customers. The Indonesian F&B
market is clearly influenced by the presence of large local companies, but also
important international and foreign companies, such as Nestlé and Unilever.

Table 5: Key Players in the F&B Market in Indonesia (2009)






































































