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1. INDONESIA BUSINESS ENVIRONMENT OVERVIEW 
 

 

1.1 MACROECONOMIC ENVIRONMENT 
 

Indonesia posts strong and consistent GDP growth  

Indonesia is Southeast Asia’s largest economy1 and in 2018, it was ranked by the 

International Monetary Fund (IMF) as the 16th largest economy in the world with a 

GDP of IDR10,525.3 trillion.2 Indonesia has experienced a significant growth not only 

in recent years, but for two decades since the Asian financial crisis in 1997, since 

which time the country has  managed to cut poverty rates significantly and increase 

the GDP per capita continuously.3 In 2018, the Indonesian economy grew at the 

fastest pace since 2013.4 This boost was largely driven by a 5.3% year-on-year GDP 

growth during Q2 triggered by a fast rise in private consumption and government 

spending, as well as a firm growth of fixed investment.5 In the first quarter of 2019 

however, the Indonesian economy grew at a slightly slower rate than expected (5%) 

compared to the same period last year, due to a 2% slowdown in the export industry 

as prices of major Indonesian commodities such as palm oil and coal fell.6 Real GDP 

also saw a solid 5% growth in 2018; representative of the 5% yearly average growth 

for the period 2014-2018. Finally, the GDP per capita in Indonesia has increased 

tremendously during the last two decades. Although the growth is slowing down, it is 

stabilising: decreasing by 0.4% in 2018, it nevertheless grew by 7.7% in 2017 and 

grew an overall 9.5% between 2014 and 2018. 

 
The Manufacturing industry is the biggest contributor to Indonesia’s GDP, and it keeps growing 

Since the 1970s, one of the most important industries in Indonesia has been 

manufacturing, which has been a key player in the country’s economic development. 

Following the 1990s, manufacturing lost momentum, which it has regained in recent 

years due to higher demand from a growing middle class, low wages and significant 

foreign direct investment (FDI) in the sector. In 2018 in fact, Manufacturing was the 

biggest contributor to Indonesia’s GDP (20.8%) with IDR2.2 trillion, growing by 

                                                           
1 https://www.investopedia.com/insights/worlds-top-economies/  
2 http://www.kemendag.go.id/en/economic-profile/economic-indicators/gross-domestic-
product  
3 https://www.investopedia.com/insights/worlds-top-economies/  
4 https://www.ft.com/content/6b3ba11e-29c6-11e9-a5ab-ff8ef2b976c7  
5 https://tradingeconomics.com/indonesia/gdp-growth-annual  
6 https://www.straitstimes.com/business/economy/indonesias-q1-gdp-growth-slower-
than-expected  

https://www.investopedia.com/insights/worlds-top-economies/
http://www.kemendag.go.id/en/economic-profile/economic-indicators/gross-domestic-product
http://www.kemendag.go.id/en/economic-profile/economic-indicators/gross-domestic-product
https://www.investopedia.com/insights/worlds-top-economies/
https://www.ft.com/content/6b3ba11e-29c6-11e9-a5ab-ff8ef2b976c7
https://tradingeconomics.com/indonesia/gdp-growth-annual
https://www.straitstimes.com/business/economy/indonesias-q1-gdp-growth-slower-than-expected
https://www.straitstimes.com/business/economy/indonesias-q1-gdp-growth-slower-than-expected
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18.3% from IDR1.8 trillion in 2014. Following Manufacturing comes the Wholesale 

and Retail Trades, Repair of Motor Vehicles and Motorcycles that contributed IDR1.4 

trillion in 2018, up 17% from IDR1.2 trillion in 2014; as well as Agriculture, Forestry 

and Fishery, with IDR1.3 trillion in 2018, up 15.8% from IDR1.1 trillion in 2014; 

Construction with IDR1 trillion in 2018, up 26.8% from IDR826,615 billion in 2014; 

and Mining and Quarrying with IDR796,505 billion, up 0.2% from IDR794,490 billion 

in 2014.7  

 

The government is working to further develop the Manufacturing industry through the ‘Making 
Indonesia 4.0’ programme 

The Indonesian government has expressed the belief that the manufacturing sector 

will continue to be one of the main enablers of economic growth, and has therefore 

set up plans to focus on the industry’s development in the next five years. In fact, 

developing the manufacturing sector is set to reduce the country’s dependence on 

raw commodity-based exports that make the country susceptible to price swings in 

the market.8 The Indonesian government has thus launched the ‘Making Indonesia 

4.0’ in 2018 to push for a fourth Industrial Revolution in Manufacturing and Industry. 

The programme includes significant innovations in digital technology, biology and 

hardware automations and is supported by five essential technological advances 

including artificial intelligence, human-machine interface, Internet of things, robot 

and sensor technology and 3D printing. The ‘Making Indonesia 4.0’ will further 

prioritise sectors such as food and drinks, automotive, textile, electronics and 

chemicals that are expected to help boost the country’s export industry and help the 

manufacturing sector increase Indonesia’s GDP. This initiative is also expected to 

create 7-19 million jobs by 2030.9 

 

Indonesian government working to boost the country’s infrastructure and manufacturing 
industries  

 

The Indonesian government is currently focusing on both public and private 

investment to boost Indonesia’s economic expansion; especially in the nation’s 

infrastructure and manufacturing industries. In an effort to attract private 

investment, the Indonesian government has indeed been eager to offer tax incentives 

                                                           
7 https://www.bi.go.id/en/iru/economic-data/real-sector/Contents/Default.aspx  
8 https://www.thejakartapost.com/news/2019/02/11/manufacturing-sector-to-drive-
indonesias-economy-bappenas.html  
9 https://www.indonesia-investments.com/business/business-columns/widodo-launches-
roadmap-for-industry-4.0-making-indonesia-4.0/item8711?  

https://www.bi.go.id/en/iru/economic-data/real-sector/Contents/Default.aspx
https://www.thejakartapost.com/news/2019/02/11/manufacturing-sector-to-drive-indonesias-economy-bappenas.html
https://www.thejakartapost.com/news/2019/02/11/manufacturing-sector-to-drive-indonesias-economy-bappenas.html
https://www.indonesia-investments.com/business/business-columns/widodo-launches-roadmap-for-industry-4.0-making-indonesia-4.0/item8711
https://www.indonesia-investments.com/business/business-columns/widodo-launches-roadmap-for-industry-4.0-making-indonesia-4.0/item8711


HKTDC: Discovering Business Opportunities for Hong Kong SME exporters in ASEAN region 

© Euromonitor International Page    5 

and deregulate specific sectors. According to the National Planning Development 

Agency Analysis, the total value of the required investment for infrastructure is 

reaching IDR4,796.2 trillion10 Under the National Strategic Projects (NSP), 31 

infrastructure projects worth IDR67.5 trillion should be completed in the third 

quarter (3Q) of 2019.11 

 

Table 1 Nominal GDP and Real GDP in Indonesia (2014-2018) 

Sources: Ministry of Trade Statistics, World Data Atlas12 

 

 

1.2 FOREIGN TRADE OVERVIEW 
 

Indonesia posted its highest trading volume in 2018, and the import of consumer goods has seen 
a steady growth between 2014 and 2018 

Indonesia reported its highest trading volume in 2018. According to the official 

statistics of Kemendag, the Indonesian Ministry of Trade, the country had a 1.6% 

growth trend in exports from 2014 to 2018. One of the dramatic changes has been a 

declining trend in the export of oil and gas goods, decreasing 12% over the 2014-

2018 period. The export of Non-Oil and Gas products on the other hand increased 

3.8% over the same period. In terms of share, the top 5 exported products are coal 

(8.7% and going up), palm oil and its fractions (6.7%), natural gas (4% and declining), 

bituminous coal (3.2%), and petroleum oils (0,9% and declining). However, although 

                                                           
10 http://www.ukabc.org.uk/event/indonesia-infrastructure-investment-forum-2019/  
11 https://theinsiderstories.com/31-infrastructure-projects-in-indonesia-will-be-completed-
in-3q-of-2019/  
12 https://knoema.com/atlas/Indonesia/Real-GDP-growth  
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there is a declining trend in the export industry, Indonesia remains dependent on 

exporting commodities. 

 

From 2017 to 2018, total imports increased by 2.1%. Similarly, to export trends, oil 

and gas imported goods declined 7.3% over the 2014-2018 period. On the other hand, 

the import of consumer goods increased 9.3% during the same time period, at a value 

of USD 12.7 billion in 2014 and USD 17.3 billion in 2018.13  The country also witnessed 

an important increase of 4.6% in the import of non-oil and gas goods. In terms of 

share, the top 5 imported products are light oil and its preparations (5.3%), 

petroleum oils (2.9%), petroleum oils and oils obtained from bituminous minerals 

(2.1%), parts of telephone sets (1.9%), and wheat and meslin (2%). Other important 

imported products are gold, soybean oil, propane, butanes, cottons, and so on. 

Although Indonesia is still mainly importing commodities, it is increasingly importing 

consumer goods as well. 

 

The import of oil and gas products keep increasing in favour of consumer goods  

Key import products remain commodities such as petroleum oils and gas.  There has 

however been a significant 8% decrease in the import of oil and gas products over the 

2014-2018 period. The most notable change occurs during 2018 and 2019, with the 

import of light oil and its preparations decreasing -11.8%, petroleum oils -50.1%, 

petroleum oils and oils obtained from bituminous minerals -30.8%, propane liquified 

gas -25.8%, and butanes liquefied gas -20.1%.14 

 

Over the 2014-2018 period, products that have witnessed the highest increase are 

industry related, such as nonmonetary gold use for industry (+166%), parts of 

telephone sets including telephones for cellular networks or wireless networks 

(+54.8%), and ferrochromium (+398.8%). The top three commodities growth of non-

oil and gas imports are machinery (with a share of 18.1%), electrical equipment 

(share of 12.3%), and iron and steel (share of 7.7%).15 

 

                                                           
13 http://www.kemendag.go.id/en/economic-profile/indonesia-export-
import/development-of-goods-imports-by-group  
14 http://www.kemendag.go.id/en/economic-profile/indonesia-export-import/growth-of-
non-oil-and-gas-import-commodity 
15http://www.kemendag.go.id/en/economic-profile/indonesia-export-import/import-

growth-hs-6-digits 

http://www.kemendag.go.id/en/economic-profile/indonesia-export-import/development-of-goods-imports-by-group
http://www.kemendag.go.id/en/economic-profile/indonesia-export-import/development-of-goods-imports-by-group
http://www.kemendag.go.id/en/economic-profile/indonesia-export-import/growth-of-non-oil-and-gas-import-commodity
http://www.kemendag.go.id/en/economic-profile/indonesia-export-import/growth-of-non-oil-and-gas-import-commodity
http://www.kemendag.go.id/en/economic-profile/indonesia-export-import/import-growth-hs-6-digits
http://www.kemendag.go.id/en/economic-profile/indonesia-export-import/import-growth-hs-6-digits
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The main imports for consumer goods in 2018 include Food and Beverages Mainly 

for Household (primary) (e.g. fruits and vegetables) valued at USD 2.3 billion; Food 

and Beverages Mainly for Household (processed) (e.g. cereals and canned food) 

valued at USD 4.2 billion; Processed Fuel and Lubricants, valued at USD 805 million; 

Passenger Cars valued at USD 530 million; Transport Equipment not for Industry 

valued at USD289 million; Consumption Goods Durable (USD2 billion), Consumption 

Goods Semi Durable (USD3.6 billion), and Consumption Goods Non Durable (USD3 

billion).16 

 

Table 2 Total Imports and Exports in Indonesia (2014-2018) 

 

Source: Ministry of Trade Statistics 

 

1.3 POLITICAL AND REGULATORY LANDSCAPE 
 

The election of moderate Joko Widodo expected to lead to a boom in business  

Despite a wake of right-wing nationalism around the world, the moderate Joko 

Widodo secured a second mandate in the Indonesian presidential elections. His 

opponent, ex-general Prabowo, married to the daughter of ex-autocratic leader 

Suharto, has been campaigning on a nationalist rhetoric, appealing to identity politics 

such as radical Islam and vehemently criticising the establishment and the elite. 

However, a majority of Indonesians voted for Jokowi due in part to his commitment 

to supporting infrastructure, strengthen healthcare and social safety, as well as 

                                                           
16 http://www.kemendag.go.id/en/economic-profile/indonesia-export-
import/development-of-goods-imports-by-group  
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reducing inequalities.17 Jokowi participated in opening the first stage of the Jakarta 

subway line, and promised an extensive highway network in both Java and Sumatra 

for his second term of office. While a moderate, Jokowi has stressed the importance 

of Islam in society, and remains an economic nationalist, having strengthened 

commodities and logistics state-owned enterprises rather than liberalising the 

sectors. Another determinant in this result is the growing split between the urban and 

rural areas.  

 

Overall, the Joko Widodo victory in the elections is seen as a boom for business, 

because of his progressive economic initiatives such as the ecommerce roadmap, or 

his commitment to loosening regulations and rules for foreign investors and 

improving international ease of doing business in Indonesia. After Jokowi’s victory, 

rating agency Standard & Poor upgraded Indonesia’s sovereign credit rating from 

BBB minus to BBB. Thus, the Indonesian government will be allowed to get more 

credit from abroad at lower interest rates18. 

 

Trade between Indonesia and Hong Kong expected to grow 
Indonesia’s key trading partners are more or less the same in both exports and 

imports. Indonesia mainly imports products from China, Japan, Thailand, Singapore, 

USA, Korea, and Malaysia with Hong Kong coming in 13th position in 2018 and 

growing. The country exports mainly to China, USA, Japan, India, Singapore, Malaysia, 

and the Philippines, with Hong Kong coming in 14th position in 2018. Overall, 

Indonesia key trading partners are economic powerhouses such as China and the 

USA, alongside East Asian economies and countries from the ASEAN block. 

 

In 2016, the Indonesian Investment Coordinating Board and InvestHK signed a 

memorandum of understanding to promote investment flows in both directions, 

exchange information on investment opportunities and best practices. Hong Kong is 

currently the gateway for Indonesian companies to invest, and market products in 

China, whereas Indonesia remains the gateway to enter the ASEAN block market, and 

is also an opportunity for Hong Kong companies to invest in tourism development. 

                                                           
17 https://www.mmtimes.com/news/moderates-hold-sway-indonesia.html 
18 https://abcnews.go.com/International/wireStory/sp-upgrades-indonesia-credit-widodo-election-

win-63393706 

https://www.mmtimes.com/news/moderates-hold-sway-indonesia.html
https://abcnews.go.com/International/wireStory/sp-upgrades-indonesia-credit-widodo-election-win-63393706
https://abcnews.go.com/International/wireStory/sp-upgrades-indonesia-credit-widodo-election-win-63393706
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The cooperation agreement was signed in the context of a government-business 

leaders’ summit for the One Belt One Road Initiative in Hong Kong19.  

 

1.4 ECONOMIC LANDSCAPE 
 

The Bank of Indonesia is actively working to stabilise the economy through a variety of 
programmes  

The Bank of Indonesia has been pushing a strategy to strengthen the external stability 

of the national economy, stimulate demand, and stabilise inflation. Financial products 

such as BI 7-Day Reverse Repo Rate, Deposit Facility (DF), and Lending Facility (LF) 

were all maintained at 6%, 5.2%, and 6.8% respectively. To stimulate demand, the 

Central Bank has increased available liquidity and strengthened monetary operations 

strategy. It is also looking to increase the efficiency of retail payments by expanding 

the National Clearing System services (SKNBI), as well as increasing the nominal 

transaction ceiling and lowering tariffs on retail. The Bank of Indonesia is increasing 

the supply of Domestic Non-Deliverable Forward (DNDF) and is simplifying 

regulations concerning underlying transactions. Regarding regulation, the central 

bank is looking at implementing a market operator regulation in the money market 

and foreign exchange market. Finally, the Bank of Indonesia is looking to develop the 

Commercial Papers (SBK) market to make it an alternative source for companies to 

secure funding. On the short term, the central bank of Indonesia wants to maintain 

economic stability while boosting local demand, reducing the current account deficit, 

and stimulating exports and tourism as well as attracting foreign direct investment.20  

 

Wholesale and retail, manufacturing and personal loans have been the main recipients of 
financing, and personal lending is predicted to grow 

Since 2014, Indonesian banks have been more wary to lend money due to rising non-

performing loans, currency volatility, and are now watchful of the Sino-American 

trade war. As of March 2017, three market segments (wholesale and retail, 

manufacturing, and personal loans) have been receiving approximately 60% of 

financing and witnessing the fastest development growth from 2010 to 2017. 

Wholesale and retail have received 19% of the total lending, but a rebalancing is 

expected as its amount of funding relative to GDP contribution is unbalanced (14%). 

Manufacturing accounted for 17% of all loans. Companies who traditionally 

                                                           
19 https://www.thejakartapost.com/news/2016/05/19/indonesia-hong-kong-join-synergy-in-

investment-promotion.html 
20 https://www.bi.go.id/en/publikasi/kebijakan-moneter/tinjauan/Pages/TKM-04-2019.aspx 

https://www.thejakartapost.com/news/2016/05/19/indonesia-hong-kong-join-synergy-in-investment-promotion.html
https://www.thejakartapost.com/news/2016/05/19/indonesia-hong-kong-join-synergy-in-investment-promotion.html
https://www.bi.go.id/en/publikasi/kebijakan-moneter/tinjauan/Pages/TKM-04-2019.aspx
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benefitted from credit were usually commodities’ processing manufacturing 

companies. However, the landscape is changing as new actors are emerging in 

manufacturing including F&B manufacture, tobacco product manufacture, chemicals 

and pharmaceuticals manufacture, and machine and equipment manufacture. In 

2017, personal loans represented 23% of all issued credit. Personal loans witnessed 

a boost due to the Bank of Indonesia cutting down minimum payment requirements 

on first and second homes, auto loans, given the lenders maintain NPLs at a minimum 

level. Personal lending is predicted to grow.21 

 

Over the last 10 years, Bali has been one of the world’s best performing real estate markets and 
continues to grow 

After 20 years of uninterrupted economic growth, a rising middle class and the 

development of urbanised areas, the Indonesian real estate sector has been growing 

sustainably and substantially. In 2013, Bank of Indonesia feared a real estate bubble 

and consequentially increased interest rates and increased the minimum down 

payment required to buy a property. Since then, the government has been looking to 

boost property demand. Its main initiatives have relied on cutting interest rates, give 

tax incentives to Indonesian REITs, ease restrictions on foreign ownership, increase 

loans to value ratio, and increase the minimum price to pay to trigger the luxury 

property tax. According to the Bank of Indonesia, the property price index (that 

includes the 16 most populated cities) rose 6.4% in 2014, 4.6% in 2015, 2.4% in 2016, 

3.6% in 2017, and 3.1% in 2018. However, when adjusted to inflation, property prices 

fall slightly. Its two main markets, Jakarta and Bali, have witnessed steady growth. 

While Jakarta’s residential properties are sustained by the middle classes and luxury 

condos with a healthy 2.1% year to year growth, Bali’s properties are skyrocketing in 

price. A four-bedroom villa in a freehold land that would cost around USD600,000 six 

years ago, would now cost as much as USD1.7 million. Over the last 10 years, Bali has 

been one of the world’s best performing real estate markets, and demand is still 

growing. According to the last survey done by Bank of Indonesia in 2019, 74% of 

Indonesian consumers relied on bank financing when purchasing residential 

property.2223 

 

                                                           
21 https://assets.kpmg/content/dam/kpmg/id/pdf/2017/09/id-finance-in-indonesia-set-for-a-new-

path.pdf 

22 https://www.globalpropertyguide.com/Asia/Indonesia/Price-History  
23 https://www.bi.go.id/en/publikasi/survei/harga-properti-primer/Pages/SHPR-Tw.I-2019.aspx  

 

https://assets.kpmg/content/dam/kpmg/id/pdf/2017/09/id-finance-in-indonesia-set-for-a-new-path.pdf
https://assets.kpmg/content/dam/kpmg/id/pdf/2017/09/id-finance-in-indonesia-set-for-a-new-path.pdf
https://www.globalpropertyguide.com/Asia/Indonesia/Price-History
https://www.bi.go.id/en/publikasi/survei/harga-properti-primer/Pages/SHPR-Tw.I-2019.aspx
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1.5 SOCIO-DEMOGRAPHIC LANDSCAPE 
 

Indonesia is the world’s fourth most populous country with a young population 

In 2019, Indonesia is the world’s fourth most populous country with an estimated 

population of 269 million people. The birth rate in Indonesia is at 2.3 children per 

woman24, and in 2018, approximately 5.4 million live births were recorded against 

1.9 million deaths.25 Life expectancy at birth in Indonesia is 69.5 years26, and more 

than 50% of Indonesia’s population is below the age of 30. Although the Indonesian 

population remains young, the country’s birth rate is steadily decreasing due to a 

gradual change in lifestyles. 

 

Indonesia is also the world’s largest Islamic country with 88% of the population being 

Muslim, although it is secular and grants religious freedom to Buddhism, 

Confucianism, Hinduism, Protestantism and Roman Catholicism. The country is 

world’s largest archipelago made of more than 17,000 islands over 1.9 million square 

miles of land. Approximately 56.7% of the population lives on Java, concentrating 

some 130 million inhabitants. Indonesia also has more than 580 languages and 

dialects, although only 13 have more than one million speakers.27 The country’s 

official language in Bahasa Indonesian, which is a form of Malay that is used in the 

media, education, administration and commerce.  

 
A rising disposable income and expenditure is fuelling a growing middle class and reshaping 
consumer behaviour 

Indonesia is the tenth largest economy by purchasing power parity in the world. With 

a growing young population and a large rising middle class with an increasing 

disposable income, Indonesia has become the biggest consumption base in Southeast 

Asia. In the first quarter of 2019, consumer spending in Indonesia reached IDR 1.4 

trillion.28 The households and NPISHs Final consumption expenditure has also seen a 

strong growth since 2014 with an average 5% yearly growth.  

 

By 2030, an estimated 90 million Indonesians will join the ranks of the consuming 

class, and the number of Indonesians moving to urban areas is expected to reach 71% 

of the total population. It can however be challenging for companies to capture the 

consumer opportunities in the country due to its fragmented geography, diversity 

and large size. Indonesians generally prefer local brands.29 It is also important to note 

                                                           
24 http://worldpopulationreview.com/countries/total-fertility-rate/  

25 https://countrymeters.info/en/Indonesia  
26 https://knoema.com/atlas/Indonesia/topics/Demographics/Age/Life-expectancy-at-
birth  
27 https://www.embassyofindonesia.org/index.php/basic-facts/  
28 https://tradingeconomics.com/indonesia/consumer-spending  
29 https://www.mckinsey.com/business-functions/marketing-and-sales/our-insights/the-
evolving-indonesian-consumer  

http://worldpopulationreview.com/countries/total-fertility-rate/
https://countrymeters.info/en/Indonesia
https://knoema.com/atlas/Indonesia/topics/Demographics/Age/Life-expectancy-at-birth
https://knoema.com/atlas/Indonesia/topics/Demographics/Age/Life-expectancy-at-birth
https://www.embassyofindonesia.org/index.php/basic-facts/
https://tradingeconomics.com/indonesia/consumer-spending
https://www.mckinsey.com/business-functions/marketing-and-sales/our-insights/the-evolving-indonesian-consumer
https://www.mckinsey.com/business-functions/marketing-and-sales/our-insights/the-evolving-indonesian-consumer
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that Indonesia is the world’s largest Muslim majority country as well as the largest 

consumer market of halal products and services.30 Halal certificated products are 

gaining popularity as they inform consumers that the products in question are safe to 

consume.31  

 

Today, Indonesia is one of the fastest-growing consumer markets in the world 

through a young and rapidly urbanising population that is becoming increasingly 

sophisticated in their spending habits and product choices. In fact, while traditional 

retail channels (warungs) still dominate the market, convenience stores, 

supermarkets and hypermarkets are on the rise. Furthermore, fast-growing digital 

technology and connectivity are reshaping consumer behaviour. For example, 

Indonesians traditionally spend most on food beverages and tobacco; however, in 

recent years, young Indonesians are spending increasing amounts on travel and 

consumer good service. In fact, Indonesians’ consumer behaviour is in the process of 

shifting from product type to service type services as travel and consumer food 

services are strongly influenced by social media. At the same time, cashless payments 

are becoming increasingly popular, and in 2017, 75% of online food service 

purchases were made on smartphones. In 2018, an estimated 58% of households in 

Indonesia owned smartphones; a figure that is expected to grow to 78% by 2020.32 
  
Indonesia has a low unemployment rate and low wages for workers in the manufacturing sector 

Since 2016, the average unemployment rate in Indonesia remains low and stable 

around the 5%, hitting 5% in the last quarter of 2019. Wages in the manufacturing 

sector revolve around IDR2.7 million per month, and the average wage for a worker 

in the country is around IDR14.6 million per month. Low skilled wages average at 

IDR3.4 million per month, while the high skilled wage averages around IDR 5 million 

per month. 

 

Industry is currently the sector that contributes most to GDP, and the two most 

important subsectors are manufacturing and mining, which are also the large 

employers in Indonesia outside of agriculture (around 28% of the workforce works 

in agriculture). Both sectors are also the largest recipients of FDI in the country. In 

terms of mining, the main extracted products are oil, coal, and gold, while the main 

manufactured products are automobiles, electronics, footwear, textile products, 

paper products, furniture. Recently, the manufacturing sector has suffered from the 

                                                           
30 http://halalexpo-indonesia.com/file/HalalIndonesia_eng.pdf  
31 https://theaseanpost.com/article/booming-halal-industry  
32 https://www.thejakartapost.com/news/2018/09/28/digital-technology-and-indonesias-
consumer-megatrends.html  

http://halalexpo-indonesia.com/file/HalalIndonesia_eng.pdf
https://theaseanpost.com/article/booming-halal-industry
https://www.thejakartapost.com/news/2018/09/28/digital-technology-and-indonesias-consumer-megatrends.html
https://www.thejakartapost.com/news/2018/09/28/digital-technology-and-indonesias-consumer-megatrends.html
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ASEAN-China free trade agreement, which has resulted in cheap Chinese products 

flooding the Indonesian market. Currently the manufacturing sector in the country is 

not cost efficient enough to compete with China. However, according to a report by 

the Asian Development Bank, manufacturing is key to Indonesia’s sustained 

development, and manufacturing could employ more than 20% of the population by 

2024 (currently at 14.7%). The government of Indonesia wants to get the country out 

of its dependence on extracting and exporting commodities to focus on niche and 

high-net value manufacturing products. 

 

Indonesia has a high youth literacy rate, and yet a relatively low quality of education that creates 
a severe skills shortage in the country. The government is however pushing for reforms to 
improve education as a whole 

Indonesia has a high overall youth literacy rate of 99% as 99% of children aged 7 to 

12 years old are attending primary or junior secondary school. However, junior 

secondary aged children in rural areas are 1.5 times as likely not to attend school 

compared to those in urban areas. Children from the poorest households are four 

times more likely to be out of school than those in the richest. In fact, approximately 

4.5 million Indonesian children who should be in school are not. Furthermore, more 

than half of 15-year-old students are “low achievers” in reading and more than two-

thirds in mathematics. Similarly, many children at primary level struggle to acquire 

basic academic skills with only 50% of 4th Grade students meeting low international 

benchmarks in mathematics and science.33 Tertiary education attainment levels are 

also very low with the percentage of Indonesians over the age of 25 that has attained 

at least a bachelor’s degree in 2016 was just under 9%.34 In fact, the country has a fair 

share of catching up to do as Indonesian universities still rank poorly at a global level 

and lack qualified faculty members. The overall low quality of education has lead to a 

severe skilled labour shortage in Indonesia. To tackle these problems, the Indonesian 

government allocated IDR444 trillion for the education sector in 2018, of which 10% 

was allocated for the Ministry of Research, Technology and Higher Education. In 

another attempt to improve the quality of local universities, the government has also 

been encouraging reputable foreign universities to open branches in Indonesia or 

team up with local universities.35 

                                                           
33 https://www.unicef.org/indonesia/education.html  
34 https://wenr.wes.org/2019/03/education-in-indonesia-2  
35 
http://www.gbgindonesia.com/en/education/article/2018/indonesia_s_tertiary_education_
sector_aiming_higher_11849.php  

https://www.unicef.org/indonesia/education.html
https://wenr.wes.org/2019/03/education-in-indonesia-2
http://www.gbgindonesia.com/en/education/article/2018/indonesia_s_tertiary_education_sector_aiming_higher_11849.php
http://www.gbgindonesia.com/en/education/article/2018/indonesia_s_tertiary_education_sector_aiming_higher_11849.php
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Despite Jokowi’s public pleas for tolerance, religious and gender minorities continue to face 
harassment in Indonesia 

Social risks in Indonesia entail a number of things such as freedom of religion, 

freedom of expression and association, women’s and girls’ rights, sexual orientation 

and gender identity, terrorism, children’s rights, , and so on. For example, in August 

2018 an ethnic Chinese Buddhist in Tanjung Balai in North Sumatra received an 18-

month prison sentence for complaining about noise levels at a local mosque. Young 

girls are frequently victimes of child marriage and many children in Indonesia 

continue to work in hazardous conditions on tobacco farms, where they are exposed 

to nicotine, toxic pesticides, and other dangers. Jokowi has however issed a plea for 

religious tolerance and has announced that he will ban child marriage. Religious and 

gender minorities do however continue to face harassment, and more needs to be 

done. 

 

1.6 TECHNOLOGY AND INFRASTRUCTURE LANDSCAPE 
 

Due to the advancement of technology and especially the use of smartphones, travel and 
consumer foodservices have witnessed a heavy growth. The quality of cellular signal however 
remains a problem in many areas of the country. 

The spread of connectivity has changed the way people consume in Indonesia. Access 

to digital experiences and content goes hand in hand with the shift in spending 

behavior from product type to service type consumption.  In 2018, it was estimated 

that 58% of households owned a smartphone; a number that is predicted to increase 

to 78% by 2020. Also, around 84% of people using mobile phones browse the 

internet, and 65% use social networks. Among the top 5 products and services growth 

over the 2012-2017 period, travel and consumer foodservice witnessed the greatest 

growth. These two services have enjoyed the development of social media and 

experience sharing, as well as ecommerce platforms such as travel platform 

Traveloka. The government of Indonesia has also been pushing for more cashless 

payments, having implemented a cashless society campaign in 2017. With more 

disposable income, Indonesian people tend to spend more on online services.  

 

However, connectivity still needs improvement. Although cellular signals can now be 

reached in 91% of villages in Indonesia, the quality of internet connection varies 

greatly from one place to the next. The speed of internet connection is very fast on 

Java Island, where most urban infrastructure are, but the quality remains bad in 

remote areas of the country, such as Papua. In 2017, the Indonesian government 
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signed an ecommerce roadmap set to regulate technology, logistics, cyber securities, 

taxation, human resources development and consumer protection.36 
 

The scale of infrastructure projects under President Joko Widodo have far exceeded those of 
previous administrations 

Indonesia has a particularly complex geography with over 17,000 islands, making the 

construction of any type of infrastructure a complicated task. Building up a cable 

infrastructure connecting islands reveals to be a very expensive and technical project. 

Another issue is the fact that due to the high inter-operator calls cost, Indonesians 

tend to use more than one SIM card subscription. This leads to low competition 

between the operators and de facto less innovation, making communication more 

complicated. However, during his first mandate, president Joko Widodo made 

infrastructure development one of his core missions. The scale of the infrastructure 

projects undertaken by his administration has by far exceeded the previous 

administrations. His total infrastructure projects are looking to build 1000km of toll 

roads, 2650km of non-toll roads, 3000km of railways, 24 seaports, 15 airports, 33 

dams and large powerplants. The total cost is estimated to be $355 billion USD. The 

most important task at hand is still to reduce the infrastructure and transport 

inequality that lie between the different regions and islands37. 

 

 
Transport systems for logistics are still largely limited to roads, although there are ambitious 
infrastructure projects in the pipeline 

In the transport sector, although there are government plans to expand railways and 

airways, roads and ports are currently the largest subsector in investment value. 

Amongst the most populated areas of the country, especially Java, people face 

important congestion both on road in urban centres and in seaports. Transport 

facilities are currently overburdened in populous zones, and non-existent in remote 

areas. Currently, 90% of people and 70% of goods are transported by roads within 

the country, with a total of 508,000 km of roads, with 288,000km paved. Roads in 

Indonesia are also badly maintained, suffering from damage as a result of heavy 

rainfall and flooding. In 2016, there were 121 active commercial seaports, with 

projects to construct 24 container ports (5 port hubs and 19 feeder ports across the 

islands). However, ports are overcrowded and it leads to bottleneck. For instance, in 

the Tanjung Priok port in Jakarta, around 6 million twenty-foot units were handled in 

2013, when the maximum capacity of the port is 5 million TEUs. It costs three times 

more to ship a container from Jakarta to Padang, Sumatera, than to Singapore. 

According to a report by PWC, logistics costs account for 24% of the GDP. 

  

                                                           
36 https://www.thejakartapost.com/news/2018/09/28/digital-technology-and-indonesias-consumer-

megatrends.html 
37 https://www.austrade.gov.au/Australian/Export/Export-markets/Countries/Indonesia/Industries 
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Airports are still mainly controlled by SOEs, and increased penetration from the 

private sector is needed to build more airports and maintain old ones. Regarding 

railways, the government aims to expand the railway network to 3258 km, currently 

having 2159km of intercity and 1099km of urban railways. Also, a share of IDR115 

trillion allocated to the Urban Transport Budget is looking at building Mass Rapid 

Transport (MRT) networks in six metropolitan cities and 17 large cities across 

Indonesia. 
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