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APPENDIX 1. SUMMARY OF INCEPTION REPORT

1.1 Future Target Image of the Indonesia Automotive Industry Based on
the Global Trend

1.1.1 Transformation to the New Automotive Industry Model (CASE) and its Market

Size
(1) The automotive industry is undergoing the once in a century revolution.

CASE refers to connectivity, autonomous driving, sharing/service and electrification. The waves of
changes under these technical components are said to bring about a major revolution to the automotive
industry that occurs only once in a century. All four components of CASE are interconnected and are
transforming automobiles into a place of service provision. With the advancement of CASE, the value

3

associated with vehicles will shift from “owing” to “using”, forcing auto makers to change their
operational structures. Furthermore, as the market permeability of each component differs in speed,
there are issues that need to be addressed. Under this situation, restructuring of companies through
alliances and mergers have been accelerating in order to supplement technical know-how and gain

additional funding for development.
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Figure 1.1.1 Transformation to CASE and Impacts to the South East Asia Market

CASE emerged in response to the global trend to tighten environmental regulations and to adapt more

information technology in vehicles. The EU has mandated that all new cars sold in the region from 2021
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should have carbon dioxide (CO2) emissions reduced under an average of 95 grams or less per kilometer
traveled, which is about 30% less than what was required in 2015. In addition, the EU will penalize auto
makers on cars whose CO2 emissions exceed the required standard; fines will be computed based on
the excess remission amount. In China, the electrification is supported by its New Energy Vehicle
Mandate Policy (NEV Policy), which requires a certain portion of cars produced and sold domestically
to be new energy vehicles (e.g. EVs).

In the area of autonomous driving, major American IT companies, such as Google, Apple, Facebook,
and Amazon (collectively called GAFA) are entering the industry with the aim of setting a standard in
autonomous driving. In order to secure massive funding for R&D and compete with these IT giants, a
certain level of financial power and software technology are required; this has accelerated the industry-

wide company restructurings through alliances and mergers for their survival into the next era.
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Figure 1.1.2 Market Sizes of Electric Control Units (ECUs), which Comprised CASE

Given this, CASE will transform the industry structure itself; its market size will exponentially grow
especially when MaaS (Mobility as a Service) is included, which will emerge as CASE advances.
According to the Japan Electronics and Information Technology Industries Association (JEITA), the
market size of one ECU product that supports the evolution of CASE is expected to expand twofold
from 9.5 trillion yen in 2017 to 17.8 trillion yen in 2030 (see the figure above). As the popularity of eco-
friendly vehicles grows, the market size of ECUs is expected to increase at an average of 13.5% per

annum and become 5.2 times bigger in 2030 than in 2017.
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In addition, the global production value of devices required for CASE is expected to increase at an
average of 10.8% annually, and it is also estimated to quadruple from 3.5 trillion yen in 2017 to 13.30
trillion yen in 2030. The production volume of camera modules, that has high potential for growth in
information collection functions, is expected to expand fivefold from 2017 to 2030. The production
volume of inverters, which are the key to energy saving, will increase approximately six-fold in the same

period.

These market forecasts cover only a small portion of the components of CASE. Each component has
a growing market; with the inclusion of MaaS, which will emerge at an advanced stage of the CASE

revolution, the future market will become substantial enough that it is unquantifiable at this moment.

(2) Corporate restructurings through alliances with domestic and overseas companies is

accelerating in response to the emergence of CASE.

The objectives of company restructurings that are happening industry-wide are to expand their
financial and technical power, secure enough funding for development and take a lead in setting CASE
product standards. In the field of electrification, restructurings are centered on inter-industry alliances
and mergers among traditional auto industry players such as assemblers and part makers. In the field of
autonomous driving where software is the key, restructurings are centered on cross-industry alliances.
In the development of self-driving cars, Chinese search engine giant Baidu and others are trying to catch
up with Google, which is leading the competition while existing automakers are slightly behind. There

are two main reasons why GAFA, led by Google, invests in CASE.
(a) To have access to user information

As autonomous driving and service sharing progress, it will provide various information related to a
user while he/she is in a car, such as his/her physical condition and how he/she spends time. This
information will then be used to provide the user related services by using the Connected function based
on the 5G technology. GAFA companies are more skilled at information and communication technology

than the cars themselves.
(b) To provide in-house services to users

When a user is in a car and not engaged in other activities, this creates a business opportunity for

selling in-house products and services such as music, merchandise, internet services, and so on.

While Japanese auto companies see the necessity to secure funding for development through
expansion, they also see that it is not possible to establish business relationships on an equal footing
without having similar operation scales, even when partnering with other industries such as GAFA. Thus,
many of them have opted to restructure through forming alliances with overseas companies, especially
European and American companies. It is speculated that European companies see the alliances as a way
to strengthen its efforts in electrification. This is in view of European countries lagging behind Japanese

companies in electrification efforts despite stricter regulations on CO2 emissions.
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Table 1.1.1 Major Company Restructurings in Recent Years
Year Enterprises Purpose of Reorganization
Dec. 2019 | Fiat Chrysler Automobiles To secure funding for R&D

Matsuda

(FCA) & Groupe PSA To have certain level of operation scale for establishing
business relationships with GAFA
To Promote EV development
Oct, 2018 | Honda & GM To reduction cost for R&D self-driving and FCV
Oct, 2019 | Honda & Hitachi, To establish major part manufacturing enterprises under the
Automotive Part umbrella of corporate group (likewise Denso and Bosch)
Manufacturing enterprises
Jan,2019 | Volkswagen (VW) & To collaborate in the field of LCV and self-driving
Ford Motor Company To maintain the profit resources in North America to avoid
from being involved industry reorganization caused by
Past 1-2 Waymo (Under Alphabet), To establish De Facto Standard of self-driving by
years Renault S.A. & Jaguar considerable experienced of driving test (more than 3,000
LandRover & FCA thousand km)
2019 Toyota & Subaru, Suzuki, To collaborate with mega IT in US for obtaining data

collection and establishment of standard efficiently

To prepare for New market such as India

To promote Horizontally-opposed cylinder engine and four-
wheel driving technology

To promote R&D of self-driving and EV development

Source: JICA Study Team created from various materials

(3) Responses to CASE by Indonesia

The economic impacts of introducing CASE is massive. This is because the technological

development will change the way cars are used. The change will affect car parts that are used, which

will then alter the business environment (markets, players, and value-added structures) in the automotive

parts industry. The magnitude of impacts from the changes may be unquantifiable at this moment; the

main impacts, however, will be found in the two changes as shown in the figure below.

Source: JICA Experts Team
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1) Changes in players surrounding the automotive industry

As new suppliers related to CASE technologies will emerge, suppliers for parts that are no longer
used will be forced to exit the value chain. The most prominent sectors that will be affected are those
companies that have been considered as star companies which produce engines, transmissions and

chassis related to drivetrain for internal combustion engines (ICE).

2) Changes in the value-added structure surrounding the automotive industry

In the assembling industry, parts manufacturers handling modules for key components (parts with a
high potential for market expansion) will emerge. At the same time, service providers, which are the

upper layers of automakers, will be the market leaders.

China and Europe have declared the transformation of their auto production scenes from ICE vehicles
to EVs with a target by 2040. In this global climate, the transformation of platform modules from
drivetrain to motors will start forcing structural changes in the Indonesian parts industry by 2025 which
is within the period of the automotive industry roadmap. Assuming these changes will take place in
Indonesia beyond 2028, the project will identify preparatory processes in the transition of the auto parts

industry. These will be recommended to be included in the Automotive Industry Roadmap.

The main contents of the preparatory processes will be as follows.

* Infrastructure development for CASE (especially domestic communication infrastructure)
*  Attraction of related investments

*  Foster human resources capable of responding to Internet of Things (IoT) and Artificial
Intelligence (Al)

*  Identification and development of related domestic supporting industries

* Institutional development for CASE
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1.1.2 Growth Demand Prospect for Vehicles Using Driving System Other than ICEs

Executives and engineers who played active roles in shaping the ICE era are doubtful of the trend on
vehicle electrification. Even on the point of the well-to-wheel (WtW) emission, many argue that when
analyzed in totality, ICE vehicles still have an overall superiority over EVs. Meanwhile, newly emerging
companies and young engineers have more positive assessments on the trend which includes electric
vehicles and other xEVs. This section outlines the different views on the future EV market outlook and

mainstream arguments from both sides.

(1) Key Viewpoints on the ICE Driving System’s Comparative Superiority by Staunch

Believers

In general, product development engineers who experienced the product development process of ICE
vehicle parts, which involves lengthy fine-tuning of product details between OEM and parts makers,
consider it difficult to actualize vehicle electrification except in socialist countries wherein commitment
by state leaders alone can control national policies. The bases of the viewpoint stem from the arguments

below.

The lifeline of EVs lies in their energy storage systems. Currently, lithium batteries are the only battery
source used in EVs. Some experts/professionals believe that there has been no major technological
advancement in the performance of lithium batteries in recent years (see the figure below); therefore, it

is impossible to expect drastic increase in power storage capacity unless other sources are used.
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Figure 1.1.4 Price Forecast of Lithium Figure 1.1.5 Trend Forecast of Lithium
Battery Battery Energy Density

In 2016, the US Department of Energy (DOE) set DOE has set the target for energy densities
a target for the lithium battery price to US $ 125/ of lithium batteries to be 400 wh/liter and 250
kwh by 2022. However, given the current trend in wh/kg by 2022. Even if feasible, the battery
prices US $§ 200-250 / kwh is assessed to be a pack per vehicle would be enormous at 150
realistic price by then. liters capacity and 250 kg in weight.
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In terms of the global environment, EVs are low in carbon dioxide emissions when in operation.
According to the WtW analysis, EVs have an energy efficiency of 30.3% while ICE vehicles run by
gasoline have 14.3%; this shows that EVs have nearly twice the energy efficiency compared to ICE
vehicles (see Figure 1.1.6). The calculation method of the WtW emissions is explained below based on

the following figure.

Energy efficiency is defined as the process of extracting crude oil from an oil well to the transfer of
oil / fuel to a gas station. Crude oil extraction has an energy efficiency of 98.2% with 1.8% of energy
lost in the process. Similarly, the energy efficiency of transferring oil to an oil tanker is 98.7%, and so
on. In this regard, a total of 16.8% energy is lost before oil is distributed to a gasoline station. Therefore,
the well-to-tank (WtT) energy efficiency of gasoline is 83.2%. The WtW value (%) shown in the figure
below is calculated by multiplying the WtT with TtW; the tank-to-wheel (TtW) calculation is done by
using fuel efficiency (km/liter) based on the JCO8 mode test (Japanese measurement method for fuel

efficiency)’.

Staunch believers of the ICE driving system also point out that the well-to-tank process, which is
mostly done in developing countries, has poor energy efficiency in electricity. Thus, these countries will
shoulder the carbon dioxide emissions of wealthy countries; given this, EVs will widen the gap between

have states and have-not states.
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Figure 1.1.6 Energy Efficiency by Vehicle Type

! For example, in the case of Mazda Axela (ICE vehicle priced at US$20,00) with the 1.5-liter engine with the fuel efficiency of 19km/liter,
the Tank to Wheel energy efficiency is calculated at 17%.
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According to the World Mines Map, only a limited number of countries produce lithium and cobalt,
which are key raw materials in the manufacture of lithium batteries. Lithium is mainly produced in
Australia, Chile, and Argentina; these countries combined produce 91% of the global production (32,000
tons out of 35,000 tons). Cobalt is mainly produced in DR Congo, Canada, and Russia; these countries
combined produce 71% of the global production (87,200 tons out of 123,000 tons). Given that most of
the production is done in a handful of countries, these industries can be considered as oligopolistic (see

the figure below).
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Total Aucstralia Total
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Source: US Geographical Survey: USGS (2017), Source: US Geographical Survey: USGS (2017),
Mineral Commodity Summaries 2017 Mineral Commodity Summaries 2017

Figure 1.1.7 Production Volume of Lithium (2016)  Figure 1.1.8 Production Volume of Cobalt (2017)

In addition to oligopolistic business climate in these industries, other characteristics that define these
industries post considerable risks for newcomers. For example, the production of lithium heavily
fluctuates depending on the weather. On the other hand, Chinese companies which own about 50% of
the global lithium share based on ore mining has strengthened their control over lithium prices. Lastly,
several cobalt mining companies were publicly condemned due to reports of their involvement in child

labor in hand-dug mines in DR Congo.

(2)  Key Viewpoints by Those Who See an Exit from ICEs

Environment conscious countries such as those in Europe have been actively addressing
environmental issues, including waste gas from automobiles. Germany and France have set the target of
completely abolishing ICE vehicles between 2030 and 2040 (although they are signs of slight delays)

for the realization of an exhaust-free automobile society.

To convince progressive-minded engineers, EV promoters use positive impacts such as the reduction
of pollution as a result of technological innovation based on Industry 4.0, and the economic impact
through the involvement of GAFA in the promotion of EVs. In terms of electrification of vehicles in
China, there has been speculative discussions that Chinese OEMs, which were greatly outperformed by
Toyota in developing plug-in-hybrid vehicle (PHV), have been working under the surface with the
Chinese Government to change the course of the EV game by mobilizing national resources and secure

economic merits for the next generation.
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Table 1.1.2 International Trend of Exiting from the ICE System

5:; Country Abstract
2025 Norway It announced a policy that registration of new vehicles is limited to "zero emission car"
Germany Partly protecting diesel vehicles so that it is allowed to pass through the city
"Vertrouwen in de toekomst", a policy manual, announced that all new vehicle are
Netherlands | . . o
limited to emission-free car after 2030.
"Together for a Greener Future", a mitigation plan for climate change, plans to
Denmark prohibited from producing gasoline and diesel vehicles after 2030, plug-in hybrid
passenger vehicles (PHEV) after 2035.
. The government strategy announced that registration of new vehicles is limited to
Slovenia . .y
vehicles emission CO2 less than 50g/km .
Israel Minister stated that Israel will not imports gasoline and diesel vehicles since 2030.
. Set incentives and appropriate framework conditions to make all newly registered
Austria . -
vehicles emission-free.
In April 2017, Ministers of Ministry of Power, Ministry of Coal, Ministry of New and
India Renewable Energy, and Ministry of Mines mentioned that new vehicle policy is under
2030 preparation.
leeland The new climate strategy was announced for enhancing the reduction of CO2
emission, as a part of the 34 measures aiming at climate change mitigation.
The new government announced new policy in the file of the environment and climate
Sweden . . . .
policy that aims at fulfill of the Paris agreement in January 2019.
China Province of Hainan released its Clean Energy Vehicle Development Plan (2019-2030)
(Hainan in March 2019. With this Plan, Hainan becomes the first province in China to
Island) announce official targets for a shift to all clean energy vehicles.
In May 2017, the Government approved and published the National Policy Framework
on Alternative Fuels Infrastructure for Transport in Ireland 2017 to 2030. This policy
Ireland o .
framework sets an ambitious target that by 2030 all new cars and vans sold in Ireland
will be zero emissions (or zero emissions capable).
The new government announced that Walloon region promotes alternative fuels such
Belgium as compressed natural gas, electricity and hydrogen, abolishes subsidies that
encourage diesel vehicles, and bans diesel vehicle sales from 2030
"The Government's Programme for Scotland 2017-2018" takes the lead in promoting
2032 Scotland the use of ultra-low emission vehicles ( ULEVs) and phase out the need for new petrol
and diesel cars and vans by 2032.
Spain The autonomous government of Spain's Balearic Islands has passed a climate
2035 (Autonomous | protection law stipulating the cessation of the use of fossil fuels by 2050. The law also
Region Balearic | includes a ban on the registration of new diesel cars from 2025 and new petrol cars
Islands) from 2035.
"Plan Climate", the new climate mitigation plan, accounted the phasing out coal-fired
France .
power cars in 2040.
"Air quality plan for nitrogen dioxide (NO2) in UK (2017)" announced that
England conventional car and van sales would end by 2040, and for almost every car and van
on the road to be a zero emission vehicle by 2050.
Ministry of Energy and Mineral Resources proposed the policy draft regarding exiting
2040 from the ICE System to automotive EOM such as Honda, Toyota, Mercedes-Benz,
Indonesia GAIKINDO and EV engineers in 2017. Although Indonesian government announced
Presidential Regulation No. 55/2019 concerning the Battery Electric Vehicle Program
for Road Transportation, the road map of development of EV and incentives to the
investment into EV were not stipulated.
Spain The proposal in a draft document for an energy transition law banned new diesel and

petrol cars by 2040, and completely decarbonize Spain economy by 2050.
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The Strategic Commission for the New Era of Automobiles released an interim report
Japan setting long-term goals toward 2050, which plans every vehicle produced by Japanese
automakers will be electrified by 2050.

Brazil the PLS 454/2017 bill establishes a ban on fossil fuel-based vehicles for the 2060

Source: JICA Study Team based on Various Reports

The past viewpoint in which ICE vehicles are superior to EVs is strongly rooted within the Japanese
Government given than Japan has been the dominant side during the ICE era. Meanwhile, OEMs and
major parts manufacturers that make up Tier 1 are highly sensitive to movement surrounding CASE and
have been engaged in R&D and product development operations with the next generation in mind. Even
Toyota, which is one of the main creators of PHVs, is not only supplying EVs to the market but also
starting the construction of a demonstration city, in which all things and services are connected. The

“Woven City” (Connected City) Project, is led by Toyota President Akio Toyoda himself.

Welcome to Woven City

‘Woven City is & fully connected ecosystem pow
at the base of Mt. Fuji in Japan.

Source: https://www.woven-city.global/

Figure 1.1.9 Toyota’s Woven City

Market trends suggest that CASE and MaaS are gaining more attention than ever and that ICE vehicles
are no longer the focus of market observers. As described above, a new era will come wherein the current
ICE driving system will eventually shift to a modular type of electric powertrain. Experts around the

world predict the following impacts on the shift.
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Table 1.1.3 Transition from ICE to Electric Powertrain and Its Impacts

Country Presenters Impacts

Germany | "National Platform for | The domestic automotive industry will lose up to 410,000 jobs between
Future Mobility" now and 2030 due to higher production of EVs instead of gasoline and
(NPM_ Government diesel vehicles
Research Institution)

India NITI Aayog (National | At first, there was a setback of the policy on exiting ICE vehicles by
Institution for 2030.
Transforming India) The basic policy was that the transition would start with clean energy

and gradually shift to EVs; this was based on the idea that the
transition from ICEs using biofuels to EVs would run smoothly.

The policy promoted the full transition into BS VI (EURO4) engines
by 2020 and the electrification of public transport and private vehicles.
However, the official plan was not launched successfully due to
political disputes.

Thailand | Yosapong Laonewan, The Thai Government’s “Eco-Car Project” fitted in the increasing trend
Chairman of Thai EV of EVs, which created a wave of “Eco EVs.” As a result, there has been
Association an increase in the production of hybrid vehicles (HVs), PHVs, and EVs

at an eco-car level; and an increase in sales of EVs.
Japan Society for the The extent to which EV sales will take off is still uncertain despite the
Promotion of Machine | increase in production and sales (since the supposed export

Industry destinations are Indonesia and Philippines).
Indonesia | Nomura Research As a resource-rich country, the domestic production and self-
Institute, Ltd. sufficiency rates of coal and natural gas in Indonesia are extremely
high.

Therefore, its need for EV conversion is less than its neighboring
countries such as Thailand and Malaysia.

Source: JICA Study Team based on various reports

(3) Policy Direction for Indonesia

The JICA Study Team speculates that the transition from ICE to electric engines in Indonesia and
across Southeast Asia will begin beyond 2028, while the production of parts used in electric engines for

EVs will begin by 2025, which is three years earlier than the transition.

The Indonesian Ministry of Industry has set three million units as the national target of the domestic
auto production by 2030. The Ministry aims that 25% of the three million will be low-carbon emission
vehicles (LCEVs) and 20% will be energy-efficient and affordable cars or Low-Cost Green Car (LCGC)
2 (KBH2: Kendaraan Bermotor Roda Empat yang Hemat Energi dan Harga Terjangkau).

The policy aims to create a market for LCEVs by following the success story of LCGC; however, it

has not offered any incentives other than the exemption from luxury taxes and the preferential treatment

% In Indonesia, energy-saving and low-cost cars are commonly called Low Cost Green Car (LCGC). It was first announced in September
2013. LCGC is exempted from luxury tax by meeting specifications such as exhaust volume (980 -1200 cc), fuel efficiency (above 20 km /
lister), pricing (less than 95 million rupiah [approx. 710,000 yen, 1 rupiah = about 0.0075 yen]), and local procurement rate (above 80%)
(Regulation No. 33 issued in 2013 by the Minister of Industry, etc). Given its affordability, it became popular. In 2017, the sale volume is
230,000 units, occupying about 22% in the passenger vehicle segment.).
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of tariffs as measures to promote expensive LCEVs. Furthermore, there is no uniformed stance among
relevant ministries on the EV policy. While the Ministry of Industry has included EVs, hybrid-vehicles
(HVs), PHVs, and fuel cell vehicles (FCVs) in its definition for LCEVs, the Ministry of Energy and

Mineral Resources has proposed the ban on sales of gasoline and diesel-powered vehicles.

The mainstreaming of pure EVs, ones without internal combustion engines, requires considerable
time and cost to develop charging facilities. The realistic first step is, as GAIKNDO Chairman Johannes
Nangoi suggests, “to focus on specific geophysical areas such as Bali for intensive introduction of EVs

or to use EVs as public transportation.”

The move towards electrification is expected to lead to the modularization of vehicles. Heavy
investments, which used to be required in the past for manufacturing parts such as engines and
transmissions, will no longer be needed. In addition, it becomes possible to conduct assembly operations
anywhere in the world where modules can be sourced. As a result, existing component manufacturers

located in Indonesia will have to adjust their operations accordingly.

At the time of preparing the inception report, the JICA Study Team considers that, among parts
companies located in Indonesia, those in the segments summarized in the following table need to prepare

measures to address electrification.

Table 1.1.4 Companies Already Located in Indonesia that Need to Respond to Electrification

of Drive Units

Segment No of Companies | Fields that Require Measures to Address Main Companies
Electrification

The information will be collected by field work

Source: the JICA Study Team

The JICA Study Team plans to conduct interviews with these companies during the second field work
period in Indonesia and gather information on company measures in response to the electrification of
vehicles. The JICA Study Team will then summarize the results and identify support measures for

recommendation to the Indonesian Government.
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1.1.3 Impacts of Regulations for Greenhouse Gas Control

(1)  Progressive Measures in Thailand

The section below illustrates the impacts of environmental changes such as greenhouse gas control
on the automobile industry. In this JICA Study, the case in Thailand will be used for comparative analysis.
It is projected that battery electric vehicles (BEVs), which are electric vehicles powered by battery packs
with no secondary source of propulsion, will start penetrating the market not later than 2025 in Thailand
and 2028 in Indonesia. Since HEVs in the luxury car segment, or vehicles powered by two or more
sources of propulsion which operate simultaneously or individually, are already in the market it is
probable that the next generation strategy of Indonesia is to target high value-added auto parts

manufacturing companies for investment promotion.
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Presented in Hamamatsu by NRI Thailand

Figure 1.1.10 Impacts of Greenhouse Gas Measures on the Automobile Industry (Case in
Thailand)

In Thailand, biodiesel produced from palm oil is starting to penetrate the fuel market for vehicles. The
Thai Ministry of Energy announced that the blending ratio of B100 in B7, which is a standard level for
biodiesel, increases from 6.6% to 6.8% from November 2019 onwards. It is said that the increase will
not affect the internal combustion system or drive system. In addition, buses, heavy trucks, and pickup
trucks which use more fuel are required to use B20, which has a higher blending ratio of biodiesel fuel.
In the first half of 2020, the government plans to enact laws and policies that will subsidize the increased

cost from using B20.
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(2)  Current Situation in Indonesia

Indonesia is an oil-producing country; while its oil consumption has been increasing with its economic
development, its production has been declining since the 1990s. Subsequently, it became a net importer
of oil since 2003. The country has changed since the time when PT Pertamina, the state-owned oil
company, supported the national budget and was called the "State within the State." According to 2017
data, the country has an oil consumption volume of 73.7 million tons and an oil production volume of
46.4 million tons; this shows that the consumption volume is nearly 1.6 times bigger than the production

volume (BP material).

Given that Indonesia is the world’s largest producer of palm oil, there have been discussions that it
should start producing biodiesel from palm oil. This idea stems from the viewpoint of energy security
and reduction of CO2. The Presidential Decree No. 66 s5.2018 which was signed in August 2018 and
was put in effect on September 1, 2018 widened the coverage on the mandatory use of B20, which is
made of 20% biodiesel and 80% diesel (SOLAR: cetane value sulfur 3,500 ppm). In the past, the
mandatory use of B20 was for Public Service Obligation (PSO) activities and its enforcement was
limited to the national railways and other state-owned enterprises. With the presidential decree in place,
it is now applicable to all users (non-PSO). Following SOLAR, DEXLITE (cetane value 51, sulfur
content 1,200 pp) is also required to have 20% biodiesel in its fuel mix from September 1, 2018.
Moreover, B30 was introduced for PSO and Non-PSO in January 2020 through road tests in 2019. It is
assumed that FAME biofuel technology is not able to produce more than B30 which can be used as

propulsion source so far.

According to the Indonesian Truck Operators Association (APTRINDO), although B20 has been in
the market since 2016, the diesel fuel used by the truck industry has 5 to 10% biodiesel content
depending on engine specifications (CNN Indonesia, September 1, 2018). Diesel fuel with a mix of
biodiesel above B20 will cause fouling of tank and require more frequent oil filter and engine oil changes.
Since biodiesel easily binds to water, it is necessary to attach a water separation filter. Thus, it is crucial
for end users to take appropriate measures when using B20. It should be noted that the Indonesian
Government has not conducted a verification test on the use of B20 on trucks. The current situation also
suggests that there have been insufficient public awareness activities conducted to end users. Another
issue that needs to be addressed is the rising cost of logistics due to increased maintenance costs. Effects
on B20 also need to be studied on diesel engine sport utility vehicles (SUVs), such as Mitsubishi Pajero

and Toyota Fortuner, in addition to commercial vehicles such as trucks.

(3) Policy Direction for Indonesia

The Indonesian Government sees the use of biodiesel as a means to curb the depreciation of

Indonesian rupiah by reducing oil imports.

In particular, the value of Indonesian rupiah has been steadily declining against the U.S. dollar since
2018. The Bank Indonesia (BI), which is the central bank of the Republic of Indonesia, has increased
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interest rates four times already; however, the countermeasures have not been able to stop the decline.
Judging from the progress in regulating greenhouse gas in Indonesia, there are two directions in

promoting the Indonesian automotive industry in terms of green gas control.

(a) The research and development on the technology for upgrading fatty acid methyl esters (FAME)
should advance further. FAME is the main component of vegetable oil whose market needs has
been increasing as biofuel. The technology for producing higher quality FAME (H-FAME) entails
the removal of toxic components from FAME through partial hydrogenation under mild reaction
conditions and the improvement of its oxidation and thermal stability. The goals of this
technological advancement are to reduce the production cost of biofuel and improve its quality.

This requires government initiatives in promoting industry-academia collaboration.

(b) There should be a stronger linkage between controlling the supply of biofuel and agricultural
policies in Indonesia. In Thailand, the introduction of the its government policy on promoting
biodiesel created positive effects on its agricultural sector. Through this policy, the price of palm
oil used in producing palm oil-based biodiesel has been stabilized. However, this became possible
since palm oil production in Thailand was originally for domestic use. Meanwhile, palm oil is one
of the main export products of Indonesia. When the price of palm oil for automobile fuel rises, there

needs to be a greater coordination of supply between domestic and export use.
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1.1.4 Utilizing the Potentials of Existing Automotive Supply and Value Chains

(1) Changes in the Business Climate Linked to the Advancement of Supply and Value Chains

Advances in information technology (IT) have supported the globalization of the value chain.
Similarly, advances in transportation and information/communication technologies have facilitated the
division of labor and distribution of production processes across geographical boundaries. The
advancement made it easier for developing countries to participate in the global value chain (GVC) of
the automotive industry. In particular, the conditions for developing countries to enter the automotive
GVC are cheap labor and high domestic market potentials. Through this, the GVC has sustained its

expansion by continuously incorporating countries that offer cheap labor and high market potential.

However, the situation is changing with the emergence of Industry 4.0. The automation of production
processes has progressed with the introduction of autonomous robots, smart sensors, big data analysis,
and so on; this reduced the economic value of human labor. As overseas outsourcing of production
processes which require no specialized skills has become less cost-effective, the operations for these
unskilled production processes are gradually returning to developed countries. In other words, cheap
labor may no longer serve as an entry ticket to GVC in the future. According to a study by the World
Bank, offshoring of production automation in developing countries are cut back when advances in
automation technologies reach a certain point; as a result, the automation of production process and the
advances in IoT will cause an average of 2-8% job loss in developing countries where their bargaining

power relies on cheap labor (Hallward-Driemeier and Nayyar, 2018).

Industry 4.0 technologies enable an advanced integration of supply chains through synchronized
multi-directional sharing of information and coordination within and between organizations. Through
this technology, efficiency is maximized in various aspects such as equipment operation rate, defective
inventory processing, yield, risk responses, and prediction accuracy; this leads to drastic increase in the
productivity of companies which are part of the ecosystem created by the said technologies. Particularly,
the advent of 3D printers has greatly reduced the time required in the design verification process using
prototypes. In some cases, logistics and assembly processes are skipped/omitted which significantly
shortens the lead time of products to enter the market. As shown by marketing practices of Ford and
BMW, the limited production of diverse products using the value-added manufacturing technology

enables product customization for customers with diverse tastes.

As this process progresses, the performance gap of companies which are within and outside the
ecosystem will widen. Since it is costly to introduce the production equipment and cyber security
systems using advanced information and communication technologies (ICT), and train employees on
new technologies, only a few companies will be able to fully implement the digitalization of the
production process. This implies that if Indonesia were to stay within the “trap of a middle-income
country,” it is possible that the technology linkage with developed countries would be disrupted and the

country’s status may return to an underdeveloped country. In short, if cheap labor ceases to function as
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a competitive advantage, it would be meaningless for developed countries to stay connected with those

outside the ecosystem.

On the other hand, there is still a possibility that the value chain will expand further through the
development of transportation technology and ICT. Technologies for e-commerce, 3D printers, and
virtual presence have enabled business matching between companies located far from one another and
have brought about business opportunities to SMEs and individuals in countries that have been outside

the global value chain.

(2)  Supply and Value Chains Surrounding xEV

Many companies recognize that issues on entry into the EV business are profitability in terms of
setting up the necessary infrastructure for completed vehicles, and technology development for energy
storage systems. Competitions in developing high-capacity and safe batteries for automobiles will
further intensify. As EVs gain more popularity, some companies will be affected by the reduction of
auto parts and the simplification of the production process; at the same time, it will bring about business

opportunities for other companies which will venture into the EV business.

Number of Japanese Companies planning to enter into the EV business (N=354)
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Source: Development Bank of Japan

Figure 1.1.11 Issues on the Entry into the EV Business

The table below breaks down the issues on entry into the EV business by industry. Specifically, it

reflects the issues faced by 354 Japanese companies as shown on above figure.

Table 1.1.5 Issues on Entry into the EV Business by Industry

Industry Issues
Material Intensification of competition among iron, resin, and aluminum for vehicle weight
reduction
Industry

New entry of carbon fiber and other materials in the competition

Increase in functions of batteries, motors, and its effect on the functions of related
components

Fewer distinctions between mechanical control components and electronic components
Emergence of fabless companies due to shortened manufacturing processes

Parts
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Sales Expansion of businesses that cater to the demand for using rather than owning vehicles
(e.g. car sharing and leasing)
Progress in the installation of regular and quick charging stations
Infrastructure Changes in the role of service stands
Emergence of new value chains following operation systems (OS) and software updates

Source: JICA Study Team based on Various Reports Prepared by the Development Bank of Japan

In developed countries, EVs are becoming more user-friendly and accessible due to improvements in
cruising distance, price, charging infrastructure, and so on. However, the accessibility of EVs has not

reached a satisfactory level in developing countries. Therefore, it is more likely that for the time being,

the ICE value chain and the new and more diversified value chain will continue to exist in parallel.

As shown by the parts circled by the red dotted line in the figure below, key characteristics of the new
value chain stem from the issues summarized in the table above. Furthermore, the new value chain will

encompass new items such as "charging the battery" and "updating the OS", which did not exist

previously.
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Figure 1.1.12 Changes in the Auto Industry Value Chain due to the Electrification of Vehicles

China has been a front-runner in the global race of EV policies. In its efforts to become an automobile
powerhouse, China announced that it will foster several new energy vehicle makers in the country that
will be ranked within the global top ten in the field; this will facilitate technologies in China to reach
the global cutting-edge level by 2020 in the fields of not only core traditional technologies such as
powertrains, transmissions, and car electronics, but also batteries and motors. According to Bloomberg,

in 2020, five out of the top 10 and three out of the top five car battery manufacturers are Chinese
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companies. In brief, China accounts for three quarters of the global automotive battery production.
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Currently, EVs hold a greater significance as a key technological field in the development of the

automotive industry rather than a means to address environmental issues.

(&)

Policy Direction for Indonesia

In the previous JICA project, Data Collection Survey on Promotion for Globally Competitive Industry,
the supply and value chains of the automotive industry were analyzed. In the supply chain analysis, the
situations surrounding local sourcing were studied from two matrices: automotive structures (materials,

components, systems, and units) and auto parts (engines, driving, braking, et al).

Strengthening the existing supply and value chains of ICE vehicles is an essential preparatory activity
to realize the future supply and value chains as described above. Assuming that the industrial transition
will occur by 2028, Indonesia should aim to achieve a fully integrated or full-set supply chain and attract
companies that can bring in planning and development functions in the upstream portion of the smile

curve of the value chain by then.
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Figure 1.1.13 Supply Chain Structure of the Automotive Industry in Indonesia

The point of the supply and value chain-based strategy is to attract segments of the supply and value
chains that do not exist domestically in order to realize the full-set chains. The figure above seen from
the vertical axis shows that Indonesia still heavily imports components and materials as intermediate
goods; while the horizontal axis shows that the country still heavily imports electric and electronic parts.
This suggests that investment promotion and stronger competitiveness among companies in these fields
are needed. As for raw materials, it is necessary to strengthen supply chains of iron, plastic raw materials,

batteries, biofuels, and so on given that most raw materials can be procured domestically.
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The utilization of potentials of supply and value chains is based on the idea that the tangible and
intangible assets stored as stocks by Indonesian OEMs and parts manufacturers should be upgraded
based on market needs. One example of an upgrade is to use the platforms of Avanza/Xenia by
Toyota/Daihatsu and Expander by Mitsubishi Motors in manufacturing SUV crossover vehicles, which
are popular in Asia, and to provide incentives for these compact and fuel-efficient vehicles. These
measures will provide continuous incentives for companies that have already made investments in
Indonesia. Furthermore, it will increase the tenant retention rate and attract R&D&D functions in

designing the upper body of SUV crossovers and other parts.

Based on the value chain analysis in the previous JICA project, the automotive value chain was
divided into three categories: upstream, midstream, and downstream; each category was then analyzed
accordingly. Through this, the position of the Indonesian auto industry was clarified by benchmarking

the situation in Thailand.
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Figure 1.1.14 Measures to Improve the Indonesian Automotive Manufacturing Value Chain

The goal of analyzing the value chain is to get the planning portion, the upper portion of the smile
curve, and the detailed design portion localized in Indonesia. These are the core portions of car
manufacturing function that were previously performed at the OEM headquarters. In order to realize
this, it is necessary to strengthen the R&D&D function in the country. The following are examples of

specific measures:

*  Consider incentives to attract R&D functions of component manufacturers

*  Develop R&D&D human resources through industry-academia collaboration especially in the
improvement of design ability

*  Expand the base pool of human resources through improving the quality of higher education
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1.1.5 Production, Sales and Use of Automobiles Utilizing Next-Generation Technologies
(e.g. IoT, AL, and Robotics)

Technological innovations brought by Industry 4.0 are already being introduced across all fields from
production to sales of automobiles; thus, it is moving in a more capital-intensive direction. Given this,

technological innovations will not promote employment generation.

Table 1.1.6 Changes in Automotive Product Development, Manufacturing, Logistics, and Sales

Driven by Next-Generation Technologies

Process Changes Brought by Next-Generation Technologies

Simultaneous sharing of product designs and interactive processing have become
possible.

The increased processing capacity of computers have made it possible for simulation
experiments such as fine-tuning of automotive parts, and heat and pressure resistance
experiments to be performed, which have led to cost reduction.

Product . The lead time for manufacturing prototypes is greatly reduced by utilizing numerical
Development control (NC) machines linked to computer aided design (CAD) data.

The introduction of 3D printers enables the manufacturing of more complex products.
It became feasible to display the CAD data in virtual reality (VR) space and then
visually verify the actual size model through a head-mounted display (HMD), which
facilitates an interactive review of products under development in virtual space with
those who are in remote locations.

Through the development of autonomous robots called M2M (Machine to Machine),
robots can now share information and reprogram operations without human
interventions. (e.g. In case of an emergency during the parts transportation process,
the control tower will look over the entire assembly line and optimize the assembly
line process.)
Manufacturing Through advances in ICT, asset depreciation forecast becomes more accurate, which
allows for timely actions to be taken, thus reducing the risk of line stoppage.
According to a study by McKinsey & Co., equipment maintenance costs can be
reduced by 10-40% and machine downtime can be reduced in half through preventive
maintenance.
Since robotized lines do not require personal identification or heating, companies can
save on utility costs.

Increased efficiency in inventory management by using radio frequency identification
(RFID) technology

Increased speed in transportation of goods inside the warehouse using the M2M
technology.

Increased efficiency in unskilled work through the application of augmented reality
(AR) technology in the warehouse operation.

Logistics

Increased efficiency in inventory management of store backrooms using RFID.
Reduction of sales staff for small auto parts stores and increase in walk-through and
Sales unmanned automated stores.

Simplification of the purchase procedure through e-commerce, and the realization of
two-way communication between sellers and buyers.

Source: JICA Study Team based on Various Reports

The following section discusses notable points on next generation technologies.
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(1) Improvements in Automobile Production Technology

The first feature of the improvements of automobile production technology is the progress in
productivity innovation. The innovation is made possible through digitization of design and
development (virtual technology). For example, the designing process followed by an evaluation can be
performed without leaving a desk. The new development process can be described as agile development,
which refers to an iterative process of plan, develop and deploy to meet the changing client needs while
ensuring fast development of prototypes, rather than a conventional waterfall type, which refers to a
process whereby development activities are conducted in linear sequential phases. In agile development,
the work process that used to place more weight on the back-end evaluation process will shift its weight

to the front-end designing process.
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Figure 1.1.15 Front-End Process Shift Toward Creating Productivity Innovation in

Automobile Development

The second feature is the progress in digitization of design and development (virtual technology). This
is due to the increase in the proportion of automotive electronic parts/components in all auto parts to the
complexity of software. The core technologies in vehicle electrification are motors, batteries, and

inverters.

3 https://www.meti.go.jp/committee/kenkyukai/seizou/jidousha_shinjidai/pdf/001_01_00.pdf
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It should be noted that the proportion of electronic parts/components to all automotive parts has been
growing with the improvement in the functionality of electronic parts (e.g. electronic control, safe

driving system, networking). In addition, the proportion of electronic components has nearly doubled
from 2004 to 2015 and reached 40%. The main changes can be seen below:

¢  Electronic control — ECU et al

Safe driving system — Sensors (millimeter wave radar, acceleration sensor, camera, et al.)

*  Connection with network — Inter-vehicle communication system, et al

Automotive software is also rapidly becoming more complex. In 2000, an automotive software used

one million lines of source codes; today, it runs on 100 million lines®.

(2)  Sales and Use of Automobiles

The premise of understanding the future sales trend of automobiles is the shift from selling vehicles

to selling sharing services. There are two business models for sharing: car sharing and ride sharing or

carpooling.

* As the number of source code lines of other products, for example, Android OS uses 12 million lines, F-35 fighter system uses 24 million
lines, and Microsoft Office 2013 uses 44 million lines. These figures illustrate the massive scale of automotive software code lines.
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Table 1.1.7 Business Model on Sharing Vehicles: Car Sharing and Ride Sharing

Car Sharing . A common car sharing service in Japan is where multiple users or members
(Model for sharing one share one vehicle parked in a public parking lot and use the vehicle only
vehicle by multiple users) during the time slots which they reserved.

Various models of car sharing services exist around the world. One such
service i1s where a user can reserve a vehicle, drive it and leave it in the
designated parking area; another example is person to person (P2P) sharing
or sharing of a car between individuals.

Ride Sharing . A member and owner of a car registers as a driver and shares / accepts a
(Mechanism for sharing requested ride from another member through the ride sharing service (Uber
movement by car) in the United States and Didi in China)

This form of ride sharing service is illegal in Japan.

Source: JICA Study Team

Many car sharing business models base their services on the precondition that a service vehicle is
always connected to an external network. The connection to an external network is key in the future
where cars shift from something individuals buy to something people share and use; thus, cars become
shared entities. Businesses providing car sharing services will focus on running its operations with a
small number of vehicles with high occupancy rate. This business model is projected as one of the
factors in the decrease of vehicle sales in the future. Given this, auto makers may consider expanding

their business scope to related businesses.

(3) Policy Direction for Indonesia

Compared to its neighboring countries, Indonesia is not particularly advanced in the IT field. Despite
this, transitions in the automotive technologies will inevitably happen in the future. Hence, Indonesia
needs to take progressive measures in human resource development and foster a pool of human resources
which has the same or higher skill set compared to its neighboring countries such as Thailand, Malaysia,
and the Philippines which are competing in the same field. The development of human resources in the
IT field should be done by utilizing the Human Resources Development Agency established in 2019
under the umbrella of the Ministry of Industry in response to Industry 4.0.

Based on interviews conducted with automotive companies in Indonesia, IT technicians who can
design a powertrain part for existing ICE-related parts, and those who can design ECU units and IT
programs are in-demand. The training for the former type (i.e. those who can design powertrain parts)
can be done in-house since OEMs have its own training programs. On the other hand, capacity building
for the latter type is a challenge since there is a shortage of IT instructors in the country who are

knowledgeable in connected and telematics technologies.

The ideal scenarios in anticipation of the technological changes are the following: expand the IT
technician base with basic IT knowledge; employ IT technicians in related industries in Indonesia; IT
technicians who have had in-house training to start designing powertrain-related parts, and; newly
trained human resources / personnel design connected and telematic parts. In this regard, Japan has an

abundance of experience in providing technical assistance. Human resource development activities may
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be considered as a pilot activity in this project. In order to actualize these situations, the following items
will be reviewed:

*  Current situation surrounding the human resource development in the IT field in higher
education institutions

*  Measures to assess the scale of IT labor pool in Indonesia
*  Possibility of industry-academia collaboration

*  Pilot activities to be supported by Japan

In order to make Making Indonesia 4.0 compatible with the higher-level Industry 4.0, new entities
such as the Strategic Innovation Promotion Program (SIP®) and the Indonesia Council for Science,
Technology and Innovation (I-CSTI) under SIP may need to be established in order to realize science
and technology innovations. In particular, I-CSTI should function as a control tower or steering
committee and play a lead role in managing cross-sectional issues that go beyond mandates of individual
government organizations. The JETRO, the Japanese Chamber of Commerce and Industry (JCCI),
Japanese manufacturing companies in Indonesia and JICA can provide the necessary support in the

establishment and operation of I-CSTI.

Table 1.1.8 Electrification, Electric Motorization, Computerization, and Standardization that
Define the Ideal State of Next-Generation Vehicles

Category Difnition and example
o Transformation of control system such as engine and safe driving control from
Digitization . . ..
mechanical to electronical. (e.g. ABS and car navigation system)
Electrification Transformation of driving system from ICEs to electric power promoted by technical
innovation. (e.g. HEV: Toyota Prius, BEV Nissan Leaf)
Telematics Management overall transportation system safely and efficiently with connecting

between vehicles and vehicles, as well as vehicles and out-vehicles.

Solutions for promoting above-mentioned innovation in efficient and appropriate. (e.g.
Standardization | Harmonizing specification with electronic devices in the market, involving Connected
projects lead by GAFA)

Source: JICA Study Team

5 SIP is a national program led by Government with interdisciplinary management to realize scientific and technological innovation. Under
the strong leadership of Program Directors (PD) for each subject, it promotes interdisciplinary research and development covering from
fundamental study to industrial application with industry-academia-government cooperation.
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1.1.6 Automotive Industry Upgrading and Growth in the Local Procurement Ratio

(1)  Concept of the Automotive Industry Upgrading

The upgrading of the automotive industry refers to the expansion of high value-added processes and
products, the advancement and concentration of production technologies, the further utilization of
information technology, and the diversification of business portfolios. The move towards industry
upgrading is facilitated by the changes in consumer needs that have become more diverse and require
more high-quality auto products. Among all indicators of industry upgrading, the local procurement

ratio is seen as one of the key indicators in analyzing the level of value addition in the industry.

It should be noted that there is a huge difference between the local procurement rate that simply looks
into whether parts are made locally (also known as apparent local procurement rate) and the true or
actual local procurement rate that looks at the local value addition. The true local procurement rate is
calculated based on the costs of local parts after subtracting the costs of materials and manufacturing

machinery/equipment imported from Japan to make the local parts.

The commonly used local procurement rate is the apparent local procurement rate, rather than the
actual procurement rate or the rate of procurement from purely local companies. Specifically, there are
two types of apparent local procurement rate: the apparent local procurement rate in a narrow sense, and
the apparent local procurement rate in a broad sense. The apparent local procurement rate in a narrow
sense refers to the rate of procuring parts and components from local companies and foreign subsidiaries
registered in destination countries with headquarters located in Japan, the United States or Europe. This
narrowly defined rate is the most commonly used definition of local procurement rate and has the same
meaning as the domestic production rate of parts, which is a concept often used in the discussion of
import substitution policies in emerging countries. On the other hand, the apparent local procurement
rate in a broad sense is the sum of the narrowly defined rate and the regional procurement rate from
member countries in regional trade blocks. such as the ASEAN, the EU, the North American Free Trade
Agreement (NAFTA), and so on.

An example of the broadly defined rate is when a Japanese subsidiary in Thailand procures parts from
its group company in Indonesia, which constitutes import in principle. Another example is where
multinational companies with headquarters in Japan practice intra-company trades or transactions
between overseas subsidiaries. This practice is the prototype of the concept called global procurement

or world optimal procurement.

(2)  Current Approach to Local Procurement

Among OEMs and Tier 1 companies, local procurement is being practiced based on the company’s
strategic decision-making framework; however, within the framework, the significance placed on local
procurement rate is diminishing. When setting up factories overseas, Japanese auto parts companies tend
to see localization as a means to strengthen its cost competitiveness. Therefore, the localization policy

of overseas subsidiaries is led by their head offices as part of its strategic decision-making.
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Japanese companies tend to impose extremely high-quality requirements when setting up operations
overseas, which results in a low procurement rate for purely local companies. While the actual
procurement rate (rate of procuring parts from local companies) tends to remain low, the apparent local
procurement rate in a narrow sense (rate of procuring parts mostly from Japanese overseas subsidiaries

registered locally) tends to rise.

Furthermore, due to the progress in setting up various trade frameworks such as the EPAs and Free
Trade Agreements (FTAs), the focus of localization is shifting from local production for local
consumption to regional production for local consumption. Many companies have not yet reached the
stage where they heavily rely on procuring parts and components from third countries or member
countries in regional trade blocks such as the ASEAN. However, if companies can no longer procure
parts and components domestically at competitive prices in fast-industrializing countries like Thailand,
it becomes inevitable that these companies will increase its procurement from neighboring low-wage
countries like Laos and Myanmar. For example, Thailand will see a decline in the apparent local
procurement rate in a narrow sense and an increase in apparent local procurement rate in a broad sense

due to an increase in wages and prices.

When wage and price increases occur in destination countries, companies engaged in labor-intensive
operations, such as wire harness manufacturing, tend to withdraw from the said countries. In addition,
companies engaged in capital-intensive operations, such as manufacturing of ECUs and actuators, tend
to streamline their operations on automation, for example, and remain locally. Meanwhile, the cost
competitiveness of Japanese automotive parts companies based overseas are constrained by the quality
requirements demanded by customers, which are mostly Japanese OEMs. quality requirements demand
by customers (most of them are Japanese OEMs). This has limited the potential of procuring parts and
components from local companies. It can also be said that Japanese auto companies have been passive
in strengthening the competitiveness of local auto parts/components suppliers and have not provided

much medium to long term initiatives in strengthening capabilities of local companies.

Figure 1.1.18 shows the procurement structure of Japanese auto parts subsidiaries when viewed on a
value-added basis. In the medium to long term time span, the meaning behind local procurement will

shift from domestic procurement to regional procurement, and then to optimal global procurement.
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University

Figure 1.1.18 volution of Local Procurement Structure

The above figure illustrates the procurement structure of Japanese auto parts suppliers overseas on a
value-added basis. The section below explains the six phases of the local procurement evolution. Most

Japanese companies located in Indonesia fall under Phase 3 or Phase 4.

(Phasel) When Japanese auto parts companies first establish overseas subsidiaries, most parts and
components used by the subsidiaries are either in-house production or procured from their
headquarters in Japan. If there are options to procure locally, the procurement sources are
almost exclusively Japanese local companies. Subsidiaries may also sell “pass-through parts,”
which refers to completed parts produced in their Japanese headquarters that are sent to

overseas subsidiaries to be sold under the subsidiaries’ labels.

(Phase2) As local operations proceed on track, the local procurement rate increases. In emerging
economies like Indonesia, Japanese subsidiaries will still procure almost exclusively from
other subsidiaries with headquarters in developed countries (mostly from Japanese

subsidiaries).

(Phase3) Japanese subsidiaries start procuring low value-added parts and components from purely local
companies. The actual procurement rate can now be recorded; however, in terms of the
apparent procurement rate in a narrow sense, procurements are made mostly from foreign
subsidiaries with headquarters in developed countries. Companies that have many overseas
subsidiaries gradually start importing parts and components from third countries; in this

situation, regional intracompany trade is more commonly practiced.

(Phase 4) When the purchasing function of overseas subsidiaries is strengthened, and the exploration
and development of local companies progress along with an increase in apparent procurement
rate in a narrow sense, the actual procurement rate (rate of procurement from purely local

companies) which serves as a portion of the apparent procurement rate in a narrow sense also
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increases drastically. At this stage, Japanese subsidiaries can fully enjoy the benefits of

localization in its destination country.

(Phase 5) When industrialization progresses in the destination country and it becomes impossible to
absorb the increase in wages and prices through the streamlining of production processes,
procurement activities will become stagnant or fall back, and imports from third countries
will increase significantly. At this time, depending on the conditions, subsidiaries may start
procuring from third countries in addition to conducting regional procurements by utilizing
benefits from EPAs and FTAs.

(Phase 6) Based on the production costs in the country, subsidiaries may choose product portfolio

upgrading or withdrawal of their operations from destination countries.

(3) Policy Direction for Indonesia

The local procurement ratio of the Indonesian automotive industry is currently at 90%. In the figure
above, most automotive parts companies in Indonesia fall under Phase 3 or Phase 4. As long as Japanese
companies continue to adhere to high quality requirements, it is expected that core materials, parts,
components, equipment and facilities needed for production by Japanese subsidiaries will continue to
be supplied by Japanese affiliate companies. As operations continue, the rate of procuring from Japanese
local companies may decline to a certain extent; however, a certain portion of procurement will remain
with Japanese local companies. Companies like Denso or Panasonic can upgrade its portfolio of

numerous production items in the country and rearrange production lines.

Given how companies involved in automobile manufacturing perceive industry upgrading as
discussed above, the policy direction of the Indonesian Government should focus on how to involve
local companies in the domestic procurement processes of foreign subsidiaries in the country. In
Indonesia, the target of the policy should be the materials segment given as it is comparatively superior
to its counterparts in third countries, and the local companies that belong to Tier 3 or lower. Materials
that hold a high potential for the automotive industry development in Indonesia are iron, plastic raw
materials, energy (electric power), and biofuels. Lithium batteries for EVs also have the potential to
contribute to the industry upgrading in the XEV era if Indonesia can produce raw materials such as

lithium and cobalt even in small amounts and partner with promising companies at an early stage.

Regarding the biofuels, it is necessary to consider cooperation between automotive policies with
agricultural policies especially in palm oil. Indonesia is the world's largest CPO produce and export
country. Currently, CPO exported by Indonesia are certified by the international certification standard
called RSPO (Roundtable on Sustainable Palm Oil), which is established by NGOs and several private

companies in Europe. On the other hand, the Indonesian government established an Indonesia-domestic
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CPO certification system called ISPO (Indonesian Sustainable Palm Qil°) in 2009 with reference to
RSPO, that all oil palm farmers are required to obtain around Indonesia. Indonesian government has
been lobbying the major CPO importing countries on recognizing ISPO as an international certification
alongside RSPO’, and has implemented support program for small and medium-sized oi palm farmers
to acquire ISPO. Thereby it is said that agricultural policies especially related to CPO should be

reviewed continuously.

Therefore, the following policies should be promoted. In addition, concrete action plans will be

discussed and developed during project implementation.

*  Nurturing of the material industry with a focus on Tier 2 and Tier 3 companies (human
resource development, technology transfer, SME finance, etc.)

*  Deliberation of investment incentives for the material industry

*  Linkage with agricultural policies

¢ Indonesian government plan to force all of CPO suppliers including smallholders whom are financially supported to obtain ISPO. ISPO is
in line with SDGS 2030 at least to support the realization 10 of 17 global goals, particularly ending poverty, protecting environment, and
ensuring prosperity for all, as well as minimizing discrepancies in different sectors such as health, economy and law.

7 Recast to 2030 (RED II) proposed by EU commission accounted that CPO used for transportation will be gradually banned until 2030 as
its production has caused deforestation. Moreover the consumption volume of biofuels on 2021 to 2023 which can negatively transform
landscape are not exceed its on 2019, and will be completely not consumed until 2030.
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1.1.7 Expansion of Exports to Neighboring Countries

The figure below shows the transition of the automobile-related trade in Indonesia based on the

Project for Elaboration of Industrial Promotion Plans using Value Chain Analysis.

Due to the development of GVC in the ASEAN region, the automotive trade or interdependency
between Indonesia and the ASEAN increased nine times for exports, and 18 times for imports in value
from 2000 to 2017. Moreover, the trade between Indonesia and the world increased by five times for
exports and four times for imports during the same period. A comparison of the two trends shows that

the Indonesian automotive industry has become more interdependent on the ASEAN automotive value
chain.

Looking at Indonesia’s automotive trade relationship with Japan, it should be noted that imports from
Japan have doubled from 2001 to 2017. In the same period, exports from Japan have increased six-fold
considering that Japanese auto parts manufacturers have set up their subsidiaries in the country. As a

result, the trade deficit with Japan remains almost unchanged.
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(Year 2001)
Country Thailand Philippines China Japan USA Total (ASEAN4) | Total (World)
Value Exports | Imports | Exports | Imports Exports | Imports | Exports | Imports | Exports | Imports | Exports | Imports | Exports | Imports
(USS mill) 64 80 64 12 4 30 228 1,265 199 147 225 120 1279 | 1983
Net Export A 16 451 A 26 A 1,036 452 +105 A 704
Share (%) % | 4% % | 1% 0% | 2% 18% | 64% 16% | 1% 18% | 6%
(Year 2017)
Country Thailand Philippines Malaysia Vietam China Japan USA Total (ASEAN 4) Total (World)
Value Exports | Imports | Exports | Imports | Exports | Imports | Exports | Imports F,xponsT_lmmu\ Exports | Imports | Exports [ Imports | Exports I Imports | Exports | Imports
(USS mill) 954 | 1,711 378 115 515 | 152 | 219 137 151 | 1094 | 1327 [ 2,309 996 | 230 | 2066 | 2.115 | 6516 | 6963
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* Difference (USS million) : 2017 export (import) value - 2001 export (import) value

Source: “Project for Elaboration of Industrial Promotion Plans using Value Chain Analysis” Final Report,
September 2019, JICA

Figure 1.1.19 Automotive Trade Situation of Indonesia

Since 2014-15, exports have slowed down in Indonesia due to the prices of natural resources; this

caused the growth of the "export-oriented for emerging markets" to reach a turning point. In Thailand,
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plant occupancy rate has fallen to almost 70%, which is directly linked to decline in profits. In addition
to the soaring labor wages due to labor shortages, the profitability of operations in Thailand is further
hindered by the increase in the recent baht exchange rate. There is a concern in the medium to long term
outlook that the latest restrictions on environmental regulations may reinforce the backlash against

vehicles with poor fuel economy such as pickup trucks and vehicles derived from SUVs.

Furthermore, it is inevitable that regional competition will intensify among automobile-producing
countries within the ASEAN region, with cases such as China boosting its EV sales, India putting heavy
efforts in exporting manufactured products labeled “Made in India”, and so on. Therefore, Indonesia
should not be content with the success of the “export-oriented model for emerging markets,”. Instead,
the country should take policy measures such as the development of new markets through FTAs, and
human resources development to improve productivity as a countermeasure to cost increase, and

financial support for equipment investments.

The number of Indonesia's CBU exports is expected to exceed 300,000 units for the first time in 2019,
and CKD exceed 500,000 units, meaning overall exports keep growing. Furthermore, it is assumed that
FTAs accelerate export that to Australia. However, the Australian market is limited for MPV, SUV, and
LCGC of 1500cc or less, that Indonesia has market competitiveness, it is necessary to secure new market
exploration including emerging market such as neighboring countries, South Asia (Bangla, Pakistan,

etc.), Africa and South America.

A detailed GVC analysis of Indonesia's automotive industry will be covered in the upcoming JICA
project, Automotive Industry Development Project. This project will study the possibility of expanding
exports to neighboring countries through discussions within the JICA Study Team and interviews with
experts. At the moment, the following ideas are likely to be adapted and explored further:

*  SUV exports to ASEAN countries such as Thailand, Philippines and Vietnam should remain
strong.

*  The competition on small car exports is fierce. If Indonesia were to expand the exports of this
segment, it could introduce environment-friendly cars that can compete in the market.

*  The possibility of expanding the exports of public transport vehicles to the Pacific island
nations should be explored (about 30,000 can be added).

*  The possibility of exporting high-quality cars to Japan and China should be explored.

Japanese automotive manufacturers operating in Indonesia cannot generate profit if it is only focused
on the sales of a single country. It is also important that the Indonesian Government works with other
governments to align policies and facilitate the creation of the new divisions of labor in the region. In
order to achieve global competitiveness, it is also necessary to pursue a region-wide strategy that will
utilize not only suppliers from the ASEAN region or neighboring countries but also suppliers from

countries that offer low material costs such as India and China.
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1.2 Current State and Challenges of Indonesian Automotive Industry

1.2.1 Indonesian Automotive Roadmap

Indonesia's Ministry of Industry announced "Automotive Roadmap 2035 (Draft)" in 2018 to promote
production of electric propulsion vehicles such as BEV and HEV and other low carbon emission vehicles
LCEV (Low Carbon Emission Vehicle). In the Roadmap, the government stressed upon its intention to
transfer the country to a production base for low-carbon emission vehicles such as EVs. In particular,
Presidential Decree No. 55/2019 of August 2019 clarifies that development and domestic production of
BEV should be promoted. Also, under the flag of “Making Indonesia 4.0”, the government is aiming to
upgrade VC by issuing Cabinet Order No. 45 of 2019% through significantly reducing taxes on

investment in R&D&D and human resource development.

Table 1.2.1 Outline of Indonesian Automotive Policy after 2018

Content Related decree/draft

LCEV (Low | - Expand the automobile production scale | * Ministry  of  Industry  “2035
Carbon to 4 million units and export 1.5 million Automotive Roadmap (Draft)” (2018)
Emission units by 2035 * Ministry of Industry “Making
Vehicle) - Plan to increase LCEV production ratio Indonesia 4.0” (March 2017)
promotion from 10% in 2020 to 30% by 2035 + Presidential Decree No. 73, 2019 ™
measures  and | - Amendment of luxury tax (Ppn) based on Sales tax on luxury goods "
production base CO2 emission and fuel efficiency

(reduction of tax rate for LCEV)
EV . Clarify the main policies (tax incentives, | * BEV Presidential Decree (PP) No. 55,
2W, 4W) R&D&D promotion, inter-ministerial 2019 (August 2019)

policy areas in charge) for the spread of
electric vehicles.

Specify domestic production rate targets
for 2 wheels and 4 wheels or more
Motorcycles: 40% to 80% by 2026

4 wheels: 30% to 80% by 2035

VC Upgrading | - Significant tax reduction on R&D&D | - Government Decree No. 45, 2019
measures, such and human resource development
as R&D&D. etc. investment: Allow a large tax deduction

(Super Deductable Tax) up to 3 times the
investment amount (including land and
building).

Source: Compiled by JICA Experts Team based on regulations issued by Indonesian government

According to the "2035 Vehicle Roadmap (Draft)", Indonesia plans to increase vehicle production to
4 million and export to 1.5 million by 2035. According to the plan, the ratio of LCEV production will
be raised from 10% in 2020 to 30% in 2035. LCEV policy aims to promote eco-friendly and fuel-

efficient vehicles by introducing vehicle luxury tax based on CO2 emissions and fuel efficiency standard.

8 JETRO Business Report on 26th July, 2019
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Specifically, the luxury tax will be reduced to 0% for EVs, PHEVs, FCVs and 2-8% for HEVs of 3000cc

or less. On the contrary, the tax rate on MPV, which was previously favored, will be raised from the

current 12% with internal combustion engine to 15%, the minimum rate in case of the lowest CO2

emission.

In addition, the Indonesian government is aiming to increase exports to 1.5 million units in the future,

and is planning to increase incentives for vehicle models that are expected to expand due to tax

incentives for fuel-efficient vehicles. In particular, Australia, which has a large market in the ASEAN

Pacific region, is positioned as a priority potential market.

HORIZON 1 (2021)
3-5 YEARS

HORIZON 3 (2030)
10-15 YEARS

Start a local production of EV
vehicles

countries

Source: Ministry of Industry ~ “Roadmap towards Automotive 4.0”

4,500
4,000

3,500

Thousands

3,000
2,500
2,000
1,500
1,000

500

.F'!'i.m?ry Strengthening local production of ::?o?c;r?:‘lz:; peoductionof eleetrlc
initiative ICE vehicles
+ Increasing the capability of * Create a clear "eradication plan” of « Create a clear “eradication plan” of
producing raw material (metal, fuel-based motorcycle, build fuel-based vehicle/ car, build
chemical) infrastructure and provide incentive infrastructure and provide incentive
: + Increasing productivity of ICE to adopt electric motorcycles to adopt electric vehicles
Main vehicles through technology * Create an R&D center for EV + Support improvement of sustainable
activities adoption campanent, especlally battery and EV component production
« Strengthening the capability of the protofyping ) ) + Develop domestic production
local manufacturing components * Develop domestic production; capability of 4W EV in all value chain
through accelerating FDI and capability of electric motarcycle in all
technology transfer value chain
qust Internal Combustion Engine
proauc
=i = exp-' = =
Accelerate the vehicle export, Rt e il S o Start to export 4W EV to the
start from the MPV and LCGC fsteghe th? d oping developing countries

Figure 1.2.1 Indonesia Automotive Roadmap (Draft)

Note: LCEV=Low Carbon Emission Vehicle
Source: Ministry of Industry ~ “Roadmap towards Automotive 4.0”
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As shown in the Technology Roadmap of the Ministry of Industry in the figure below, the government
is promoting research, development, and commercialization of the internal combustion engine, such as
downsizing technology and biofuels, while at the same time advancing technology research and
development of HV / PHV / EV (generally called XxEV) . It can be said that such an ambidexterity
strategy of “ICE + xEV” is an appropriate strategy considering the situation in Indonesia. This is because
VC / SC for internal combustion engine (ICE), has been developing in last decades, while there are
rooms left for further improvement in its competitive advantage; improvement through further
expansion of domestic market and establishment of export base. In particular, the latter has potential to
grow as an export base for emerging markets, where ICEs are still predominant in the market with new

demand for further penetration.
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Keterangan : BBG : Bahan Bakar Gas HV : Hybrid Vehicle PHV : Plug-In Hybrid EV : Electric Vehicle FCV : Fuel Cell Vehicle LCEV : Low Carbon Emission Vehicle PCU : Power Control Unit

Source: Ministry of Industry  “Roadmap towards Automotive 4.0”

Figure 1.2.3 Indonesia Automtive Technology Roadmap

1.2.2 Positioning and Potential of Indonesia Market

As shown in the roadmap, majority of market in Indonesia will still be consisted of ICEs around 2030.
In addition, since LCEV includes hybrids, 70% to 80% of vehicles will be equipped with ICE.
Therefore, as mentioned in the previous section, Indonesia has the potential to occupy a unique position

in Asian region or emerging markets by developing the “ambidexterity strategy covering ICE + xEV”.

(1)  Potentials of ICE

There are two potential ICE bases: 1) small gasoline engines and 2) biofuel-based biofuel engines.
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1) Small gasoline engines

Indonesia's gasoline engine production is 1.2 million units, which is the second largest in Asian region
after India. On the other hand, Thailand, which is the production base for pickups, has 1.3 million diesel
production units, which is the second largest after India. In the rest of other ASEAN countries, almost
no engines are produced. This implies that Indonesia is the main supply base for gasoline engines. If
developed countries such as Japan shift to xEV production in the future, Indonesia will become an
alternative supply base. There is an increasing possibility that Indonesia may enjoy, so called “Last
Survivor Profit” if Indonesia continues to make ICE, according to the interview with a former Astra

Toyota Motor executive.
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Source: Compiled by JICA Experts Team based on IHS data
Figure 1.2.4 Engine Projection Volume by Fuel Type(2019)

Table 1.2.2 Potentials of Indonesia ICE

While developed countries are heading to XEV, etc., internal combustion engines are still
main in emerging countries. Especially in Africa and elsewhere, demand for cars like

Indonesia's Kijang Innova and Avanza will continue.

If Thailand will not make diesel engines in the future due to the tightening of regulations,
it can be consolidated in Indonesia. Even if it will be hard to use internal combustion
engines for new vehicles in the future, existing vehicles on the road will continue to use

internal combustion engines, therefore after-parts will still be in demand.

Indonesia should continue to make parts related to internal combustion engines, aiming to

gain “Last Survivor Profit”.

Source: Interview from former executive form Toyota Astra Motor(March, 2020)
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Figure 1.2.5 Indonesia Engine Production by Engine Displacment (2019)

As shown in the above figure, Indonesia has a high production ratio of over 80% of small gasoline
engines for small cars under 1500cc, resulting to development of vertical division of labor; viz. material
processing— component processing —component assembly®’. It is desirable to utilize the existing
industrial agglomeration of ICEs to meet growing demand for down-sizing engines and the smaller

Range Extender engines'® used in cars like Nissan Note.

Universal Parts
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Engine
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Source: JICA Experts Team
Figure 1.2.6 Localization of Major Autoparts of LCGC

©

The following two points can be cited as the background to the progress of engine localization. 1) In the framework of the BBC scheme
(Brand to Brand Complementation) for the purpose of complementing parts in ASEAN in the latter half of the 1980s, Indonesia is
becoming a production base within the region of gasoline engines such as "Toyota Kijang" and 5C. (Cylinder block, cylinder head,
crankshaft, camshaft, connecting rod) etc. were localized. 2) LCGC, launched after 2015 made it compulsory to localize of 92 parts
including engine parts (25 parts) and transmission parts (5 parts), resulting to advancement of local production of engines for small cars.

12 In Range Extender, engine is not driven directly, but it is used as a generator to charge the battery, so a small engine becomes the
mainstream.
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In addition, as mentioned above in the technology roadmap of the Ministry of Industry, downsizing
technology is important for internal combustion engines in order to comply with the stricter fuel
consumption and Co2 emission regulations. In order to meet the standard of CO2 emission of 100g / km
or less for Thai eco-cars, "Honda City" changed the 1500cc class 4-cylinder gasoline engine to 1200cc
direct injection 3-cylinder engine for the new model. In order for Indonesia to become the base for
downsizing engines, the country needs to face challenge of localization of technologies such as turbo
charger, highly accurate fuel injection system (injectors, pumps), and EGR coolers, which are still highly

dependent on imports.

2) Bio-Flex Engine Vehicle

Indonesia has introduced CPO-derived biodiesel B20 from 2018 and decided to introduce B30 from
January 2020 to promote diesel with the highest bioconcentration in the world. This is due to the fact
that Indonesia is the largest CPO producer in the world, but the demand cannot keep up with the year-
on-year increase in supply as shown in the figure below, viz. for the supply side, an accumulative
inventory buildup and a drop in CPO market prices are observed. Similarly, B20 is planned in Thailand
and Malaysia, which are CPO producing countries. As for Malaysia, which is the second largest
producer of CPO though, the biodiesel market is limited as its automobile market is only about 600,000
units, of which most of them are consisted of gasolines engines. As for Thailand, which is the third
largest producer in the world, despite being the largest producer of diesel vehicles in the region, the
country can achieve limited level of biofuel due to supply constraint of CPO; B10 is now used in the
market and only up to B20 will be available in the future. Therefore, Indonesia is expected to lead the
way not only in terms of production of biodiesel but also in the development and commercialization of
high-concentration fuel. Production volume of medium-sized or smaller trucks with GVW of over 10
ton to 24 ton is the largest in the region, standing at 80,000 to 100,000 units, and these types of diesel
trucks can expect high potential domestic market. Moreover, a promotion of replacement of diesel with
biofuels will make significant contributions to Indonesia government effort to reduce imports of crude
oil and refined petroleum products, which has been prioritized policy since the 2000s. Given the market
potential and policy needs described above, Indonesia can become a base for development and
adaptation of high-concentration biofuel processing technology and biofuel-compatible diesel engine

trucks.
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Figure 1.2.7 Production volume of Biodiesel in Indonesia

However, there are a number of issues in penetration and promotion of biofuels. Firstly, there are
persistent criticisms especially from EU that palm plantation, which is the raw material of CPO, has led
to the increase of Co2 emission by destruction of tropical rainforests and the removal of peat. This lead
EU to plan on CPO import ban. Therefore, it can be said that consideration of impact on the ecosystem
remains as a pending issue. Secondly, as shown in the biofuel technology roadmap below, FAME (Fatty
acid methyl ester), which is an existing biofuel processing method, may not meet higher standard of
oxidative stability and impurities such as monoglyceride as its concentration increases. To cope with
this issue, new processing technologies such as partial hydrogenolysis (H-FAME) and complete
hydrogenolysis (BHD) will be required. Thirdly, there will be a big challenge arising from engine
adaptation for high concentration biodiesel. While EURO 4 will be applied to diesel commercial
vehicles from 2021, changed from current emission standard of EURO 2, nozzles for EURO 4 compliant
engines will not be compatible with impurities derived from high-concentration biofuels of B20 or more.

This will impose higher technical hurdle for engine adaptation''.

From the above issues, if Indonesia strives to promote Bio-Flex engine vehicles, collaboration among
government, industry and research institutes are desirable in the area of standardization of resources and

fuels as well as in technical adaptation from engine side.

" Interviewed from DENSO International Asia Thailand (Mar. 2020)
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Figure 1.2.8 Roadmap of Biofuel and Issues

(2)  Potentials of xXEV

Indonesia XEV policy emphasizes the domestic production of lithium-ion batteries (LiB). Presidential
Decree 55/2019 was issued in August 2019. It describes strengthening cooperation between ministries
and agencies, industry-academia-government, and promoting domestic production and diffusion of BEV.
Indonesia is a resource nation of nickel and cobalt, those are rare metals used for the material of the
cathode material of Li-B. The government aims to advance the industry by utilizing the resources. In
other words, starting from material processing for Li-B (refining of materials such as nickel), mass
production of Li-B cells and integrated production of Li-B packs are aimed. As a national project, the
government has begun a smelting project in the southwestern part of Sulawesi. In this project, Tsingshan
Holding Group, a mining big group in China, and a group company of CATL, the largest Li-B

manufacturer in China, set up a smelting plant and will assemble batteries in the future.

Outline of QMB (Nickel refinery, EV battery manufacturer) Nickel Reserve Area

Name of
PT QMB New Energy Materials (QMB)
Company
|
Industry Renewable Energy ll- -
- ooy
Establish 19Jan 2019 (Date of IPO) ~S .
N -
a
Location of kawasan Indonesia Morowali Industrial Park

Manufacturing

Stock Holder

Investment

(IMIP), (Central Sulawesi)

* Hanwa Co., Ltd., IMIP TSINGSHAN Holding
Group. GEM Co., Ltd.. Guangdong Brunp
Recycling Technology Limited (Foshan)

US$700 million (J\75.7 billion)

: Sulfide ore = Oxidized ore

Export destination of Indonesia Nickel (2014)

®China
# of employee | 2,000 Australia
Japan
Production Nickel 50,000 ton (net) u Greece
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Source: NNA, Jakarta Post

Figure 1.2.9 Outline of Morowali Li—B Localization Project
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The Indonesian government has subsidized a battery consortium composed of national research
institutes and universities to support research and development of Li-B cells and pilot production. Also,
in the past, the government has launched the MOLINA (national BEV) project centered on 6 universities
such as ITB and ITS. The government aims to mass-produce mobility (wheels, motorcycles, etc.)
equipped with domestically produced Li-B in the future in cooperation with universities and private and
state-owned enterprises. In order to support these trends, Presidential Decree 55/2019 has set a target of
80% localization of motorcycles by 2025 and of automobiles by 2030. As a domestic BEV project,
GESIT(Private) and UNS are planning to produce motorcycles equipped with their original Li-B.

A 4 A 4

BEV domestic production R&D support —

A 4

BEV production hub Local production of battery

Battery Consortium

= Gov't research institutes (
under MORTHE (e.g. LIPI [ Pertamin
and BATAN)

= Universities (e.g. UNS, ITS)

= Technical evaluation and
research institutes under
Gov't (BPPT)

= Six universities, e.g. ITB,
ITS, and Ul (ex-MOLINA
participated research
institutes)

\ )

Qinpra MO LAF s e
Since MOLINA was stopped, their ¢

Source: JICA Study team

Figure 1.2.10 Domestic BEV development system in Indonesia

A stable and inexpensive supply of Li-B is essential for BEV production. Indonesia's Li-B domestic
production policy will support the initial launch of BEV-related industries. On the other hand, major
foreign OEMs have a basic policy of sizeable production volume and global optimum procurement of
parts and units such as batteries. The high localization ratio mandated by the government is likely to
limit the FDI of major foreign OEMs.

Appl: 41



Data Collection Survey on Automotive Industry Development in the Republic of Indonesia
Final Report: Appendix

In order to evaluate the BEV market, it is important to develop the preconditions for the spread of
BEV. The BEV Market Readiness Indexes are as follows; (1)Stable power supply, (2)Dissemination
of infrastructure, (3)Transport environment where BEV is easy to use (congestion, park and ride facility,

etc.), (4)Presence of high-income middle class who can purchase BEV.

In Indonesia, these four indexes are not high compared to neighboring countries. Therefore, it is
necessary to prepare the conditions for the spread of BEV. Otherwise, the BEV market will not expand
and BEV-related industries will not develop. Japanese manufacturers like Toyota think that it is better
to start electrifying vehicles from HEVs in Asia, where there are fewer restrictions than BEVs and the

industrial cluster of existing ICEs can be utilized.

1) Value chain in the supply chain

Regarding the supply chain, the current status and issues of small gasoline engines, bio-flex engines,

and xEV (especially Li-B) are summarized.
(a) Small gasoline engines

In order for Indonesia to maintain and improve its competitiveness in small gasoline engines, it is
necessary to localize downsizing technology and build an optimal supply chain for downsizing key
components. Key components include turbo, EGR coolers, injector for direct injection engines, high
pressure supply pumps and ECUs. Many of these are not localized in Indonesia and supply chains are
not established. It is necessary to work on the localization of materials in cooperation with suppliers

in the ASEAN region and major producing countries.
(b) Bio-flex engines,

In order to enhance a base of bio-flex engines, it is necessary to develop and localize parts that are
resistant to high-concentration biofuels and that also meet exhaust gas standards of EURO4 or higher.
Key components include common rails, diesel fuel injection injectors, high pressure supply pumps, EGR
coolers, ECUs, oxidation catalysts (DOC), etc. The main suppliers of these parts are many in Thailand
at present. However, Thai suppliers are mainly for small engines such as pickups and SUVs, and few
are for trucks with a GVW of 10 tons or more. Since there is no supply chain in ASEAN, it is desirable
for Indonesia to strengthen its own development and local production system for parts that are

compatible with high-concentration biofuels.
(c¢) Li-B

The Li-B supply chain is shown below. For Li-B production, Cathode, Anode, Separator, Electrolytic
Solution, etc. are required. A former hearing survey with research institutions in Indonesia revealed that
local production of Cathode is rather progressing. On the other hand, Separator and Electrolytic Solution
seem to depend on imports for a while. Further, mass production of Li-B cells requires advanced
automation and quality control technology. There are high technical hurdles for domestic battery

manufacturers and for pilot production departments of research institutes. Global Li-B manufacturers
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are being consolidated into several companies due to intensifying competition, and in order to mass-

produce LiB in Indonesia, alliances with these global Li-B manufacturers and FDI are essential.
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Figure 1.2.11 Current status of the supply chain in Li-B

2) Challenges in the value chain

The following figure shows an overview of the current state of automobile VCs analyzed in the

previous survey.
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Figure 1.2.12 Value Chain of the auto industry in Indonesia

Indonesian vehicle VCs are missing the “Upstream and Midstream”. The Upstream in Indonesia is in
primary stage because there is almost no R&D&D function. Some companies, such as Astra Daihatsu,
have set up R&D&D centers. Most of these centers are positioned as satellite offices, and the main task

is to localize parts, and the number of staff is less than 100.
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The Midstream is also missing. Currently, changes in manufacturing and assembly processes for new
models and big minor changes are being carried out mainly by the new model launch team dispatched
from Japan and/or the Thai support team, which is the regional headquarters. The same applies to parts
manufacturers (Tiers 1 and 2), and Kaizen activities can be implemented only for some Tier 1. The
reasons are that there is little experience (there are few model changes so far), that old equipment and
processes were used, lack of human resources involved in process design and Kaizen, and no policy
support for capital investment, and so on. In developing the Industry 4.0 policy being promoted by the

government, human resource development in the Midstream and corporate investment are essential.

The reasons why R&D&D and Midstreams do not progress in Indonesia are that there has been no
incentive for R&D&D investment and human resource development until now, and there is no
mechanism to promote industry-academia collaboration between higher education institutions and
private companies. The “Considerable tax reduction measures for R&D&D and human resource
development investment” of Decree No. 45 of 2019, which the JICA Study Team in the previous phase
cooperated with, addressed such problems. However, there are challenges remained unsolved'? such as
low recognition by companies and the need to set detailed conditions. It is necessary to engage in
activities such as attracting international road shows regarding the planned policies and launching

industry-academia joint model projects.

Table 1.2.3 R&D&D Incentive Scheme

R&D&D Incentive Scheme
Item MOI Draft .
Final
(March 2018)
Domestic companies
Target (except for Foreign Same as left
companies)
Deduction (Base) 100% 300%
Additional for obtaining Patent +100% -
Additional for Commercialization +100% -
Industry collaboration - Compulsory
Total(maximum deduction) 200% 300%
. 5 years
Period 1 year (100%%5 years)

Source : JICA Study Team

12 As of Apt. 2020, PMK is not issued and the details are yet to be discussed.
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(3) Policy program in Indonesia

From the above analysis, the key policy programs for Indonesian automobile industry promotion are
summarized as follows. These show the concept of policy programs in the "Indonesian automobile

industry policy system" shown on the succeeding pages (refer to Figure 1.2.14).

Upper Level Primary Target Primary Policy Program
Investiment pramotion on R&DE&D
[ndustrial HRID (IOT, Al, Testing &

velopment of R facility on
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£ and supportinglindustry
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Prometing productionrof

XEV and Low-carbon

exhaust car Alming! Li-B- productiontin the future:
(Inclonesia s nickel and eolbalt:
production countiry)
Makingleompulsoiry of hightdeme stic
production ratio  (=80%: Moterbike
(2025), Altomotiver(2030))

Source: JICA Study team

Figure 1.2.13 Priority policy program for Indonesian automobile industry promotion (draft)

During the field survey, JICA Study Team will discuss with CPs and generate the direction regarding
the future policy balances and schedules on 1) Sophistication of internal combustion engine
manufacturing, 2) Activation and research and development of XEV electric technology, which are set

as “Primary Target” above.
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1.2.3 Assistance from Japan for the Indonesia Automotive Industry Development

(1)  Basic Policies to support the Automotive Industry Roadmap

This project aims to provide insights and suggestions for “the Automotive Industry Development
Project” which is currently requested by the Indonesian government to the Japanese government, and to
contribute to the continuous assistance from the Japanese government to the Indonesian government.
The Automotive Industry Development Project is a technical cooperation to assist formulating policies
based on the Automotive Industry Development Roadmap created by the Indonesian government. The

major assistances of “the Automotive Industry Development Project” would include:

* Review of the existing policies related to the Automotive Industry Development (i.e. review
and analyze data using global value chain analysis)

* Refine prioritized action plans linked with policies
*  Provide capacity building trainings for planning, implementation, and managing programs
* Implement some pilot activities as advanced activities of prospective action plans

” Republic of Indonesia Data Collection Survey on Promotion for Globally Competitive Industry”
conducted in 2019 (JICA) suggests the vision and policy system of the Indonesia automotive industry
in 2025. The suggestions are consisted of the following 3 pillars, 1) Robust implementation of policies,
2) Enhance industrial agglomeration for auto-parts and cost competitiveness, 3) Improve capabilities of
product development and engineering, and under the 3 pillars, investment promotions (e.g. attracting
auto-parts companies and transferring R&D&D function), industrial human resources development (e.g.
engineers for auto-parts and product design and development), enhancing exportation, and improvement

of infrastructure (e.g. Java industrial belt) are suggested.
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(6) Promotion of R&D&D investment and transfer of
R&D&D capability to local through incentives for R&D&D

Enhance product

R&D&D**
development and o . (7) Collaboration between technology university /
. . localization ratio: . . . .
engineering R o polytechnic and auto industry to develop required skills
capability 0% -> 30%

(8) Support expansion of D&D supporting service such as
Computer Aided Engineering and material evaluation

*: Indonesia government issued these KPI.

*%: 1500 : according to GAIKINDO, 2000: number on par with Thailand which has around 2000 suppliers

Source: Republic of Indonesia Data Collection Survey on Promotion for Globally Competitive Industry, 2019,
JICA

Figure 1.2.14 Policy System for the Indonesia Automotive Industry Suggested by the JICA
Project Team in 2019

As of 2019 when the above policy system was suggested, the target growth rate of the automotive
industry in 2020 was set as 6%, and the impact of the COVID-19 on the industry is not considered. This
survey will carefully consider the impact of COVID-19 on the automotive industry by collecting data
published by several institutions and economic trends and provide suggestions on the automotive

industry roadmap to align with the post-COVID-19.

(2)  Action Plans Linked with Basic Policies

The policy shown in figure 2.2.14 is linked with individual action plan per area. Action plans will be
developed and refined through data collection in Indonesia and discussion with the Indonesian

government.
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Figure 1.2.15 Structure of the Automotive Industry Development Plan

The developed action plans will be further refined in the upcoming JICA project, “the Automotive
Industry Development Plan”.

(3) Pilot Activities as a Part of Action Plans

The pilot activities, which form a part of Action Plan will be discussed in this project. The pilot
activities shall be planned based on the needs of the Indonesian government and be aligned with the
target areas of assistance by the Japanese government. The following candidate activities are currently

proposed.

Table 1.2.4 The Proposed Pilot Activities for “The Automotive Industry Development Project*

Theme Description Details

1. Enhance interaction between higher education institutions and the
automotive industry

Industrial Industrial Human - Enhance courses for automotive-related topics (e.g. mechanical

Human Resources engineering, IoT/IT, and material engineering, etc.)

Resources Developrpent Organize events to linkage industry and academia (e.g. job fair,
through industry- . . .

Development courses contributed by private companies)

academia linkage . . . o .
& Re-education of people in factories utilizing above mentioned

activities.

2. Human Resources Development for [oT/IT to realize Industry4.0
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Supports to enhance capability of testing centers for vehicles and
auto-parts and to enhance human resources of institutions.

Draft polytechnic curriculum for IoT/IT human resources
development and streamline vocational training system
conducted at private companies.

Strengthen capability of public training institutions (Balai
Latihan BLK) in industrial human
development.

Kerja: resources

xEV, key components (battery, motor, etc.), biofuel/Flex engine
pilot production, localization, improving testing items and
capabilities of staff in the centers.

1. Create promotion tools targeting CASE
Prepare investment promotion material for R&D&D, xEV
related companies.
Investment Attract  foreign Select target companies using database for the automotive
Promotion companies industry (MarkLines, etc.)
2. Exclusive investment promotion for specific companies
Conduct an investment promotion event as a pilot activity
collaborating with the embassy of Indonesia in Japan or other
government agencies.
1. Provide Kaizen consultation as pilot activities
Capacity building Capacity building on Kaizen consultation within SME
on ati Kaizen development institutions (tentatively suggested)
consultation Demonstrate on-site Kaizen consultation for local SMEs (5-6
companies)
Supporting Organize 2. Develop SME profiling database
Industry information . of Capacity building on company profiling and managing database
Development | local  suppliers .
(Tier2-3) for the staff in MOI.
Information dissemination through website.
Assistance for reverse trade show
Financial 3. SME financial program
Assistance . . .
Provide financial assistance managed by MOI and MOF for
SME:s to support their innovation on process, products or service
and inclusion in the global supply chain.
Policy ved i o o |
development/ Rev1ev3§ mn the | | Assistance in developing policies utilizing GVC analysis
Infrastructure | Soecoodng . . ..
project 2. I-O Table Analysis related to infrastructure policies
development

Source: JICA Study Team

(4)  Industrial Human Resources Development as prospective pilot activities

Sequential assistance from development planning of the automotive industry to conducting pilot

activities under Industrial Human Resources Development theme is one of the most effective assistance

from JICA.
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Pilot activities for Industrial Human Resources Development 1) Enhance interaction between higher
education institutions and the automotive industry and 2)Human Resources Development for [oT/IT to

realize Industry4.0 will be planned based on the suggestions from the previous JICA project.
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Figure 1.2.16 Image of Pilot Activities for Industry-Academia Linkage

Pilot activities for Industrial Human Resources Development will be started with selecting 3
universities by competitive selection process, then implement industry-academia linkage programs such
as exchanging students, faculties, and employees from private companies, and create practical
curriculum aligned with industry needs. After evaluating effectiveness of the pilot activities, roll out the

program to nationwide.

For supports to enhance capability of testing centers for vehicles and auto-parts and to improve human
resources of institutions, building capabilities on R&D and testing functions for XEV and bioflex engine,
and developing human resources to conduct R&D and tests in universities (ITB, ITS, UNS, etc.) and
national research institutions or testing facilities (LIPI, BTAN, BPPT, etc.) are currently considered.
These supports are based on the discussion in the previous JICA project where assistance needs on

biodiesel pilot-scale production facilities and establishing XEV testing center planned by ITB".

13 Toyota participated the project of testing and evaluating the effects of CO, emission reduction by hybrid cars and plug-in hybrid vehicles.
Participation to projects of testing and evaluation of XEV is getting attentions of Japanese OEM companies.
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@ Toyota has conducted proof testing/
>, TOYOTA research of HEV/PHEV with MOI

and universities.

Bandung city -

Lend HEV/PHEV-IEC Proof testing by universities

» The test results proved that HEV and PHEV can reduce Co2 by 55% and 65% compared to ICE(Corolla
» Able to gain understanding from government ministry / agencies and universities on advantages of for fuel
economy

Source : JICA Study Team created from presentation by ITB at GAKINDO
Figure 1.2.17 Project of Testing and Evaluation 0f Hybrid/Plug-In Hybrid Vehicle Done by

Toyota Motors and Universities

Battery material/ cell Battery module BMS EV battery and parts EV prototype
development development testing development

Otherinstitutes Ul 6 {5 Business
(LIPI, BATAN, UNS etc.) ! 6 Govemment E
L} 4 &
t @ MBor i JI_ Unversiy |
: &) PTLAPIITB*
= ITB or
IDN F € pruapimess v
Testingcer:ter
o’) Mol G MOLINA or B
<, (Coordinator) National Car Project

JPN
Support for functional upgrade or HR development
by JPN Govt & Private Sector

Source : Created by JICA Study Team based on interviews with concerned institutions

Figure 1.2.18 Image of The Collaboration for Testing and Evaluation of XEV and The Pilot

Scale Production
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1.3 Recommendations

Recommendations result from the analysis previous chapter are summarized as follow. These

recommendations are implemented in accordance with the policy structure showing in Figure 2.2.14.

Global Trend Recommendations
Transformation China and Europe have declared the transformation of their auto production scenes
to the New | from ICE vehicles to EVs with a target by 2040. In this global climate, the transformation
Automotive of platform modules from drivetrain to motors will start forcing structural changes in the
Industry Model | Indonesian parts industry by 2025 which is within the period of the automotive industry

(CASE) and its
Market Size

roadmap. Assuming these changes will take place in Indonesia beyond 2028, the project
will identify preparatory processes in the transition of the auto parts industry. These will

be recommended to be included in the Automotive Industry Roadmap.

The main contents of the preparatory processes will be as follows.

* Infrastructure development for CASE (especially domestic communication
infrastructure)

*  Attraction of related investments

*  Foster human resources capable of responding to Internet of Things (IoT) and
Artificial Intelligence (AI)

*  Identification and development of related domestic supporting industries

* Institutional development for CASE

Growth
Demand
Prospect  for
Vehicles using
Driving
System Other
than ICEs

The mainstreaming of pure EVs, ones without internal combustion engines, requires
considerable time and cost to develop charging facilities. The realistic first step is, as
GAIKNDO Chairman Johannes Nangoi suggests, “to focus on specific geophysical areas

such as Bali for intensive introduction of EVs or to use EVs as public transportation.”

The move towards electrification is expected to lead to the modularization of vehicles.
Heavy investments, which used to be required in the past for manufacturing parts such
as engines and transmissions, will no longer be needed. In addition, it becomes possible
to conduct assembly operations anywhere in the world where modules can be sourced.
As a result, existing component manufacturers located in Indonesia will have to adjust

their operations accordingly.

At the time of preparing the inception report, the JICA Study Team considers that,
among parts companies located in Indonesia, those in the segments summarized in the

following table need to prepare measures to address electrification.

Same as Table 2.1.4 Companies Already Located in Indonesia that Need to

Respond to Electrification of Drive units

Fields that Require Measures to

Address Electrification sikn Comgareizs

Segment No.of Companies

The information will be collected by field survey

Source: JICA Study Team
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The JICA Study Team plans to conduct interviews with these companies during the
second field work period in Indonesia and gather information on company measures in

response to the electrification of vehicles.

Impacts of
Regulations for
Greenhouse

Gas Control

Judging from the progress in regulating greenhouse gas in Indonesia, there are two

directions in promoting the Indonesian automotive industry in terms of green gas control.

(a) The research and development on the technology for upgrading fatty acid methyl
esters (FAME) should advance further. FAME is the main component of vegetable
oil whose market needs has been increasing as biofuel. The technology for
producing higher quality FAME (H-FAME) entails the removal of toxic
components from FAME through partial hydrogenation under mild reaction
conditions and the improvement of its oxidation and thermal stability. The goals of
this technological advancement are to reduce the production cost of biofuel and
improve its quality. This requires government initiatives in promoting industry-
academia collaboration.

(b) There should be a stronger linkage between controlling the supply of biofuel and
agricultural policies in Indonesia. In Thailand, the introduction of the its
government policy on promoting biodiesel created positive effects on its
agricultural sector. Through this policy, the price of palm oil used in producing palm
oil-based biodiesel has been stabilized. However, this became possible since palm
oil production in Thailand was originally for domestic use. Meanwhile, palm oil is
one of the main export products of Indonesia. When the price of palm oil for
automobile fuel rises, there needs to be a greater coordination of supply between
domestic and export use.

Utilizing  the
Potentials  of
Existing

Automotive
Supply and

Value Chains

Strengthening the existing supply and value chains of ICE vehicles is an essential
preparatory activity to realize the future supply and value chains as described above.
Assuming that the industrial transition will occur by 2028, Indonesia should aim to
achieve a fully integrated or full-set supply chain and attract companies that can bring in
planning and development functions in the upstream portion of the smile curve of the

value chain by then.

The point of the supply and value chain-based strategy is to attract segments of the
supply and value chains that do not exist domestically in order to realize the full-set

chains.

The goal of analyzing the value chain is to get the planning portion, the upper portion
of the smile curve, and the detailed design portion localized in Indonesia. These are the
core portions of car manufacturing function that were previously performed at the OEM
headquarters. In order to realize this, it is necessary to strengthen the R&D&D function
in the country. The following are examples of specific measures:

*  Consider incentives to attract R&D functions of component manufacturers

* Develop R&D&D human resources through industry-academia collaboration
especially in the improvement of design ability
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*  Expand the base pool of human resources through improving the quality of higher
education

Production,
Sales and Use
of Automobiles
Utilizing Next-
Generation
Technologies
(e.g. IoT, Al
and Robotics)

The ideal scenarios in anticipation of the technological changes are the following:
expand the IT technician base with basic IT knowledge; employ IT technicians in related
industries in Indonesia; IT technicians who have had in-house training to start designing
powertrain-related parts, and; newly trained human resources / personnel design
connected and telematic parts. In this regard, Japan has an abundance of experience in
providing technical assistance. Human resource development activities may be
considered as a pilot activity in this project. In order to actualize these situations, the
following items will be reviewed:

*  Current situation surrounding the human resource development in the IT field in
higher education institutions

®*  Measures to assess the scale of IT labor pool in Indonesia

*  Possibility of industry-academia collaboration

*  Pilot activities to be supported by Japan

In order to make Making Indonesia 4.0 compatible with the higher-level Industry 4.0,
new entities such as the Strategic Innovation Promotion Program (SIP) and the Indonesia
Council for Science, Technology and Innovation (I-CSTI) under SIP may need to be
established in order to realize science and technology innovations. In particular, I-CSTI
should function as a control tower or steering committee and play a lead role in managing
cross-sectional issues that go beyond mandates of individual government organizations.
The JETRO, the Japanese Chamber of Commerce and Industry (JCCI), Japanese
manufacturing companies in Indonesia and JICA can provide the necessary support in

the establishment and operation of I-CSTI.

Automotive
Industry
Upgrading and
Growth in the
Local
Procurement

Ratio

Given how companies involved in automobile manufacturing perceive industry
upgrading as showing above a ~ e, the policy direction of the Indonesian Government
should focus on how to involve local companies in the domestic procurement processes
of foreign subsidiaries in the country. In Indonesia, the target of the policy should be the
materials segment given as it is comparatively superior to its counterparts in third
countries, and the local companies that belong to Tier 3 or lower. Materials that hold a
high potential for the automotive industry development in Indonesia are iron, plastic raw
materials, energy (electric power), and biofuels. Lithium batteries for EVs also have the
potential to contribute to the industry upgrading in the XEV era if Indonesia can produce
raw materials such as lithium and cobalt even in small amounts and partner with

promising companies at an early stage.

Therefore, the following policies should be promoted. In addition, concrete action
plans will be discussed and developed during project implementation.
*  Nurturing of the material industry with a focus on Tier 2 and Tier 3 companies

(human resource development, technology transfer, SME finance, etc.)
®  Deliberation of investment incentives for the material industry

Appl: 54




Data Collection Survey on Automotive Industry Development in the Republic of Indonesia
Final Report: Appendix

*  Linkage with agricultural policies

g. Expansion of It is assumed that following policies will be implemented,
Exports o, SUV exports to ASEAN countries such as Thailand, Philippines and Vietnam

Neighboring should remain strong.

®*  The competition on small car exports is fierce. If Indonesia were to expand the
exports of this segment, it could introduce environment-friendly cars that can
compete in the market.

*  The possibility of expanding the exports of public transport vehicles to the Pacific
island nations should be explored (about 30,000 can be added).

®* The possibility of exporting high-quality cars to Japan and China should be
explored.

Countries

Japanese automotive manufacturers operating in Indonesia cannot generate profit if it
is only focused on the sales of a single country. It is also important that the Indonesian
Government works with other governments to align policies and facilitate the creation of
the new divisions of labor in the region. In order to achieve global competitiveness, it is
also necessary to pursue a region-wide strategy that will utilize not only suppliers from
the ASEAN region or neighboring countries but also suppliers from countries that offer

low material costs such as India and China.

Source: JICA Study Team

The road map of automotive development and its related policies should be reviewed due to outbreak
of COVID-19 around the world. The longer this incident lasts, the more the damage to economic
activities are exponentially expanded. Automotive industry is expected to face with the paradigm shift;
some experts argue that bloc economy will be formulated after converging COVID-19. Therefore, the
strategy of export expansion remains to be reconsidered. This study basically assumes that automotive

industry positively in the medium and long term as showing below.
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Change of International Affairs after Covid-19

Change of Macro Environment

(1) Recession of Globalism Great Depression after Corona Turmoil (The Convulsion for
e International crisis (Individual action taken by each country) a time)
e No more harmony centered on USA e Accelerating Block Economy

(Obviously the pandemic was against USA) e Realignment of relationship between countries

(2) Change of Power Balance ] ) N
e Riseof China e Passto the war _ as the worst scenario (Some ideas say this is only

e Strengthening of ties between Russia and Europe the way for economic recovery)

e Rise of principle “Domestic Politics First”

Change of Automotive Industry (Demand shall return)

Increase of Own-a-vehicle needs Measures to boost car purchase will be applied in each country
o Spread of "Social Distancing” increases own-a-vehicle needs (the e  Car demand stimulates cOnsumption and revitalizes economy (In

needs can not be achieve through public transportation or ride share) advanced country, public money was poured in to generate car demand
e Many people in Europa and USA where its economy was lock down after Lehman shock) .

e Each country will proceed acceleration program of car renewal after
turmoil.
e Yen appreciation is not arrived yet, this is merit of Japanese

' manufacturers.

Correspondence of Indonesia (Turning Crisis into Opportunity)

were happy with his own vehicle.
e InJapan a sense of "Exclusion of outsider" was generated toward the
people who does not have locally-registered vehicle.

Place "ICEV production and domestic demand first" strategy for 3-5 years after corona turmoil.

Enhance domestic supply chain resilience without relying on import from specific countries such as China.
Eye the change of user's needs and prepare for correspondence, such as "Non-contact digital services" etc.
Recognize 3-5 years after the turmoil as a chance to polish the skill during the chaotic time such as review of
production system and maintenance.

Source: JICA Study Team
Figure 1.3.1 Change of Economic Climate after COVID-19 and its Effect to Develop Road Map
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APPENDIX 3. SUMMARY OF INTERVIEW RESULT

JICA study team conducted intensive interview survey to automotive related companies in Indonesia
to identify the impact of COVID-19 on automotive industries and forecast how and when they revive

their business. The following table summarize the result of interview surveys.
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APPENDIX 4.

ACTION PLANS AND KEY ACTIVITIES

The main role of this Study is to create an Action Plan and to extract Pilot Activities from the created

Action Plans and make them concrete (see the figure below). The Policy Measures examined in the

previous project consists of a total of nine domains. For each domain, JICA Study Team examined the

Action Plan and the activities that are important in realizing the Action Plan.

First, the Action Plans included in each Domain were summarized, and the Activities that are

important for implementing the listed Action Plans were linked to each Domain. Each domain contains

three to six action plans and several supporting activities, and in examining the activities, JICA Study

Team described their contents, content, implementing entities, and implementation schedule etc.

whenever possible. As for "Domain 2-4: Creation of automotive industrial belt in Northern part of Java",

JICA Study Team did not examine it in detail because it was a domain outside the scope of this project.

=
3
EX
[ e e ] ¥
1 oo
1 >
1
[ policyprogam | [ ker(oy2025) | | Policy measures | I ActionPlan
Policy [ Improve (0) Make action plan for export and xEV and strengthen : ‘
implementation achievement rate of implementation capability B |
policy KPIs H
(1) Attract investment to auto parts industry ‘ : ‘ RO ‘
D of 1
supporting 1
promote industries to (2) Raise engineering, quality, and productivity of suppliers e -
agglomeration of achieve the 1
auto parts increase of local (3) Improve business climate to encourage investment 1 )
industry and content i especially for SMEs investment import license, and visa) 1
strengthen cost procurement ratio 1
competitiveness ('"5'9356_?1""[’9'“ (4) Creation of automotive Industrial belt in Northern part : [
suppliers™: of Java 1
1,500->2,000 ) 1
(5) Factory management and production engineering skills 1 [ ]
development (ability to improve/ design process.,etc) :
(6) Promotion of R&D&D investment and transfer of :
R&D&D capability to local through incentives for R&D&D 1
Enhance product RRDED™ 1
development and localization ratio: (7) Collaboration between technology university / 1 )
engineering : polytechnic and auto industry to develop required skills 1
o 0% -> 30% 1
capability 1
(8) Support expansion of D&D supporting service such as 1
Computer Aided Engineering and material evaluation p| o
1

Coverage of
this Project

Figure 2.5.1 The role of the Project (the area enclosed by the dashed line)

Policy Measure Action Plans Activities
(0) Make action plan for export and XEV and strengthen implementation capability 2 8
(1) Attract investment to auto parts industry 5 7
(2) Raise engineering, quality, and productivity of suppliers 5 9
(3) Improve business climate to encourage investment especially for SMEs investment import 4 9
(4) Creation of automotive Industrial belt in Northern part of Java NA NA
(5) Factory management and production engineering skills development 4 6
(6) Promotion of R&D&D investment and transfer of R&D&D capability to local through incentives for 5 3
R&D&D
(7) Collaboration between technology university / polytechnic and auto industry to develop required skills 2 8
8) 1Sup.port expansion of D&D supporting service such as Computer Aided Engineering and material 4 6
evaluation
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4.1.1 Domain 1-0: (0)Make action plan for export, XEV development and strengthen
implementation capability

The action plans on policy implementation are divided into two areas, i) Research, Framework
Development/Policy Formulation, and ii) Quick Policy Implementation. The former includes research
and development of policies which should be placed importance after Covid-19 turmoil. The latter
aims quicker policy implementation supported by IoT, enabling for industry player to obtain

equal/transparent services from the Government

The main agenda of the research activities includes the development strategy and KPIs of PIDI, export
strategy of CBU/Auto Parts, development strategy of xXEV/EV Battery, measures to stimulate domestic
demand for automobiles, strategies to attract investment at a time of friction between China and the U.S.,
strategies to form a Center of Excellence for R&D and so on. These are just a few examples. Support

from various donors should be considered for these studies, if necessary.

Table 2.5.1 Policy Measures and Action Plan on “Policy Implementation”

Policy Measures Action Plan Ref
Overall Policy [Research and Framework Development /Policy Formulation]
implementation Policy formulation on PIDI and determine KPIs of auto Activity 01
Policy 0  Make action plan sector ~
Measures for export, XEV + CBU/Auto Parts export strategy Activity 07
development and + xEVand EV Battery development strategy
strengthen + Measures to increase domestic sales
implementation + Strategy to attract investment arises by US-China Friction
capability * Technology sophistication through establishing R&D
Center
[Quick Policy Implementation] Activity 08
IoT supported quicker policy implementation
Coordination with other concerned agencies
Legalization by the cabinet
Announcement by the Government

V' See action plans for investment promotion (*) Activity 0-1 is to cope with Making Indonesia 4.0 through developing PIDI. Activity
0-6 aims to increase domestic sales for post-Covid-19 measures.

As mentioned above, Activities are the sources of activities that require special attention in
implementing the Action Plan. In many cases, it is difficult to define the organization in charge and
estimate the cost at this stage, so it should be understood that those items in the table are still tentative
one. In particular, there are many expenses that are difficult to estimate, such as those related to logistics
such as conferences and document distribution, holding seminars, overseas training, etc. Therefore, all
expenses other than those that can be estimated at this stage, except for the procurement of specific
equipment and services, have been excluded. Instead, for major expenses, the names of necessary cost

items were listed whenever possible.

#Activity 0-1 | | Implementing Event: SS/S/M/L
Action Research, Framework Development and Policy Formulation
Activity Policy Formulation
[Activity Direction]
Contents: ¢ Commitment to PIDI and determine KPIs of auto sector, and formulate the business
plan on each target of 5 pillars of PIDI and determine the KPIs toward each business
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#Activity 0-1 | | Implementing Event: SS/S/M/L
Action Research, Framework Development and Policy Formulation
Activity Policy Formulation

plan..

¢ Conduct research and develop new strategies to be applied after Covid-19.
v' CBU/Auto Parts export strategy
v' xEV and EV Battery industry development strategy
v Measures to increase domestic sales
v Strategy to attract investment arises by US-China Friction
v Technology sophistication through establishing R&D Center
*  Start discussion with international donors on assisting of implementation.
* Release business plan and disseminate it to the stakeholders.
Partners: Concerned directorates and agencies under the Ministry of Industry (MOI) and Ministry
of Research and Technology/ National Research and Innovation Board (RISTEK/BRIN)
International donors (e.g. JICA),
Resources: Testbed ideas prepared by the government and international donors
Challenge: Approval process and term (too many players and too short time frame)
[Responsibilities]
Responsible Agencies: National Development Planning Agency (BAPPENAS), Agency for
Industrial Human Resources Development (BPSDMI)
Implementing Agencies: MOI-ILMATE (Metal, Machinery, Transportation Equipment and
Electronic Industries), MOI-BPSDMI (Agency for Industrial Human
Resources Development), MOI-BPPI (Agency for Industrial Research
and Development)
[Major Expenses) Total(Approx.): NA
| Meeting and conference, Presentation |

# Activity 0-2 | | Implementing Event:  SS

Action Research, Framework Development and Policy Formulation
Activity CBU/Auto Parts export strategy
[Activity Direction]

Contents: + Study the adapted standard, physical condition, and competitiveness of forwarding on
export target countries and narrow down the target country from the viewpoint of said
index.

Study the circumstances and strategy of export competitors such as Thailand,
Malaysia, Turkey, etc.

Reflect the lessons learned from above activities to the export strategy of CBU/Auto
Parts.

Motivate SME supplier for export by providing them relative information and practical
matching with counterpart countries.

Partners: OEMs and suppliers, Research institutions

Resources: Research on target companies and competitors, OEM and supplier interviews

Challenges: ~ Technical expertise to conduct the study (maybe the support by professional experts are

necessary). MOI’s policy assistance for export.

[Responsibilities]
Responsible Agencies: BAPPENAS, Coordinating Ministry of Maritime Affairs and Investment
(CMMALI), MOI-ILMATE Ministry of Trade (MOT), Investment Board
(BKPM)
Implementing Agency: MOI-ILMATE
[Major Expenses] Total (Approx.): US$30,000

Consultant Fee, Meeting expenses
Additionally, the expense on the government support to exporter is necessary.

# Activity 0-3 | | Implementing Event: ~ S/M/L
Action Research, Framework Development and Policy Formulation
Activity xEV and EV Battery industry development Strategy

[Activity Direction]
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Contents: + Conduct frequent meeting with private sector (GAIKINDO etc.) and BKPM and
grasp the impact of xEV/Battery industry development Strategy issued on August
2020.
Monitor the movement of the investors to EV battery manufacturing sector.
Report the result to the industry players and higher decision makers for modification.
Monitor the situation of similar natured countries where vehicle electrification was set
as a predominant strategy after corona turmoil (France, Germany and so on)

- Strategize the R&D activities on this field.

Partners: , GAIKINDO,

Resources: Investment record to EV sector, Activities of Hyundai

Challenge: NA

[Responsibilities]
Responsible Agencies: Coordinating Ministry of Maritime Affairs and Investment (CMMALI),
Coordinating Ministry of Economic Affairs (CMEA), MOI-ILMATE,
Ministry of Energy and Mineral Resources (MESDM), Ministry of State-
owned Enterprise (MBUMN), BKPM, MOI-ILMATE, Agency for
Industrial Research and Development (MOI-BPPI)
Implementing Agency: MOI-/ILMATE
[Major Expenses] Total (Approx.): NA
|
# Activity 0-4 | | Implementing Event: S/M
Action Research, Framework Development and Policy Formulation
Activity Release of EV Battery Production Plan
[Activity Direction]

Contents: *  Engage various stakeholders with the discussions on the action plan for XEV policy
(Decree No. 55/2019) in order for the plan becomes a part of Indonesia
government’s project and is widely recognized by stakeholders.

*  Decree No. 55/2019 to be recognized by stakeholders.

Partners: Automotive industry players (industry association, OEMs, and suppliers)

Resources: Detailed action plan for implementation

Challenge: Approval from MOF on financial requirements (government incentive/subsidy)

[Responsibilities]
Responsible Agencies: CMMAILCMEA, MESDM, MBUMN, BKPM, MOI-ILMATE
Implementing Agency: MOI-ILMATE
[Major Expenses] Total(Approx.): NA
# Activity 0-5 | | Implementing Event:  SS/S
Action Research, Framework Development and Policy Formulation
Activity Measures to increase domestic sales
[Activity Direction]
Contents: + Study pros and cons of subsidies and incentives provided to a various stakeholder to
increase domestic car sales.
Study peoples’ deciding factors of buying new cars
Study historical policy operations and their effect on economic crisis
Study how increase domestic demand of automotive in order to increase production
and secure employment.

Partners: OEMs and suppliers, Research institutions

Resources: Company interviews

Challenges: ~ Technical expertise to conduct the study. Cooperation of companies.

[Responsibilities]
Responsible Agencies: BAPPENAS, CMEA, Ministry of Finance (MOF), MOI-ILMATE, MOI-
KPAIL, MOT
Implementing Agency: Ministry of Finance (MOF)
[Major Expenses] Total (Approx.): US$30,000
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# Activity 0-5 | | Implementing Event:  SS/S
Action Research, Framework Development and Policy Formulation
Activity Measures to increase domestic sales

Consultant Fee, Meeting expenses

# Activity 0-6 I | Implementing Event: ~ S/M/L
Action Research, Framework Development and Policy Formulation
Activity Technology sophistication through establishing R&D Center
[Activity Direction]
Contents: ¢ Familiarize the R&D&D incentives among auto parts suppliers and encourage them

to utilize the incentive scheme.
*  Establish government’s technical assistance service on R&D&D activities by SMEs.
¢ Plan the COE on R&D&D in line with PIDI and other Making Indonesia 4.0 related
developments.
Partners: Automotive industry players (industry association, OEMs, and suppliers)
Resources: JICA’s automotive industry development project (next phase).
Challenge: Approval from MOF on financial requirements (government incentive/subsidy)
[Responsibilities]
Responsible Agencies: CMEA) RISTEK/BRIN, MOI $JICA’s support at the initial activity
should be considered.
Implementing Agency: MOI-ILMATE, MOI-KPAII (incentive and assistance service), MOI-
BPSDMI (PIDI)
[Major Expenses] Total(Approx.): NA

| |

# Activity 0-7 | | Implementing Event:  SS/S

Action Research, Framework Development and Policy Formulation
Activity Strategy to attract investment arises by US-China Friction
[Activity Direction]
Contents: + Study the move of the tenants falling into this category from China and ASEAN
region.
Develop the strategy to attract potential companies allowing for Indonesia’s advantage.
Reflect the strategy to the investment attraction policy
Partners: WEB Marketing firm, Economic and trade section of embassy in said countries
Resources: Information from the company on critical situation
Challenges: ~ Diplomatic operation toward China and US
[Responsibilities]
Responsible Agencies: CMMAI CMEA, BKPM, MOI, MOF, MOT, MBUMN
Implementing Agency: Joint operation of MOI and other responsible agencies
[Major Expenses] Total (Approx.): NA
'WEB site preparation for gathering information, Consulting fee, Information gathering cost

# Activity 0-8 | | Implementing Event:  S/M/L
Action Quick Policy Implementation
Activity Quick Policy Implementation
[Activity Direction]
Contents: ¢ Study how to introduce the IoT supported quicker policy implementation

*  Coordination with other concerned agencies
*  Legalization by the cabinet
*  Announcement and implemented by the Government
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Partners: BAPPENAS and other policy making agencies.
Resources: Government’s present policy and precedents of other ASEAN countries
Challenge: Objection from remarkable persons and financial source of incentives
[Responsibilities]
Responsible Agencies: BAPPENAS, CMEA, MOI, RISTEK/BRIN, Minister of Communication
and Information Technology, Ministry of Education
Implementing Agency: Joint operation of MOI and other responsible agencies
[Major Expenses] Total (Approx.):  NA

4.1.2 Domain 2-1: Attract investment to auto parts industry

In Indonesia, the minimum capital required for the establishment of a foreign company is 10 billion
rupiah, and the capital stated in the articles of incorporation must be 10 billion rupiah, but the actual

capital required to be paid into the bank account is 25% of the stated capital amount.

Even if a Japanese SME with a small amount of capital wants to set up a business in Indonesia, the
amount of money required for the initial account transfer is also a big burden. For this reason, the
minimum amount of capital required to establish a company in Indonesia is overwhelmingly high when

compared to other ASEAN countries.

ex.1: (Philippines) According to the Companies Act, the minimum paid-in capital for an
export-oriented company in the Philippines is 5,000 pesos (about 10,400 yen). The
minimum paid-in capital for export-oriented companies is 5,000 pesos (about 10,400 yen)
according to the Companies Act. However, in practice, applications for incorporation are
never approved with this amount, and a minimum.

ex.2: (Thailand) The minimum capital amount for Thai companies is effectively 15 baht
(THB). Although there are no legal restrictions on the minimum amount of capital, the fact
that the par value of shares must be at least 5 baht per share & there must be at least 3

shareholders means that the minimum capital is effectively 15 baht.

Table 2.5.2 Policy Measures and Action Plan on “Attract Investment to Auto parts Industry”

Policy Measures Action Plan Ref
Overall | Attract investment to auto parts
industry
5 Backgmund [Investment Promotion of Tier2&3 Companies]
= 3 + Support industries have not been - Providing more attractive incentives for SME Activity 1-1
7} g able to accumulate. investment than in neighboring countries
< 3 + Ithas always been pointed out that + Capturing the need for relocation due to US-China
% 0%> the minimum investment (fixed friction (see Activity 07)
wn U(% assets excluding land and buildings [Lowermg the Minimum Capital Investment | Activity 1-2
g 5 & working capital for 3 months) is Monitor the voices from Tier2&3 tenants which
& 8 10 bﬂliOl’} rupiah (al?OUt 100 million have an interest to invest to Indonesia.
:? g- yen), WhICh is too high and the + Study the cases of neighboring countries (ASEAN
5 B burden is too great. countries as well as the other competitors which is
QIS attracting investment)
4 ED? [File and share company information contacted]
g Share company information which are Activity 1-3
g interested in investment to Indonesia
s [Attract FDI for increasing Export]
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Establish export strategy by model (ex. exporting Action 14
MPV and other models to target countries)
Strengthen development of MPV for export
Accelerate developing Industrial zone and attract
Tier2&3 companies to increase export of auto parts.
Capturing the need for relocation due to US-China
friction (see Activity 07 and Activity 1-1)

[Implementation of Action Plan]

Select target companies for investment Activity 1-5
Conduct investment attraction seminars Activity 1-6
Provide incentives on XEV related parts production Activity 1-7
for export
# Activity 1-1 | | Implementing Event:  SS/S/M/L
Action Investment Promotion of Tier2&3 Companies
Activity * Providing more attractive incentives for SME investment than in neighboring
countries
e Capturing the need for relocation due to US-China friction
[Activity Direction]
Contents: + Set better and more attractive incentives than Thailand and Malaysia.
- Pay special attention to incentivize to the investment on XEV, Bio Fuel, and EV battery
related.
Incentivize to Tier2&3 companies on IoT, Al based manufacturers and Slers.
Accelerate developing SEZ and attract Tier2&3 companies to increase export of auto
parts.
Partners: JETRO, Chamber of Commerce and Industry of concerned country, GAIKINDO,
GIAMM, etc
Resources: Existing law, Omnibus Law,
Challenge: Estimation of negative benefit to local service providers
[Responsibilities)
Responsible Agency: CMMIA, CMEA, BKPM, MOI, MOF
Implementing Agencies: BKPM, MOF
[Major Expenses] Total (Approx.): INR  NA
| Expenses associated with a series of discussions

# Activity 1-2 | | Implementing Event: 2022 - 2023
Action Lowering the minimum capital investment
Activity * Monitor the voices from Tier2&3 tenants which have an interest to invest to Indonesia.

Study the cases of neighboring countries (ASEAN countries as well as the other competitors
which is attracting investment)

[Activity Direction]
Contents: + Compare the minimum capital investment amount to neighboring countries.
Discuss with concerned agencies in charge (DOF, DOT, MOI etc.)
Partners: BAPPENAS
Resources: Economic impact study result
Challenge: Approval by MOF
[Responsibilities]
Responsible Agencies: CMMIA, CMEA, BKPM, MOI, MOF
Implementing Agency: BKPM, MOF
[Major Expenses] Total (Approx.): INR NA
| |
# Activity 1-3 | | Implementing Event: As Required
Action File and share company information contacted
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Activity

Contents:

Partners:

Resources:

Share company information which are interested in investment to Indonesia

[Activity Direction]

Share information on the companies visited/met and the level of their interest to invest
among different organizations involved.
Achieve smoother disclosure of import/export statistics information (from the Ministry
of Trade
Private companies and industry associations (GAIKINDO, GIAMM), Information
Service/Agencies, Indonesian Embassies overseas concerning Business and Commerce
MM prepared by circle members, Periodical input from trade statistics.

Challenges: - Establishing a circle by interested agencies to share information.

Involving financial source (such as a project from World Bank) for continuity of the circle
activities.

[Responsibilities)
Responsible Agencies: MOI-ILMATE, MOT (Export Development), BKPM, Embassy/Ministry of

State

Implementing Agency: MOI-ILMATE
[Major Expenses] Total (Approx.): INR 300 Mil (annually)

| Information Service, Management expense of the circle |

# Activity 14 | | Implementing Event: SS/S

Action Attraction of FDI Export Promotion

Activity e Establish export strategy by model (ex. exporting MPV and other models to target
countries)

*  Strengthen development of MPV for export

*  Accelerate developing Industrial zone and attract Tier2&3 companies to increase

export of auto parts.

*  Capturing the need for relocation due to US-China friction (see Activity 07 and

Activity 1-1)
[Activity Direction]
Contents: ¢ Clarify the export model/country and strategy in tandem with OEMs.

* Check import needs of target model by target country and study of competitors’ (such as
Thailand, Malaysia and Turkey) strategy.

* Provide incentives on R&D&D and export of MPV.

* Strengthen relocation attraction and contact to possible companies in US-China friction
affected countries through facilitating the embassy of Indonesia in ASEAN
region.

Partners: Indonesia Embassy in ASEAN region and in Australia. GAIKINDO, etc
Resources: Information from OEMs on marketing and export needs of each country, Information from
Embassy of Indonesia in targeting countries on relocation needs of auto industry players.

Challenge: Horizontal tie-up with Ministry of Foreign Affairs

[Responsibilities]
Responsible Agency: BKPMM, MOT, MOI, Ministry of Foreign Affairs (MOFA)
Implementing Agencies: MOI-ILMATE, MOI-KPAII

[Major Expenses] Total (Approx.): INR  NA

| Expenses associated with a series of discussions |

# Activity 1-5

| | Implementing Event: SS/S/M/L

Action
Activity
[Activity Dire
Contents:
Partners:

Implementation of Action Plan
Select target companies for investment

ction)

Select promising companies to attract using Database, etc.
BKPM

Resources: ~ BKPM, Indonesia embassies, central/local government agencies in designated country etc.
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Challenge: * Securing good information sources
* Obtaining prior information before conducting investment promotion such as
strengthening the linkage with JETRO and the chamber of commerce of each country

[Responsibilities)
Responsible Agencies: BKPM, Indonesia Embassies overseas, MOT (Export Development)
Implementing Agencies: BKPM in collaboration with Indonesian embassy of each country

[Major Expenses] Total (Approx.): INR 30 Bil (annual)

| Travel expenses including the cost of venue, updating of promotion tools etc, |

# Activity 1-6 | | Implementing Event: As required
Action Implementation of Action Plan
Activity Conduct investment attraction seminars
[Activity Direction]
Contents: Investment seminar regularly conducted in partnership with the embassy of Indonesia in
Japan
Partners: JETRO, ASEAN Center of Japan
Resources: IPAs, Indonesian Embassies overseas, central/local government agencies in designated
country efc.
Challenges:  * Having network with remarkable parsons (such as professors specialized in the
automotive industry).

* Having empirical know-how on investment promotion in Japan.
¢ GIAMM'’s continuity of local supplier profiling as the participant to matching business
session of investment promotion.

[Responsibilities)
Responsible Agencies: BKPM, MOI-ILMATE, MOT, Embassy of Indonesia in Japan
Implementing Agencies: BKPM

[Major Expenses] Total (Approx.): INR 150 Bil (annual)

Travel Expenses, venue expenses, honorarium to guest speaker, hiring of translators, cost of meeting and
setup, promotion cost .etc.

# Activity 1-7 | | Implementing Event: ~ M/L
Action Implementation of Action Plan
Activity Provide incentives on XEV related parts production for export
[Activity Direction)
Contents: Check possibility to incentivize for export.

Strengthening incentive system for export that manufactures products related to XEV
components of compact cars (e.g. sensors and actuators etc.)

Partners: Indonesian government agencies (MOF, Ministry of Transportation, etc.), Existing and
attracted tenants (investors), JCCIPI/ JETRO
Resources: Discussion with OEM and Tier] tenants in Indonesia

Challenges: ~ ® Analysis on pure procurement ratio of XEV parts.
* Preparation of impact analysis and obtaining consensus on incentives from MOF and
other government agencies.
* Institutional setup on approving/implementing/monitoring incentive provision.

[Responsibilities)
Responsible Agencies: MOT, MOI-ILMATE, MOI-KPAII, MOF
Implementing Agency: MOT
[Major Expenses] Total (Approx.): INR  NA

| Cost of research and coordination. Cost of subsidy/Incentive.
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4.1.3 Domain 2-2: Raise engineering quality, and productivity of suppliers

In order to improve the technological capabilities and productivity of small and medium-sized
suppliers, it is necessary to support the enhancement of the technological capabilities of auto parts
suppliers by attracting the base industries of developed countries, and by promoting cooperation with

local Indonesian companies (especially from Japan).

In addition, in order to strengthen the competitiveness of the Indonesian automotive industry, it is
considered necessary to attract R&D functions of Japanese companies with cutting-edge technologies.
This is because the products developed at the R&D institutions are expected to be manufactured in the
same region, which will provide an opportunity for the accumulation of new suppliers and contribute

greatly to the advancement of supporting industries in Indonesia.

Thus, strengthening the technological capabilities of local suppliers requires policies that can promote
the attraction of investment and also promote technology transfer to local companies in order to raise
the level of the industry through the introduction of foreign companies. Specifically, the following action

plans can be considered.

1. Preferential treatment for foreign capital and deregulation
@O Minimum capitalization by industry and size (e.g., for auto parts manufacturers
(small and medium-sized enterprises), lower the minimum capital and investment
amount on the condition that they form a joint venture with a local company)
@  Preferential investment policies by industry and size
2. Attracting R&D centers (tax reduction effect by increasing the maximum amount of
expenses.
3. Technology transfer to local companies (tax incentives for joint ventures based on the

premise of technology transfer)

BOX.

Backeround of “1. Preferential treatment for foreign capital and deregulation”

(D Minimum capitalization by industry and size
v In Indonesia, there are restrictions on the minimum capital and minimum investment
amount for foreign investment. In the case of Indonesia, the total initial investment the
total initial investment is less than 100 million yen, which may be a hurdle for small and
medium-sized companies that form the base of the industry.
v" In comparison with Thailand, the above barriers to entry may be a factor that hinders the
improvement of competitiveness in the automotive industry. Therefore, it would be

effective to implement partial relaxation measures according to the industries that need to

be strengthened and the size of the companies that need to be attracted.
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v’ Specifically, it would be effective to provide relaxation measures for suppliers and small
and medium-sized enterprises that manufacture high value-added automotive parts, or to

establish JVs with local companies for technology transfer.

Table 2.5.3 Comparison of regulations related to company formation

Classification Indonesia Thailand

Minimum Minimum Authorized Capital: 50 Obtaining work permits for

Capital million rupiah foreigners:

Requirement Minimum subscribed authorized For each foreigner: 2 million-baht
capital: Authorized capital (25% (about 7 million yen) capital per
minimum) foreigner is required.

Minimum capital for foreign invested
companies

2.5 billion rupiah (about 21 million
yen)

Minimum Total investment exceeding 10 billion | Investment amount restrictions under

Capital rupiah (about 85 million yen) the Companies Act

Investment excluding land and buildings None

Interview result

Minimum capital requirement
(including minimum investment
amount) is a hurdle for Japanese
companies that have not yet entered
the Indonesian market.

(from Japanese companies that have

not yet entered Indonesia)

No restrictions on minimum capital
and minimum investment, making it
easier to enter the market (compared

to Indonesia).

@ Preferential investment policies by industry and size

v In Thailand, there are preferential investment incentives such as corporate tax exemptions
and tariff exemptions on raw materials for export as investment incentives according to
manufacturing items and company size to strengthen suppliers.

v" Since investment incentives are also an important factor when considering new
investments by foreign capital, it is necessary to enhance preferential systems for specific
industries in order to strengthen competitiveness in ASEAN.

v’ Specifically, as well as restrictions on minimum capital and minimum investment, benefits
could be granted to suppliers of high value-added automotive parts and vehicle models
(MPVs, SUVs, etc.) that have an advantage in Indonesia, and preferential treatment could

be given to small and medium-sized enterprises that form supporting industries.
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Background of ‘2. Attracting R&D centers (tax reduction effect by increasing the maximum amount

v

of expenses”

In recent years, automakers have been establishing R&D centers in the ASEAN region
where they have manufacturing bases and localizing their development, design, and
evaluation functions.

One of the reasons for this is that Thailand's 2012 Master Plan for the Automotive Industry
sets out a policy of attracting development bases in order to secure a competitive advantage
in ASEAN, and has established preferential benefits.

The establishment of the R&D center is expected to introduce cutting-edge technologies
and promote the sophistication of the industry. In addition, if the new products developed
by the R&D center are manufactured in the region, it will lead to the attraction of new
supporting industries, making the attraction of R&D centers an important point.

Some major car manufacturers do not have development bases in more than one country,
and considering the fact that it is difficult to relocate R&D centers once they are
established due to their functions and facilities, early acquisition of R&D centers is
essential.

The Thai government just added a new benefit for attracting advanced technologies
including R&D centers in 2017, and it is necessary to consider preferential policies for
attracting development bases in order to improve competitiveness in ASEAN.

The new system in Thailand does not provide a direct tax exemption to companies, but
rather a tax reduction effect by raising the amount of expenses recorded in accordance with

conditions.

Background of “3. Technology transfer to local companies (tax incentives for joint ventures based

on the premise of technology transfer)”

v

As mentioned above, while the accumulation of suppliers and the introduction of
technology through the attraction of foreign companies are necessary for the upgrading of
supporting industries, technology transfer to local companies is necessary for the further
development of Indonesia's industrial base.

In addition to strengthening preferential treatment for foreign-invested companies, from the
perspective of promoting the development of local companies, it would be a method of
industrial upgrading to provide further tax incentives to companies that are willing to
transfer particularly advanced technology through joint ventures with local companies.

In addition, Indonesia's national development plan states that local companies need to be
integrated into the global supply chain in order to strengthen the competitiveness of the

industry, and technology transfer to local companies is a useful method.

Table 2.5.4 Examples of Local Business Growth in Thailand

Company Influence by Japanese Company
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Thai Summit Group(TSG)

Rapid expansion in the production of parts for Japanese
automobiles by actively introducing Japanese technology
In 2009, the company acquired Ogihara, which

manufactures molds for automobile bodies.

Siam Motors Group

Since the 1960s, the company has expanded its business
to include the manufacture of various automotive parts,
and has actively established joint ventures with Nippon
Battery, Riken, NSK, and Kayaba Industries to

incorporate Japanese technology and know-how.

Somboon Advance
Technology(SAT)

Expanding business through Japanese business with
major customers such as Mitsubishi Motors, Isuzu,
Toyota and Honda.

In order to incorporate Japanese technology, the company
has established many joint ventures such as Nisshinbo
Somboon Automotive, Yamada Somboon, and

Tsuchiyoshi Somboon.

The action plans on “Raise Engineering, Quality, and Productivity of Suppliers are as follows:

Table 2.5.5 Policy Measures and Action Plan on “Raise Engineering, Quality, and Productivity

of Suppliers”
Policy Measures Action Plan Ref
Overall Raise engineering, quality, and [Incentives for Human Resource Development] Activity 2-1
productivity of suppliers 1 Incentives on R&D&D promotions
Background (e.g., the tax reduction effect of raising the amount of
+ The introduction of high-dimensional expenses recorded according to conditions)
engineering adapted to the Digital 2 Relaxation of capital and minimum capital requirements
Transformation (DX) is required. 3 Utilization of PPDI for R&D&D and HRD
Most of R&D(&D) functions are concentrated [Technology Transfer to Local Companies]
in Thailand, jeopardizing Indonesia's position 1. Promotion of capital investment such as automation Activity 2-2
as the next generation production hub. 2. Taxincentives for companies entering into joint
PIDI will be built in Jakarta to promote the ventures on the premise of technology transfer to local
realization of Making Indonesia 4.0 and to companies, etc.
showcase it at home and abroad.
[Enhancing Kaizen Activity|
Develop Kaizen leaders Activity 2-3
Kaizen consultation to Tier 2&3 companies by
Japanese Senior Volunteer
[Preparation of Technology Database for Advanced Tier2
and 3 companies] Activity 2-4
Prepare Technology Database and display at PIDI
[Implementation of Action Plan]
1 Review and improve the contents of board Activity 2-5
exams on subjects related to auto
manufacturing
2 Upgrade tools and equipment based on newly | Activity 2-6
updated / developed curriculums to new
production technology
3 Study the possibility of lowering logistics costs Acti"fty 27
Study the possibility of lowering materials SeibEs
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costs
5 Support business matching and expansion of
local suppliers

Activity 2-9

Technology and business upgrading services will be realized through the following

processes; 1) Profiling of local suppliers and their technology level, ii) Technical support
from Tier 1 and 2 companies to local suppliers, iii) Promotion of business matching, and
lastly, iv) Capacity development of local suppliers (Kaizen, production planning, safety,

business management, etc).

# Activity 2-1 | | Implementing Event:  M/L
Action Incentives for Human Resource Development
Activity 1  Incentivize to R&D&D promotions

2 Relaxation of capital and minimum capital requirements
3 Utilization of PIDI for R&D&D and HRD
[Activity Direction]

Contents: + Review R&D&D incentives at present improve/disseminate them.
(e.g., the tax reduction effect of raising the amount of expenses recorded according to
conditions)

Relaxation of capital and minimum capital requirements

- Suppliers of high value-added automotive components
- SME:s with competitive edge.
Study how the R&D and HRD should focus on academia continuously.
Discuss how to utilize PIDI for those activities.
Partners: OEMs and suppliers, The government agencies/research institutions in charge
Resources: Company interviews
Challenges:  Although the government of Indonesia will be the main player, consultation and
promotion by the Public-Private Partnership Council will be necessary.

[Responsibilities]
Responsible Agencies: Inter- coordination of concerning directorates and research agencies under
MOI and BRIN
Implementing Agency: MOI-BPSDMI
[Major Expenses] Total (Approx.): NA
| Travel expenses to Japan, |
# Activity 2-2 | | Implementing Event:  M/L
Action Technology transfer to local companies
Activity 1.  Tax incentives for companies entering into joint ventures on the premise of technology transfer to local

companies, etc.
2. Promotion of capital investment such as automation
3. Granting capital investment incentives (As related to Activity 2-1 above)

[Activity Direction]
Contents: + Review digital and robotic production technologies in automotive manufacturing.
+ Plan corroborating activities with GAIKINDO to attract FMS experts to academic side
of Indonesia.
Study how to incentivize to the investment on FMS related activities.
Discuss how to utilize PIDI for those activities.
Partners: OEMs and suppliers, GAIKINDO, GIAMM
Resources: Company interviews (Need to hear requests from local companies in Indonesia.)
Challenges:  Possibility to link with donor’s support.
[Responsibilities]
Responsible Agencies: CMEA, MO, BRIN, MOF
Implementing Agency: MOI-ILMATE
[Major Expenses) Total (Approx.): NA
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Cost of events to work together with FMS provider, Initial research cost on FMS study, Testing equipment,
etc

# Activity 2-3 | | Implementing Event:  SS/S/M/L

Action Enhancing Kaizen Activity.
Activity 1. Develop Kaizen leaders
2. Kaizen consultation to Tier 2&3 companies by Japanese Senior Volunterr
[Activity Direction]
Contents: - Develop Kaizen leaders at 3 to 5 companies to form a group and conduct Kaizen training
using actual production processes of each company as learning materials.
Conduct Kaizen seminars to develop managers who can implement process
improvements at production site.
Include HEI researchers in the field of industrial engineering to participate in the group
learning process for documentation and hand-on learning experiences
Partners: Indonesian Automotive Industry Association (GAIKINDO), member companies (Tier 1
and 2) of Indonesian Automotive Parts and Industries Association (GIAMM), Association
of Small and Medium Automotive Components Industry (PIKKO), Indonesian
Automotive Institute (IOI)

Resources:
Challenge:
[Responsibilities]

Responsible Agencies: MOI-ILMATE, MOI-BPSDMI
Implementing Agencies: MOI-ILMATE
[Major Expenses) Total (Approx.): INR NA

| Kaizen Consultant Fee

# Activity 24 | | Implementing Event: M/L-

Action Preparation of Technology Database for Advanced Tier2 and 3 companies
Activity Prepare technology database and display at PIDI
[Activity Direction]
Contents: + Clarify and choose the useful and necessary technologies for Tier 2&3 companies.
+ Compile the technology in advanced companies and put them into a database.
Profile the successful examples in Indonesia’s company and illustrates technology
level of the company (technologies owned, facilities, human resources, technical linkage
with OEM, etc.)
Launch the on-line database for public use and investment promotion
- Display those examples and companies at PIDI
Partners: TAMM, GAIKINDO
Resources: -
Challenge: Coordination (making appointments) to obtain those information

[Responsibilities)
Responsible Agencies: MOI-ILMATE, MOI-BPSDMI
Implementing Agencies: MOI-BPSDMI
[Major Expenses] Total (Approx.): INR  NA
| Editing (fact-checking) costs, travel expenses etc

# Activity 2-5 | | Implementing Event: M/L

Action Implementation of Action Plan
Activity Review and improve the contents of board exams on subjects related to auto manufacturing

[Activity Direction]

Contents: + Hold consultative meetings with industry partners and quality assurance agencies
in ASEAN countries
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Conduct research on high education evaluation in other ASEAN countries
Improve contents of board exams on subjects related to auto manufacturing

Partners: Industry partners and quality assurance agencies in other countries (e.g. Japan
Institution for Higher Education Evaluation: JIHEE)
Resources: Consultation fee
Challenge:
[Responsibilities]
Responsible /Implementing Agencies: MOI-BPSDMI
[Major Expenses) Total (Approx.): INR  NA
| Consultants’ fee |
# Activity 2-6 | | Implementing Event: 2022 -2022
Action Implementation of Action Plan
Activity Upgrade tools and equipment based on newly updated / developed curriculums to new production
technology
[Activity Direction]

Contents: + Outline the specifications of tools and equipment that need to be procured based on
the newly updated/developed curriculums at vocational schools, colleges and
universities
Outline budget sources and develop procurement plan

Partners: Private colleges and universities, private companies

Resources: Industry partners, external consultants
Challenge: Finding sufficient budget for procurement
[Responsibilities)
Responsible / Implementing Agencies: MOI-BPSDMI, Ministry of Education and Culture
(Kemdikbud)
[Major Expenses) Total (Approx.): INR  NA

| Tools, software, and equipment |

# Activity 2-7 | | Implementing Event: M/L

Action Implementation of Action Plan
Activity Study the possibility of lowering logistics costs
[Activity Direction]
Contents: - To lower logistics costs, study the possibility of joint delivery (cooperative delivery)
and/or mixed loading, etc.
Partners: Logistics company
Resources: Sample companies for cost simulation
Challenge: Optimization system across the companies (who to initiate, lead and manage the
alternative logistic operation)

[Responsibilities]
Responsible Agencies: MOT, MOVILMATE, BKPM, Ministry of Transportation (DGST)
Implementing Agencies: MOT
[Major Expenses] Total (Approx.): INR  NA
| Consultant Fee |

# Activity 2-8 | | Implementing Event: SM

Action Implementation of Action Plan
Activity Study the possibility of lowering materials costs
[Activity Direction]

Contents: - To lower material costs, study and understand the current practices of purchasing
(material, quantity, manufacturer etc.) of major raw materials suppliers and consider the
possibility of joint purchase.

MOI initiates the initial setup (including feasibility study by auto part) and industrial
association will establish the group to join collective purchase.

App4: 16



Data Collection Survey on Automotive Industry Development in the Republic of Indonesia
Final Report: Appendix

Partners: Companies (recipient of the raw materials), Raw material suppliers
Resources: Sample companies for cost simulation
Challenge: Identifying the common raw materials among the companies.
[Responsibilities]
Responsible Agency: MO, Ministry of Energy and Mineral Resources (MESDM)
Implementing Agency: MOI
[Ma:jor Expenses] Total (Approx.): INR  NA
| Consultant Fee

# Activity 2-9 | | Implementing Event: S/M/L
Action Implementation of Action Plan
Activity

Support business matching and expansion of local suppliers (Conducting Matching Hub)
[Activity Direction]
Contents: + Foster local Slers by implementing Matching Hub (partl) event with internationally
known Slers and form JV.
Conduct Matching Hub (part2) between local Slers (above) and local suppliers which
need to introduce automated manufacturing system.
The Government subsidize a part of expenses to introduce automated manufacturing
system throughout above-mentioned activities.
Partners: Private colleges and universities, private companies
Resources: -
Challenge: Securing budget for subsidization.
[Responsibilities)
Responsible Agencies: MOI-ILMATE, MOI-BPSDMI, BKPM
Implementing Agencies: MOI-ILMATE
[Major Expenses] Total (Approx.): INR NA

| Financial resources for trade shows and incentives

4.1.4 Domain 2-3: Improve business climate to encourage investment especially for
SME:s investment, import license, and visa

In Indonesia, there is a shortage of local human resources to pass on the skills, as the employees who
teach the work also change jobs. Therefore, it is necessary to dispatch Japanese skilled workers to
transfer technology to the local employees. However, there are educational and age requirements and
work location rules for obtaining visas, and the operation of these rules is unclear. As a result, the number
of personnel dispatched from Japan has been decreasing, hindering human resource development and
factory operations. In addition, there are cases where short-term and medium-term technology transfer

and machine maintenance and adjustment are also hindered.

The Corona disaster in 2020 made it extremely difficult for Japanese employees to enter Indonesia
compared to Thailand and Malaysia, and this certainly delayed the recovery in the second half of the

year.

The following improvements on immigration management are considered necessary.

1. Relaxing the requirements for foreigners to obtain a work visa
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Contrary to the active attraction of foreign investment, the regulations on the issuance of IMTAs

(Work Permit) are too strict in line with the strengthening of the protectionist policy (ensuring work

opportunities for our own citizens).

a

The period of validity of IMTA for non-manufacturer Advisor title has been reduced from

one year to six months, making it difficult to increase the number of Manager titles.

The number of days for issuance of TAO1 by the Department of Labor and Transmigration
has been significantly increased from the previous maximum of approximately one month,
with some cases exceeding four months.

A copy of the applicant's bank balance certificate or a copy of the bankbook is required for

all VISA applications except VISA on Arrival.

2. Simplification of the procedure for obtaining a working visa

It takes a long time for the supervisory authorities to issue visas to expatriates, and in some cases the

process does not go as planned.

a  In the case of a short-term on-site support person from Japan to provide on-site support

before the start of production, it is necessary to obtain a working visa or temporary visitor

visa. However, the procedure is cumbersome, time-consuming, far from reality, and

unreasonable.

b It takes a lot of time and effort to obtain a business visa (other than a Visitor's Visa (VOA)),

and it is not possible to make an urgent business trip even if a problem occurs and an

emergency response is needed.

¢ Cable VISA (Visa Issuance Permit) is required for a Business VISA, which is a document

that must be obtained within Indonesia, and it takes time to obtain a Business VISA.

d In addition to meetings, the interpretation of VISA on Arrival, which can be obtained at the

airport, also depends on the interpretation, and needs to be improved.

Table 2.5.6 Comparison of Visa Requirements for Indonesia and Thailand

Indonesia

Thailand

Requirement of

Foreign Worker

(1) Educational background
appropriate to the position

(2) Certificate of competency for the
position or at least 5 years of work
experience

(3) Submission of a written pledge to
transfer knowledge and technology to
Indonesians.

(3) Submission of a written pledge to
transfer knowledge and skills to

Indonesian employees.

(1) Basically, there are no clear
requirements for foreign workers in
terms of educational background or
work experience.

(2) Although there are no explicit
requirements for educational
background, submission of a
graduation certificate is required, and
the decision will be made based on a
comprehensive assessment of work

experience and other factors.
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(4) Foreign workers who have been
working for more than 6 months must
have a taxpayer identification number
(NPWP) and join the social insurance
system (BPJS).

(5) Enrollment in insurance of

Indonesian insurance company

Policy toward
Industrial Human

Resources

v' The employer company shall first
obtain the approval of the
Recruitment Plan for Foreigners
(RPTKA) (see description under
"Regulation of Employment of
Foreigners") and then apply for
IMTA to the Director General of
the Department of Foreign Labor
Employment Management,
Directorate General of Labor
Placement, through the "Foreign
Workers Online" of the Ministry
of Labor.

v' The IMTA is valid for a
maximum of one (1) year, which
may be extended depending on
the RPTKA.

<Requirements for IMTA application

>

(1) Letter of Approval from RPTKA,

(2) Passport of the foreign worker, (3)

Proof of payment of DKP-TKA, (4)

Color photograph (5) Letter of

appointment of the Indonesian

(successor) to the foreign worker (6)

Graduation certificate of the foreign

worker (7) Resume of the foreign

worker (8) Draft employment contract

(9) Insurance certificate from the

insurance company incorporated in

Indonesia

v" In 2017, the Thai government set
up a new framework for foreign
professionals called "Smart Visa".
Specifically, foreign experts and
investors in 10 specific industries
that Thailand has identified as
priority industries will be granted
four-year residence permits and
relief from periodic reporting
requirements. The ten specific

industries are as follows;

(1) Next-generation automobiles, (2)
Smart electronics, (3) Medical and
wellness tourism, (4) Agriculture and
biotechnology, (5) Advanced food, (6)
Robotics, (7) Medical care, (8)
Aviation and logistics, (9) Biofuels

and biochemistry, (10) Digital

v" The Board of Investment of
Thailand (BOI) has been
accepting applications since
February 1, 2018 and expects to
receive about 1,000 applications

per year.
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Other problem faced by Japanese companies is the frequent rejection of certificates of origin when
using preferential tariffs such as those in Economic Partnership Agreements (EPAs) and Free Trade
Agreements (FTAs). Certificates of origin are checked by the customs of the importing country in
accordance with the respective agreements, but in Indonesia in particular, there is a strict practice of
denying certificates of origin if the information on the certificate of origin does not exactly match the
invoice. In addition, special care must be taken when the goods leave the port of origin and are

transshipped in a third country before entering Indonesia.

In addition to the standards for the goods themselves, there are also standards for shipping in each
agreement regarding certificates of origin, and if unpacking is carried out during the process, it could be
a factor in the loss of origin status. Indonesia is particularly strict about this, and in some cases, when
transshipment of goods is involved at a port in the third country, even if the goods are not unpacked, a
non-processing certificate issued by the authorities at the transshipment site is required. The procedures
for issuing such a non-processing certificate are different at each transshipment point, and the procedures
are complicated. Issuance of such certificates is relatively easy in Singapore, but in many other
transshipment destinations, the issuance of such certificates is not required. In the absence of a non-
processing certificate, there have been a number of cases reported in which Indonesian customs denies

a certificate of origin.

There have also been problems with customs officials making decisions on customs clearance of
cargoes with different tariff classifications than they have in the past, resulting in the collection of

additional taxes.
The action plans and affiliated activities fall into this domain are the followings;

Table 2.5.7 Policy Measures and Action Plan on “Improve Business Climate to Encourage

Investment especially for SMEs Investment, Import license, and Visa”

Policy Measures Action Plan Ref
Overall Improve business climate to [Improvement of Immigration Management for
encourage investment especially Foreign Experts (engineers, researchers, and
for SMEs investment, import management staff)]
license, and visa Clarification of standard for obtaining visa: .
educational background, age, period of stay, etc. Activity 3-1
Background of Trade Barriers and by numerical values in the regulations of the
Greenline Treatment Minister of Manpower (Eliminate the discretion
of the person in charge)
The following issues have become Relaxation of visa requirements Activity 3-2
apparent. Other adjustment
[Review of trade barriers] Activity 3-3
Imports of goods that do not meet Proper application of national standard (ex. Activity 34
Indonesian standards cannot be Application of high-tensile steel) ctivity
imported, and even if they meet the Appropriate safety standard inspections
standards, if they are produced Proper operation in customs
domestically, they are applied to high . [Expansion of the Approval System for Green
. Line Treatment]
tariff products. ..
Disseminate the status of usage of Green Line Activity 3-5
and MITA Line in order to expand the approval
system of such privilege.
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Non-processing certificates are strictly [Implementation of Action Plan]
required for transshipment at the time of Set up “Direct Appeal Site” on BKPM Website | Activity 3-6
importation. to gather request from related investors.
Bribery is rampant in customs. Discussion/review of Omnibus Law by
representative chamber of commerce from
abroad
X SNI and ISO are controlled by Badan Rental factory for small sized investors
Standardisasi Nasional (BSN). The SNI is, in Establish a collaborative working group and Activity 3-7
principle, a voluntary standard, but from the Support the collaborative working group’s .
standpoint of safety, health and environmental activities Activity 3-8
protection, the relevant ministries and other Regular review of safety/environmental standard
government  agencies  impose  compulsory
application of the SNI in some cases, and the Activity 3-9

products subject to the SNI are not allowed to be
distributed in the country unless they are SNI-
certified. For businesses that do not have a
manufacturing base in Indonesia, the system imposes
a heavy burden on them in terms of time and cost for
screening.

For items with the name of the ISO or [EC
standard next to the SNI number, the ISO or IEC
accreditation standards are applied directly to the
SNI. As this is not a mutual recognition system, SNI
registration is required even if the company has ISO
or IEC certification.

Activity 3-1 |

| Implementing Event: S/M/L

Action
management staff)
Activity

[Activity Direction]
Contents:

Improvement of Immigration Management for Foreign Experts (engineers, researchers, and

Clarification of standard for obtaining visa: educational background, age, period of stay,
etc. by numerical values in the regulations of the Minister of Manpower (To eliminate the
discretion of the person in charge)

(1) Specify that the final educational background of foreign engineers in the
manufacturing industry is a high school or technical college degree.

(2) Specify work permit for foreign engineers aged 60 and over.

(3) Specify that foreign engineers who meet visa requirements are allowed to stay
for more than one year.

Partners:

GIAMM, etc

JETRO, Industrial Association of concerned commodity, Chamber of Commerce and
Industry of concerned country, GAIKINDO, member companies (Tier 1 and 2) of

Resources:

The Labor Law (Law No 13 of 2003)

Challenge: NA

[Responsibilities]
Responsible Agencies:

Ministry of Manpower (MOM), BKPM, MOI, Ministry of Law and Human
Rights (MOL)

Implementing Agencies:

(same as above)

[Major Expenses)

Total (Approx.): INR  NA

| Expenses associated with a series of discussions
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# Activity 3-2 | | Implementing Event: S/M/L

Action Improvement of Immigration Management for Foreign Experts (Engineers, researchers, and
management staff)
Activity Relaxation of visa requirements
[Activity Direction]
Contents: (1) For engineers who work or stay for a short period of time for the purpose of
providing technical guidance to local personnel.
(2) Eliminate or relax educational background and age requirements for visa
issuance, allow a broader period of stay, and relax IMTA work site rules.

Partners: RPTKA, BKPM, GAIKINDO, JETRO, Chamber of Commerce of each country
Resources: Company interviews
Challenges:  Possibility to link with donor’s support.
[Responsibilities]
Responsible Agencies: Ministry of Manpower (MOM), BKPM, MOI, RISTEK/BRIN, MOL,
MOFA
Implementing Agencies: (same as above)
[Major Expenses] Total (Approx.): NA

| Cost for internal research, Cost for adjustment of inter-agencies.

# Activity 3-3 | | Implementing Event: S/M
Action Improvement of Immigration Management for Foreign Experts (Engineers, researchers, and
management staff)
Activity Other adjustment
[Activity Direction]

Contents: (1) Coordination among Ministry of Foreign Affairs, Ministry of Labor and
Migration, and Ministry of Industry regarding VISA requirements
(2) Coordination between the Ministry of Foreign Affairs of Indonesia and the
Ministry of Foreign Affairs of Japan

Partners: RPTKA, BKPM, GAIKINDQ, JETRO, Chamber of Commerce of each country
Resources: Company interviews
Challenges:  Possibility to link with donor’s support.

[Responsibilities]
Responsible Agencies: Ministry of Manpower (MOM), BKPM, MOI, MOL, MOFA
Implementing Agencies: Same as above

[Major Expenses] Total (Approx.): NA

| Cost for internal research, Cost for adjustment of inter-agencies. |

# Activity 34 | | Implementing Event: SS/S/M/L
Action Review of Trade Barriers
Activity 0 Proper application of national standard (ex. Application of high-tensile steel)

Appropriate safety standard inspections
Proper operation in customs

[Activity Direction]
Contents: *  Aline existing issues and problems on application of national standard by
industrial group and chamber of commerce of concerned party.
*  Grasp the root cause laid in Indonesia side and find solution to solve this issue.
+  Legalize this solution. (Logistics companies and importers need to understand
the provisions for applying preferential tariffs in EPAs/FTAs, the provisions for
classification of goods and the system for determining customs valuation.)

Partners: JETRO, Industrial Association of concerned commodity, Chamber of Commerce and
Industry of concerned country, GAIKINDO, member companies (Tier 1 and 2) of
GIAMM, etc

Resources: SNI and ISO controlled by Badan Standardisasi Nasional (BSN)
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Challenge: Dissemination to field level, Corruption of costoms
[Responsibilities]
Responsible Agency: MOT, MOI-ILMATE, MOF
Implementing Agencies: MOT
[Major Expenses) Total (Approx.): INR  NA

| Expenses associated with establishing a collaborative working group |

In import procedures, logistics companies or importers frequently face the following problems: (1) customs officials
deny the certificate of origin submitted by the importer, which prevents the importer from receiving preferential tariffs
under the EPA/FTA; (2) when there is a discrepancy between customs officials and the importer regarding the HS
code or customs valuation, customs officials determine the tariff rate or customs valuation, and the importer is subject
to administrative penalties in the form of additional import taxes or fines. or customs valuation, and at the said
valuation, the importer pays additional import tax or receives administrative penalties in the form of fines.

# Activity 3-5 | | Implementing Event: M/L

Action Expansion of the Approval System for Green Line Treatment
Activity Disseminate the merit of Green Line and MITA Line system.
[Activity Direction]
Contents: . Announce the procedure of obtaining privileged custom service and disseminate the

effect to the tenants in Indonesia.
Disseminate of the name of forwarder and custom dealer who have good experiences
on green lane approval.
Prepare case book of the green lane treatment approval dealt by Japanese tenants
in Indonesia and promulgate these cases widely.

Partners: JETRO, GAIKINDO, member companies (Tier 1 and 2) of GIAMM
Resources: Meeting room at MOI/BKPM
Challenge: -
[Responsibilities]
Responsible Agency: BKPM, MOT, MOI-ILMATE
Implementing Agencies: MOT
[Major Expenses) Total (Approx.): INR  NA

| Expenses associated with establishing a collaborative working group |

The number of days required for each category of customs ¥ Green channel (lane), this channel is
clearance at the Port of Tanjung Priok ’

intended for exporter/importer with a good
Customs clearance . The number of .
s Operation ) track record and the export/import
classification days required | . modities are low risk. Physical inspection

Red Line Take-off Inspection 49 of goods may be carried out if selected as
Yellow Line Document Inspection 2.5| random sampling by the system or customs
Green Line None 0.07| intelligence indicates requirement for further
MITA Line None 0.06| inspection of the goods.

Source) JETRO (as of December 2016)

# Activity 3-6 | | Implementing Event: As required
Action Implementation of Action Plan
Activity 1  Set up “Direct Appeal Site” on BKPM Website to gather request from related investors.

2  Discussion/review of Omnibus Law by representative chamber of commerce from abroad
[Activity Direction]
Contents: * Monitor investors (companies invested) and facilitate the access with them to obtain their
needs through establishing “On-line Direct Appeal Site”.

Comprehend the contents of Omnibus Law issued on Oct. 5 2020 and use it in optimal
manner.

Use MarkLines, etc. effectively when searching for such companies in the supporting
industries.
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Partners: BRIN (technical support to refer technology), GAIKINDO, GIAMM
Resources: Information database (ie. MarkLines), Needs survey from OEM and Tier 1-3 companies
Challenges:  + Conducting one-on-one meeting and attracting designated company (conducting a new
style of investment attraction)
Close linkage among players.

[Responsibilities)
Responsible Agencies: BKPM, MOI-ILMATE, Embassy of Indonesia in Japan
Implementing Agencies: BKPM

[Major Expenses] Total (Approx.): INR 1.5 Bil (annually)

| Travel Expenses, Expenses for the use of MarkLines, Translator in Japan |

$¢Omnibus Law outline: The national sectoral minimum wage will be abolished and the setting of minimum wages

will be left to local governments. It will also reduce the maximum severance payment from 32 months' salary to 19
months' salary while extending the unemployment insurance benefits paid by the government for six months. In
addition, overtime will be allowed up to four hours a day, or 18 hours a week, and weekly holidays will be reduced
from the current two days to one day. The government has also expanded the scope of work that can be outsourced
and that can be performed by expatriates.

# Activity 3-7 | Implementation of Action Plan | Implementing Event: As required
Action Implementation of Action Plan
Activity Rental factory for small sized investors

[Activity Direction]

Contents: * Rent out small sized factory for test running of production.
+ Provide rental equipment and product test centers used collectively with small sized
investors and local suppliers.
Provide one-stop registration etc. which secure earliest start of operation by SME

investors.
Partners: Industrial park operators
Resources:  Information on designated investors, MOI/BKPM/Private sector WEB sites
Challenge: - Customizing the factory based on SME’s specific needs

Establishing business network with private sector
Establishing institutional setup to support private industrial park operator

[Responsibilities)
Responsible Agencies: BAPPENAS, MO, private industrial park
Implementing Agencies: MO, private industrial park
[Major Expenses] Total (Approx.): INR  NA

| Subsidy for renting factory, Rental equipment

# Activity 3-8 | Implementation of Action Plan | Implementing Event: M/L

Action Implementation of Action Plan
Activity Establish a collaborative working group and Support the collaborative working group’s
activities
[Activity Direction]
Contents: + Organize a collaborative working group, and regularly hold meetings led by the chair
selected in the group.
Conduct regular information exchange and study sessions on buyers’ needs in terms of
both core production technologies, production management technology, and any other
issues that affect their relationships with local suppliers

Conduct research on external factors, such as listed below, that affect local suppliers:

»  Supply and value chains of major sectors that supply parts to the auto and auto
parts industry to validate reported issue of a lack of locally-sourced raw materials
and to identify materials or components that have higher potentials to be procured
domestically,

»  Ease of access to finance and government supports such as R&D grants, and

»  New technology for the auto and auto parts manufacturing.

Study items that are currently produced by FDI companies that can be outsourced to
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local companies (e.g. Resin painting and ED coating) and list up companies that provide

such services.
Develop policy recommendations based on the information shared and researched
Partners: GAIKINDO, member companies (Tier 1 and 2) of GIAMM,
Resources: Research expenses
Challenge: -
[Responsibilities]
Responsible Agency: BKPM, MOI
Implementing Agency: MOI
[Major Expenses] Total (Approx.): INR  NA

| Research expenses, meeting expenses

# Activity 3-9 | | Implementing Event: L
Action Implementation of Action Plan
Activity Regular review of safety/environmental standard
[Activity Direction]
Contents: - Review regulations related to safety and environment protection.

Dispatch monitoring and advisory teams to enforce pollution control and safety,
especially in the area of Resin painting and ED coating waste fluids and welding.

Partners: NGO agencies concerned with environment, Ministry of Environment and Forestry
Resources:
Challenge: Finding appropriate talents and enforcement

[Responsibilities)
Responsible Agencies: MO, BSN and BPPT under BRIN, Ministry of Environment and Forestry
Implementing Agency: National Standardization Agency (BSN)

[Major Expenses) Total (Approx.): INR  NA

| Travel expenses and meeting expenses |

4.1.5 Domain 2-4: Creation of automotive Industrial belt in Northern part of Java

% Infrastructure related projects are out of scope.

Table 2.5.8 Policy Measures and Action Plan on “Creation of automotive Industrial belt in

Northern part of Java”

Policy Measures Action Plan Ref
Overall Creation of automotive Industrial [Development Direction]
belt in Northern part of Java + Check progress and monitor the effectiveness of NA
concerned infrastructure projects.
v' Highways (from Semarang to Tegal, Surakarta
and Surabaya)

v" Railway Project (Cilbon-Sumaran)

v" Kendall Industrial Park (dedicated automobile
port, assembly plant attraction, imported vehicle
center)

[Implementation of Action Plan]
* Raise awareness about the government’s NA
infrastructure development policies
Accelerate utilization of Patimban New Port
Improve access road to seaports and airports
Develop power sources
Develop more industrial parks to accommodate
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new investments

Background
1. Institutional Aspects:

The administration is modal and inter-modal links are weak.
Some administrative entities are regulatory bodies and supplying traffic services at the same time.
Customs clearance takes time, notifications are unclear and rules change frequently.

2. Physical Aspects :

Industrial concentration is concentrated in the eastern part of Jakarta (Bekasi and Karawang provinces), causing
congestion on the Jakarta-Cikampek road.

All trade cargoes are concentrated in Tanjung Buriok Port. Container dwell times are long.

Truck-dependent land transport. There is a potential shift to rail for longer distances.

Inadequate use of dry ports in Cikarang (Bekasi province) and Gedevage (Bandung city).

Intercity highways are not well developed.

Cold chain (cold transport) is not sufficiently developed and cold containers may not be available.

* The study on infrastructure development is out of scope of the Project

4.1.6 Domain 2-5: Factory management and production engineering skills development
(ability to improve/ design process, etc)

This Domain is highly related to Domain 2-2 and has many common action plans and activities. It

also has a strong relationship with the action plans shown in the other Domains.

a) Expand Automotive Industry Course run by Polytechnical College

Indonesia will need more than double the number of workers and engineers by 2030 compared to
2015. On the other hand, SMK-Polytechnic is a source of human resources to support Indonesia's
supporting industries. However, SMK-Polytechnic has not been able to produce the quality of human
resources expected by the industry due to issues such as the curriculum not being practical and the low
quality of teachers. While the development of human resources at the worker level can only be achieved
through the improvement of primary education in Indonesia, the enhancement of the educational content
at Polytechnic will contribute to the development of mid- to upstream engineers who will support the

automotive industry.

Currently, STMI is the only polytechnic with an automotive department, and it has only 200 graduates.

This number should be increased to at least three schools with 1,000 graduates.

Box. Interview with a Japanese Company
According to the interviews with companies in this survey, the following opinions were
heard.
It is difficult to attract engineers, and even high school graduates lack knowledge of
electricity and machinery.

The operator class has fundamental problems such as not being able to do

calculations and not knowing how to clean. Employees who work as workers are
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too poorly educated to begin with, not in terms of education and academic skills.
Workers have almost no skills, so it is more efficient to train them yourself.

In comparison with Japan, education up to university is probably about 10 years
behind. There is a gap between the skills cultivated in school and actual business,
but the level of technical high schools in Indonesia and Japan is different, so we
should not think that they are the same.

b) Quality Upgrading
Improving the quality and productivity of manufacturing through factory IoT (Internet of Things) and

product IoT.
Chall
‘ Adoption of automation machinery to industry ‘ allenges
I Having the right approach and strategy
‘ Market expansion of industrial electronics ‘ to promote automation machinery in
i facturing system.
Factor (mechatronics) manu
U —
loT
‘ Accumulation of supporting industries ‘ Building supporting industry.
I - Service engineering
i X . - Replacement parts
Industrial electronics production hub of ASEAN - Disposal supplies
e - Programming /system integration
‘ Electronics parts production hub ‘
= Having sufficient supply of engineers
Product . . with practical skills.
loT Car electronics production hub - Mechatronics
e - Automation
- Process engineering
‘ Enhancement of consumer electronics ‘ - IC design etc.

4'

‘Automotive H AutoParts H Electronics ‘

Source: Survey on Promotion for Globally Competitive Industry in Indonesia (JICA, 2017)

Figure 2.5.2 Image of Quality Upgrading
In its roadmap aiming for "Industry 4.0", the Indonesian government has set "doubling productivity
relative to labor costs" as one of its goals of "Making Indonesia 4.0". In doing so, the need for

automation using robots and other means is expected to increase.

There are few such Sler and Line Builder'> companies in Indonesia, including Japanese and local
companies, and it is necessary to attract and train Slers and Line Builders in order to improve the quality

of suppliers' products.

¢) FMS based HRD
Industry 4.0 offers new opportunities to improve the efficiency of resources and processes by

combining information and communication technologies such as autonomous robotics, Internet of

> The "System Integrator (Sler)," who identifies factory specifications and builds the production line system using robots
and processing machines to meet those specifications, and "Line Builder," who prepares unsolicited proposal including
designs the production line, receives orders for the entire production line, and provides it after optimizing the entire system.
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Things, cloud computing, big data, augmented reality, and additive manufacturing. The FMS is a factory
production system that enables the manufacture of small quantities of a wide variety of parts, where

manufacturing operations are automated'®.

Teaching Factory is one of the work-based learning models in which students learn marketable skills.
The benefits of Teaching Factory are: 1) Giving students the opportunity to practice their skills in
teaching factory activities, ii) Direct involvement of students in the entire process could have contributed

to the development of entreprencurship.

Learning Factory, with its real-world systems, is often used to train students a new set of competencies
through practical and direct experience. Therefore, Learning Factory can make a great contribution to

improving the ability of students in industrial engineering.

d) Implementation of Action Plan
The FMS should be combined with the Teaching Factory and Learning Factory to educate students.
Furthermore, in order to implement the Action Plan, it is necessary to utilize aid from international

donors and bilateral ODA, as it is believed that Indonesia lacks sufficient resources to do so.

For the time being, the Teaching Factory and Learning Factory can be started with the cooperation of
major OEMs, but eventually it will be appropriate to position them as part of the ongoing PIDI functions.

Considering the importance of introducing a Flexible Manufacturing System (FMS) and the fact that
Indonesia does not have sufficient technical resources to promote this, JICA Study Team proposes the
implementation of the Matching Hub project using Japanese ODA as a Pilot Activity. The Matching
Hub is a short-term activity to promote production automation by matching Indonesian Slers and Line
Builders with local suppliers who have production automation as their goal. The details of the Matching

Hub project are shown in the main report.

Table 2.5.9 Policy Measures and Action Plan on “Factory management and production

engineering skills development”

Policy Measures Action Plan Ref
Overall Factory management and [Expand Automotive Industry Course run by
production engineering skills Polytechnical College]
development (ability to
improve/ design process..etc) 1 D4 and Recurrent Education Activity 5-1
Background * Strengthening STMI, POLMAN, ATMI efc. and
* Making Indonesia 4.0 does not see a way increase engineer graduates from 5,000 to 20,000/year
to incorporate digitalization and 2 Develop an OJT training plan on processing Activity S-2
automation technologies. technologies at Polytechnical College
In the implementation of Making

Tndonesia 4.0, there is a shortage of h 3 Provide training and seminars on in-demand processing

resources that can handle digitalization and slfﬂls 1dent1ﬁ?d
robotization. [Quality Upgrad“‘g] . ) Activity 5-3
Shortlist technologies to improve

16 The system consists of automated manufacturing equipment and machinery such as industrial robots, transfer equipment
and facilities such as automated guided vehicles and automated warehouses, and a system that controls the entire
production process by connecting them via a network, thereby reducing facility downtime and improving production
efficiency.
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Implementation of Making Indonesia 4.0 * Strengthening/Expanding of Industry 4.0 based
(linkage between this domain and the education (Upgrade the level of teachers)

ﬁmctions' of PIDI) thr_ough the + Conduct seminars for technology sophistication
construction of PIDI is expected. * Support the procurement of equipment and machinery
In cooperation v.mth PIDL, German agd [FMS based HRD)

French companies are already preparing to Functionalizing “Learning Factory” and “Teaching
£0. Factory”.

+ Introduction of FMS through industry-academic
collaboration (supported by a pilot activity “Matching
Hub”)

[Implementation of Action Plan]

Activity 54

Activity 5-5

Partnering with Japanese companies to promote digital
technology and robotics in manufacturing as required
by Making Indonesia 4.0 (supported by a pilot activity
“Matching Hub”)
Provide training and seminars on in-demand
pmcessmg skills identified
Improving student-level engineering skills
\/ Strengthen plant management and
manufacturing technologies by proactively
utilizing the various ODAs provided by Multi-
National and Bilateral Donors.
Strengthening engineering skills through PIDI
(leveraging the five pillars of PIDI)

(Activity 5-5)

Activity 5-6

NATIONAL EDUCATION SYSTEM

Eng. Technologist & App. Science
APPLIED DOCTOR

S3
APPLIED MASTER

| s2

EXERT P
/ D4 |
ML EXPERT :“ r‘—‘

. A\ younc \ /
/ Technician XPERT b - MI‘ y

EMBANTU

DOCTOR

S3

MASTER
S2

BACHELOR

Source: STMI

Figure 2.5.3 Supplementary figures for Activity 5-1 and Activity 5-2

# Activity 5-1 | | Implementing Event: S/M/L-
Action Expand Automotive Industry Course run by Polytechnical College
Activity D4 and Recurrent Education (Utilize and strengthen SMK/Polytechnic Program )
[Activity Direction]
Contents: D4 and Recurrent Education
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# Activity 5-1 | | Implementing Event: S/M/L-

Action Expand Automotive Industry Course run by Polytechnical College

Activity D4 and Recurrent Education (Utilize and strengthen SMK/Polytechnic Program )
Strengthening STML, POLMAN, ATMI etc. and increase engineer graduates from 5,000 to

20,000/year
- Use of the SMK/Polytechnic Program budget
Establishment of new SMKs and polytechnics and upgrading of facilities
Sharing of know-how and horizontal development of SMKs in industrial parks
(MM2100, etc.)
Consideration of collaboration strategies between SMKs/polytechnics and
Japanese companies according to their regions and departments

Partners: Government and Public-Private Partnership Council of Indonesia
Resources: Interviews to the government agencies
Challenges: Cooperation by private sector
[Responsibilities]
Responsible Agencies: Ministry of Education (MoE) ,MOI-BPSDMI
Implementing Agency: MoE, MOI/ BPSDMI
[Major Expenses] Total (Approx.): INR  NA
| Consultant Fee
# Activity 5-2 | | Implementing Event: M/L
Action Expand Automotive Industry Course run by Polytechnical College
Activity Develop an OJT training plan on processing technologies at Polytechnical College
[Activity Direction]
Contents: + Improving the curriculum to be more practical by shifting from a classroom-based

curriculum to one that emphasizes practical skills

(D Development of teaching materials that reflect the needs of industry

@ Sharing the internal training and evaluation systems of Japanese companies
Dispatch students to Japanese companies for internships (to gain work experience)
Provide training and seminars on in-demand processing skills identified

Partners: Government and Public-Private Partnership Council of Indonesia
Resources: Intention of Polytechnical schools
Challenge: Cooperation from private sector, especially Japanese tenants in Indonesia
[Responsibilities]
Responsible Agencies: MOI-ILMATE, MOI-BPSDMI, RISTEK-BRIN,
Implementing Agency: MOI/BPSDMI
[Major Expenses] Total (Approx.): INR  NA
| Seminar expense
# Activity 5-3 | | Implementing Event: SM
Action Quality Upgrading
Activity Choose necessary technology and implement education both at academia and at businesses
[Activity Direction]
Contents: + Shortlist technologies to improve

Strengthening/Expanding of Industry 4.0 based education

v" Dispatch of lecturers from companies to SMK/Polytechnic (implementation of
practical classes)

v" Dispatch of faculty members to companies for internships and leamning of
advanced technologies at companies

Conduct seminars for technology sophistication

Support the procurement of equipment and machinery

Partners: Government, Academia, and Public-Private Partnership Council of Indonesia

Resources: Intention of Polytechnical schools

Challenge: Cooperation from private sector, especially Japanese tenants in Indonesia

[Responsibilities]
Responsible Agencies: RISTEK-BRIN, MOI-BPPI, MOI-BPSDMI
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Implementing Agency: MOI/BPSDMI
[Major Expenses] Total (Approx.): INR  NA
| Seminar expense

[Processing Technologies]

# Activity 54 | | Implementing Event: S/M

Action FMS based Human Resource Development

Activity Develop a training plan based on the needs on processing technologies and flexible manufacturing system

(FMS).
[Activity Direction]
Contents: - Based on the meeting results with line agencies and research on the topics below,
identify the most in-demand skills and technologies.
» What technologies are accumulated in each value chain
» Current state of locations of R&D functions.

Map out human resources (=experts and trainers from OEMs and Tier 1 and 2
companies as well as government organizations) that are domestically available to
conduct training on topics identified.
Functionalize “Learning Factory” and ‘““Teaching Factory” in the training designed
(refer to Activity 7-4).
Based on the training plan developed in Activity 54 above, implement training activity
under the initiative of IMATAP.
»  Firm-level consultation and training
»  In-class seminars
Support the private sector to access government grants or schemes necessary to obtain
necessary resources
Map out various schemes available to support the plan (e.g. Balik Scientist Program
by LIPI, LIPI Grants-In-Aid Program, and technical assistance projects by donor
countries)
Note: Areas of training that may be needed in Indonesia are: pattern making techniques
(casting and forging), precision aluminum die casting, use of CAD/CAM in
machining, molding techniques to be used for engineering plastic products, and energy
efficient and cleaner production technologies

Partners: GAIKINDO, member companies (Tier 1 and 2) of GIAMM, PIKKO, IOI
Government and Public-Private Partnership Council of Indonesia
Resources: Study result by JICA

Challenge: Trans-agency implementation in Indonesia
[Responsibilities]
Responsible Agencies: MOI-BPSDMI, MOI-ILMATE
Implementing Agencies: MOI-BPSDMI
[Major Expenses) Total (Approx.): INR NA

| Meeting expenses, research expenses |

# Activity 5-5 | | Implementing Event: SS/S/M
Action FMS based Human Resource Development
Activity Introduction of FMS through industry-academic collaboration (supported as a pilot activity
“Matching Hub”)
[Activity Direction]
Contents: + Cultivate local Sler and Line Builder by matching with Japanese advanced players.
+ MOI organizes “Matching Hub” to meet Slers and local suppliers who want to
introduce automated manufacturing system into their factory.
Conduct Matching Hub project
* Map out technical upgrading needs in terms of machinery and equipment
based on the study conducted by Sler and/or Line Builder.
Outline loan schemes accessible to SMEs in Indonesia
Develop subsidies (government guarantee loan schemes) for equipment and
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# Activity 5-5 | | Implementing Event: SS/S/M
Action FMS based Human Resource Development
Activity Introduction of FMS through industry-academic collaboration (supported as a pilot activity
“Matching Hub”)
machinery that enables mass production and are in line with the needs
identified and facility.
Announce the schemes and start the implementations
The Government of Indonesia subsidizes the cost of automation of local supplier
when automation plan was implemented.
Partners: GAIKINDO, member companies (Tier 1 and 2) of GIAMM, donor agencies
Resources: Recommended to implement under JICA7s technical assistance
Challenge: Subsidy funding by the GOI
[Responsibilities)
Responsible Agencies: MOI-BPSDMI, MOI-IMATAP
Implementing Agencies: MOI-IMATAP, IO, STMLI,
[Major Expenses] Total (Approx.): INR Mil

| Expenses arose for JICA project, Subsidy to local suppler |

# Activity 5-6 | | Implementing Event: M/L
Action Implementation of Action Plan
Activity Provide training and seminars on in-demand processing skills identified
[Activity Direction]
Contents: + Based on the training plan developed in 3-2-1, implement training under the
initiative of the private sector.
»  Firm-level consultation and training
»  In-class seminars
Support the private sector to access government grants or schemes necessary to
obtain necessary resources
Implement the training
Improving student-level engineering skills
Strengthen plant management and manufacturing technologies by
proactively utilizing the various ODAs provided by Multi-National and
Bilateral Donors.
Partners: GAIKINDO, member companies (Tier 1 and 2) of GIAMM, LIPI, donor agencies,
International/Bilateral donors
Resources: Recommended to utilize JICA’s supporting scheme
Challenge: Support by donor

[Responsibilities]
Responsible Agencies: MOI-BPSDMI (in charge of Industry 4.0 Center/ PIDI)
Implementing Agencies: MOI-BPSDMIR&D under MOl i.e. ASTI and MIRDC

[Major Expenses) Total (Approx.): INR Mil

Expenses relating to bringing in experts (honorarium, travel expenses, accommodation etc.), seminar
expenses, coordination expenses

4.1.7 Domain 2-6: Promotion of R&D&D investment and transfer of R&D&D
capability to local through incentives for R&D&D

In recent years, automakers have been setting up R&D centers in the ASEAN region where they have
manufacturing bases and localizing their development, design, and evaluation functions, but a

comparison of the status of development bases established by major automakers shows that even those

App4: 32



Data Collection Survey on Automotive Industry Development in the Republic of Indonesia
Final Report: Appendix

OEMs and Tierl companies with manufacturing and sales bases in Indonesia often have development

bases in Thailand as well.

One of the reasons for this is that Thailand's 2012 Master Plan for the Automotive Industry sets out a
policy of attracting development bases in order to secure a competitive advantage in ASEAN and has

established preferential benefits.

The establishment of the R&D center is expected to introduce cutting-edge technologies and promote
the sophistication of the industry. In addition, if the new products developed by the R&D center are
manufactured in the same region, it will attract new supporting industries. Thus it will become an

important measure to attract R&D centers.

Some of the major OEMs do not have development bases in more than one country and considering
the fact that it is difficult to relocate R&D centers once they are established due to their functions and

facilities. Allowing for this circumstance it is imperative to attract R&D center immediately.

In the year 2017, the Thai government has just added a new benefit for attracting advanced
technologies including R&D centers, and Indonesia needs to consider preferential policies for attracting

development bases in order to upgrade competitiveness in ASEAN.

Indonesia's Ministry of Finance promulgated Finance Minister Regulation No. 153 of 2020 on
October 9, 2020, effective immediately. The regulation introduced a super tax reduction system that
exempts research and development (R&D) expenses from corporate tax for 105 items from specific 11
sectors. The provision is a subdivision of Decree No. 45 of 2019, which provides for large-scale tax

breaks for human resource development and R&D investment.

Eligible companies will be able to deduct 100% of their R&D expenses from their gross
income, and up to an additional 200% if they meet the following conditions

50%: If the company registers a patent or other intellectual property in Indonesia as a result
of research and development.

25%: In the event that the above domestic intellectual property is also registered abroad.
100%: When the research and development has reached the commercialization stage.

25%: If the research or development has reached the licensing or commercialization stage
and is conducted in collaboration with a government research and development institute

and/or an Indonesian higher education institution.

However, according to actual interviews with companies, the expectation of this incentive is low
especially among Tier 2&3 suppliers by the reasons below, and the effectiveness of this measure
seems to be uncertain.

Lack of familiarity with the application process

Lack of sufficient technical support and questionable R&D effectiveness

Many companies keep double books and do not want to disclose their financial status to the

authorities.
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One of the reasons why R&D has not taken root in Indonesia's supporting industries is that the MOI's
internal organization does not have a clearly defined department that is responsible for R&D in the
automotive industry. For this reason, JICA Study Team firstly proposes to clarify the process to
receive incentives for R&D within companies. And the secondly, within the framework of JICA

support(as the Pilot activities), leave this know-how as a guideline

Table 2.5.10 Policy Measures and Action Plan on “Promotion of R&D&D investment and

transfer of R&D&D capability to local through incentives for R&D&D”

Policy Measures Action Plan Ref
Overall | Promotion of R&D&D investment [Establish R&D&D support system]
and transfer of R&D&D capability Review and expand the existing R&D related | Referto
to local through incentives for incentives Domain 2-8
R&D&D - Review and expand R&D related incentives by
Backgroun 5 establishing protocol (supported by a pilot activity

Incentive policy on R&D&D “R&DA&D profocol”))
(No. 45), which was enacted [Push R&D&D Implementation Policy on Bio Fuel,

into a law last year, is under- Lithium Battery and Upper Body Design of MPV] Activity 6-2
recognized and under-utilized. Strengthen institutional tie-up with advanced OEMs,
R&D&D is a key agenda in research institute, and academe.

Making Indonesia 4.0, with Bio - Allocate necessary quget for R&D&D

Fuel, Lithium Battery and ) Indust.ly-Acaderm? Tle-Up . . Refer to
Upper Body Design of MPV - Examine a probability on establishing the Sistem Domain 2-7
being the central theme. Inovasi Nasional : SINAS

[Improve Immigration Management toward R&D&D
Experts]

Activity 6-1

Activity 6-3

Refer to
Activity 3-
~ Activity 3-3

[Encourage communication on Academic Network in

order to establish a Project in the Target Fields]
For example, SATREPS of Japan has dealt with Refer to
similar theme in Thailand Domain 2-7
Tie up with oversea universities and support
outstanding students to go on an overseas study
program

[Implementation of Action Plan]

See above action plans on Domain 2-3, for more Activity 6-1
information on R&D&D Incentive. ~
Awareness and improvement activities on the -
Indonesian side by strengthening top diplomacy and Activity 6-4
public relations

Formulate SATREPS projects related to Bio Fuel and
Lithium Battery by utilizing the network of
researchers between Indonesia and Japan.

Technology Sophistication through Establishing R&D
Center (Utilization of PIDI)

According to a series of interview (based on the interview from Economic Research Institute for
ASEAN and East Asia (ERIA)), the situation of biofuel-related R&D in Indonesian side is summarized

as follows and there are no information on R&D for EV battery so far.

R&D on biodiesel is progressing steadily, and the country is adequately addressing

technical issues.
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The challenge is to coordinate with the agricultural sector regarding Crude Palm Oil, which

seems to require no external support.
As for bioethanol, the price is still high and further research and development is needed. Since the
introduction of Euro 5 requires government subsidies for the price stability of bioethanol blended fuel,

it is essential to provide the low-cost bioethanol through R&D to reduce this price.

In Thailand, the consumption of diesel fuel exceeds that of gasoline fuel, but bioethanol production is
more common than biodiesel production. There should be cooperation between Indonesia's biodiesel

and Thailand's bioethanol in terms of import and export.

# Activity 6-1 | | Implementing Event: SS/S

Action Establishing the Support System

Activity Review and expand R&D related incentives by establishing protocol (No.45)
[Activity Direction]

Contents: * Clarify the definition and conditions of application on new incentive policy (reg.45) and
study awareness, issues, and prevalence of existing incentives on R&D and vocational
training(Reg.45/2019)

Demonstrate a series of incentive application and establish the protocol of incentive
application

Check possibility to work with international and bilateral donors on above matter.
Promote utilization of useful incentives through advertisement
Incentivize more to the companies applying digital and Al technologies.

X Propose above idea to implement in JICA assisted Pilot Activity as “R&D&D Protocol”

Partners: The Government agencies (BKPM etc.), Existing and attracted tenants (investors), JCCIPI/
JETRO
Resources: Study result on awareness, issues, and prevalence of existing incentives

Challenges:  * Obtaining consensus on incentives from MOF and other government agencies.
* Institutional setup on approving/implementing/monitoring incentive provision.

[Responsibilities)
Responsible Agencies: RISTEK/BRINMOI-KPAII, MOI-BPII, MOI-ILMATE, MOF-BKF
Implementing Agency: MOI-KPAII

[Major Expenses] Total (Approx.): NA

| Cost of research and coordination.. |

# Activity 6-2 | | Implementing Event: S/M/L
Action Push R&D&D Implementation Policy on Bio Fuel, Lithium Battery and Upper Body Design of
MPV
Activity Strengthen institutional tie-up with advanced OEMs, research institute, and academe.
[Activity Direction]
Contents: + Study what technologies should Indonesia focus for R&D (Biofuel and EV battery
production are recognized as the main issue)
Study and tie up with advanced R&D&D institutions to work with Indonesia. (Check
co-R&D scheme, for example Japan’s SATREPS:
https://www.jst.go.jp/global/english/index.html
Enhance digital and IoT based R&D&D and increase opportunities to utilize digital
platform
Plan for establishing SINAS as a decision center of science and technology at national
level. CSTI (Council for Science, Technology and Innovation) of Japan is a model
organization.
+ Plan for utilizing PIDI as the training hub of engineering skill.
Partners: OEMs, Research institutions, Academic institutions, Vocational schools
Resources: Internet information, SATREPS guidance
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# Activity 6-2

| | Implementing Event: S/M/L

Action

Activity

Challenges:
[Responsibilities]

Responsible Agencies: MO, RISTEK/BRIN, ,

Implementing Agency: MOI-BPPI ie. CABI and MIRDC, MOI-BPSDMI to coordinate

Push R&D&D Implementation Policy on Bio Fuel, Lithium Battery and Upper Body Design of

MPV

Strengthen institutional tie-up with advanced OEMs, research institute, and academe.
Securing R&D&D budget in Indonesia

vocational schools, RISTEK/BRIN to coordinate universities, and research
agencies i.c. BPPT, LIPI

[Major Expenses] Total (Approx.): NA

| Budget for R&D&D |

# Activity 6-3

| | Implementing Event: M/L

Action
Activity

Contents:

Partners:
Resources:

Challenges:
[Responsibilities]
Responsible Agencies: BAPPENAS, MOI, RISTEK/BRIN
Implementing Agency: MOI in coordination with RISTEK/BRIN
[Major Expenses] Total (Approx.): NA

Push R&D&D Implementation Policy on Bio Fuel, Lithium Battery and Upper Body Design of
MPV
Establish the Sistem Inovasi Nasional : SINAS

[Activity Direction]

Study what technologies should Indonesia focus for R&D (Biofuel and EV battery
production are recognized as the main issue)
Study investors’ deciding factors of locating R&D center
Enhance digital and IoT based R&D&D and increase opportunities to utilize digital
platform
Plan for establishing SINAS as a decision center of science and technology at national
level. CSTI (Council for Science, Technology and Innovation) of Japan is a model
organization.
Plan for utilizing PIDI as the training hub of engineering skill.
OEMs and suppliers, Research Institutions, Academic Institution, Vocational Schools
Company interviews
Technical expertise to conduct the study. Cooperation of companies.

| Technical

4.1.8 Domain 2-7: Collaboration between technology university /polytechnic and auto

industry to develop required skills

Cooperation from industry is necessary to resolve issues such as the establishment of a practical

curriculum, reflection of the needs of industry, and the shortage of experienced teachers.

Thailand has been strongly promoting industry-academia collaboration since the 1990s,

and is

working on human resource development.

In Indonesia, some Japanese companies have established SMKs in industrial parks, but

these efforts are limited.
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Table 2.5.11 Government Policy on Industry-Academia Tie-up and Its Precedents

Government Policy

Example of Industry-Academia Tie-up in

Indonesia

SMK Initiative (Ministry of Education
and Culture)
v The goal is to establish 1,650 more
advanced SMK schools by 2020.
v' As 0f 2015, 90 schools have been
established.
SMK revitalization strategy
(implemented by the SMK Education
Committee)
v 10 steps to reform SMKs
(1)Improve the quality of teachers, (2)
computerize administration and management,
(3) strengthen cooperation with industry, (4)
reorganize the curriculum, (5) establish a
technology development laboratory, (6)
introduce video teaching materials and an e-
Report system using video, (7) promote
professional certification exams, (8) improve
school facilities, (9) expand SMKSs in rural
areas, and (10) collaborate with local

businesses to improve the local environment.

Polytechnic Program (Ministry of
Industry)

v The Ministry of Industry and Trade
(MOIT) is working with automobile
manufacturers to improve the
curriculum to match the needs of the

automobile industry.

Link and Match Program (Ministry of
Industry)

v" Participation of industry in vocational
education and training at SMK to
develop human resources that match the

needs of industry

Indonesia Institute of Automotive
Industry (IOI)

v' Established in 2016 by the Ministry of
Industry, universities, and companies to
strengthen the competitiveness of the
automotive industry. Provides human
resource development support and
consulting services to companies, and
also owns a polytechnic specializing in

automotive technology.

Establishment of SMK in the industrial
park

v" In 2012, Marubeni Corporation and
Argo Manunggal, a local conglomerate,
established SMK "Mitra Industry
MM2100" in MM2100 Industrial Park.

v" The vision is to "connect industry and
education," focusing not only on
knowledge and skills, but also on
attitude and stance.

v The school has been designated as a
model school by the Ministry of
Education and Culture, and has attracted

considerable attention in Japan.

Establishment of educational courses at
SMK

v Isuzu Astra Motor Indonesia established
the "Isuzu Education Program" at SMK
in Medan, North Sumatra, to teach the
latest diesel technology.

v Isuzu Astra Motor Indonesia has
established a similar educational course
at SMK in Medan, North Sumatra.
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Establishment of polytechnics in
industrial parks and special economic

Zones

Currently, the Ministry of Industry has initiated reforms for SMKs and polytechnics, such as the
"SMK Initiative", "Polytechnic Program”, and "Link and Match Program", and these efforts need to be

further developed in combination with industry-academia collaboration (this is in line with Domain 7).

The industry-academia collaboration that the automotive industry expects is not just for securing
excellent human resources. European and U.S. OEMs sometimes order research and design work after
signing confidentiality agreements with research institutions (universities and research centers). In
addition, they often order the same research from multiple research institutes in Japan and compare the
results. In many cases, research institutions with excellent researchers conduct joint research and obtain

patents together.

In Indonesia, such cases are still rare, so the R&D&D capacity enhancement proposed in Domain 2-
6 will be implemented in higher education institutions and research facilities, and opportunities for joint

research with academia will be formed at the initiative of the government.

Table 2.5.12 Policy Measures and Action Plan on “Collaboration between technology university

/polytechnic and auto industry to develop required skills”

Policy Measures Action Plan Ref
Overall Collaboration between technology [Industry-Academia Joint Program]
university /polytechnic and auto 1 Strengthening collaboration between polytechnic and Activity 7-1
industry to develop required skills industry, including POLMAN Bandung (under the
Ministry of Higher Education), STMI (under MOI) and
ATMI (private)
Background + Training of 5,000 design personnel per year (currently
+ This is the main agenda of the about 0: OJT in the design department after
Making Industry 4.0. employment) Refer to
Enable to expect to create +  Training of FMS skills and human Domain 2-5
Learning Factory and Teaching resource development (See Activity 2-2) and Domain
Factory through the + Strengthen the capability of engineering on 2-6
construction of P IDI, . modem technology_ Refer to
Adopt an internship system in - Increase the number of faculties on Activity  5-1
the automotive industry for 4th automotive related engineering course at ~5-6,6-2
year university student§, which higher educational institutions.
has not been common in the - Create more opportunities for Activity 7-2
past. universities/colleges/TVET institutions to learn more
TO apply th? concept of ) about Indonesia auto industry.
m@ustry—umversny cooperation 2 Formulate the COE concept, create a syllabus for Activity 7-3
to improve the technology of industry-university collaboration, and provide
factory management and incentives for donating courses and accepting interns.
engineering through the 3 Functionalize “Learning Factory” and “Teaching Activity 74
cooperation with Domain 2-5. Factory” in the training of academe. Refer to
The possibility of establishing a Activity 54
COE was increased while . : -
. llaboration with [Implementation of Action Plan] :
CnsSurng o + Conduct endowed lecture at STMI: Business Activity 7-5
Domain2-5. . "
An increasing number of efficiency technology (FMS, etc.)" (for students).
g . .
countries have been steered Develqp a ppol pf human resources that can teach Activity 7-6
educational institution in auto manufacturing.
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from ICEVs to XEVs in + Develop incentives for companies to work closely with | Activity 7-7
response to the corona disaster. academia/TVET institutions.
Facilitate a greater linkage among government Activity 7-8

agencies for the industrial-academe linkage

Human resources development for students through
the establishment of donated courses at technical
schools (STML, etc.)

# Activity 7-1 | | Implementing Event: S/M/L
Action Industry-Academia Joint Program
Activity Industry-Academia Tie-up

Strengthening collaboration between polytechnic and industry, including POLMAN
Bandung (under the Ministry of Higher Education), STMI (under MOI) and ATMI (private)
[Activity Direction]
Contents: - Conduct an interagency working group
» Standardize procedures, documents and formats used by universities, colleges, TVET
providers, and secondary schools for industrial —academe linkage programs (e.g. OJT,
dual training system, faculty immersion, guest lectures, adopt a school program etc.)
Develop an inter-agency directive (e.g. Policies, Standards, and Guidelines) on how
to facilitate industry-academia linkage, outlining government support programs, rules
and regulations, appropriate advice to be given to both the industry and the academia
Conduct training on digital, automation, lean manufacturing through industry-
academia linkage.
Partners: Auto /automotive companies, Research institutions, Academia institutions
Resources: N/A
Challenge: N/A

[Responsibilities]
Responsible Agencies: MOI-BPSDMI, MOI-ILMATE
Implementing Agencies: MOI-BPSDMI to coordinate academia
[Major Expenses) Total (Approx.): NA

| Meeting expenses and research expenses, Honorarium to lecturer, Cost of OJT and training materials |

a# Activity 7-2 | Implementing Event: 2021 - 2022

Action Industry-Academia Joint Program
Activity Create more opportunities for universities/colleges/TVET institutions to learn more about
Indonesia auto industry.
[Activity Direction]
Contents: Conduct auto industry-academia linkage events
(= seminar, networking between industry coordinators and companies, career guidance
orientation, and job fair)
Partners: Recruitment agencies (e.g. Jobstreet Indonesia), universities/colleges, TVIs, industry
associations, and companies
Resources: Venue, booths, staff, marketing
Challenge: As coordination of such events involve many stakeholders, it is very time-consuming.

[Responsibilities)
Responsible Agencies: BKPM, MOIL, Ministry of Education and Culture
(MOEC/Kemdikbud), Ministry of Manpower, TESDA
Implementing Agencies: BKPM, MOI-BPSDMI — might use regional offices (Dinas)
[Major Expenses) Total (Approx.): INR  NA

| Venue (incl. booths), event organization costs, staff allocation to the event secretariat

# Activity 7-3 | | Implementing Event: SM
Action Industry-Academia Joint Program
Activity Formulate the COE concept, create a syllabus for industry-university collaboration, and
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provide incentives for donating courses and accepting interns.

[Activity Direction]

Contents: + Hold consultative meetings between Ministry of Education and Culture (Kemdikbud)
and industry partners to review current programs and curriculums for engineering
programs related to the auto industry.

Study the possibility of developing an interdisciplinary program on auto manufacturing
and car-electronics

Facilitate faculty members to go industry immersion to learn new technologies,
Incentivize to the contribution from the private sector, such and endowed chair, accepting
intern.

Examine the possibility to utilize PIDI as the COE, and appropriate assistance from
donor country.

Partners: Industry partners, Universities, vocational schools

Resources: Equipment (incl. software) deemed necessary

Challenge: Coordination (i.e. involvement of industry partners from various positioning in the value

chain)
[Responsibilities]
Responsible Agencies: MOI-BPSDMI in collaboration with Ministry of Education and
Culture (Kemdikbud) particularly at Office of Programs and Standards
Development,
Implementing Agencies: (same as above)
[Major Expenses] Total (Approx.): INR  NA

| Meeting costs, procurement of necessary equipment

# Activity 74 | | Implementing Event: SS/S
Action Industry-Academia Joint Program
Activity Functionalize “Learning Factory” and “Teaching Factory” in the training of academe
(refer to Activity 7-3, and Activity 54)
[Activity Direction]

Contents: + Conduct public announcement through automotive associations i.e. GAIKINDO for the
mentor company who can cooperate with academia through the endowed chair and
intern program.

Discuss on implementation of “Learning Factory” and ~ “Teaching Factory” with
applied company.

Determine necessary process, term, budget, etc.

Subsidize travel expense of lecturer if the company in question agree to facilitate
“Learning Factory” and ~ “Teaching Factory” in the curriculum.

Implement “Learning Factory” and “Teaching Factory” operation.

Partners: GAIKINDO, GIAMM, IOI, University, Vocational/ Polytechnical college, Jakarta Japan
Club JJO)
Resources: Implementation process of Leaming factory and Teaching factory
Challenge: Cooperation from Japan side
[Responsibilities)
Responsible Agencies: MOI-BPSDMI,
Implementing Agencies: MOI-BPSDMI
[Major Expenses] Total (Approx.): INR  NA

| Meeting costs, procurement of necessary equipment |

# Activity 7-5 | | Implementing Event: SS/S/M/L

Action Implementation of Action Plan
Activity Conduct endowed lecture at STMI: Business efficiency technology (FMS, etc.)" (for students)
[Activity Direction]
Contents: + Request Japanese companies with expertise in FMS and design to donate courses.
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Logistics, classroom lectures (overview), and confirmation of results are handled by
experts.
Introduce educational equipment necessary for efficient curriculum management
(not involving large equipment).

(e.g. CATIA, Pro-E, Denso program, etc.)
Two to three in-house instructors will provide a total of 10 classroom lectures and

on-the-job training in Indonesia.
Partners: Universities, Vocational/ Polytechnical college, Industry partners, Jakarta Japan Club (JIC)
Resources: Implementation process of Learning factory and Teaching factory
Challenge: Cooperation from Japan side
[Responsibilities)
Responsible Agencies: MOI-BPSDMI
Implementing Agencies: MOI-BPSDMI i.e. STMI Jakarta
[Major Expenses) Total (Approx.): INR NA

| Meeting costs, procurement of necessary equipment

# Activity 7-6 | Implementing Event: M/L

Action Implementation of Action Plan

Activity Develop a pool of human resources that can teach educational institution in auto manufacturing,
[Activity Direction]

Contents: * Source appropriate human resources to teach the BS course in auto manufacturing
(e.g. use the Balik Scientist Program)
Develop the consortium for faculty members specialized in auto manufacturing
Hold annual conference to improve share knowledge and the curriculum for BS in

auto manufacturing
Partners: Auto companies in Indonesia and overseas
Resources:
Challenge: Finding sufficient numbers of human resources who can teach the BS course in auto
manufacturing
[Responsibilities)
Responsible Agencies: MOI-BPSDMI, RISTEK-BRIN, Ministry of Education and
Culture (Kemdikbud), Ministry of Manpower
Implementing Agencies: (same as above)
[Major Expenses) Total (Approx.): INR  NA

| Sourcing and retaining costs of appropriate talents, conference costs |

# Activity 7-7 | | Implementing Event: SS/S
Action Implementation of Action Plan
Activity Develop incentives for companies to work closely with academia/TVET institutions
[Activity Direction)
Contents: - Review and outline various industry academia linkage programs, frequently-reported

challenges that companies encounter in taking a part in the programs, regulations that
companies need to abide by when participating in the programs, and government
support on industry-academia partnerships.
Study incentives or training schemes offered in other countries.
Offer incentives for:
»  Joint research and development (R&D) projects
»  Corporation sponsored R&D competitions
»  Faculty member training/industry immersion
»  Equipment donation
Partners: Automotive companies, universities, vocational/ polytechnic colleges
Resources: N/A
Challenge: N/A

[Responsibilities]
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Responsible Agencies: MO, RISTEK-BRIN, Ministry of Education and Culture
Implementing Agencies: MOI-BPSDMI, MOI-KPAII
[Major Expenses) Total (Approx.): INR NA
| Research expense
# Activity 7-8 | | Implementing Event: S/M/L
Action Industry-Academia Joint Program
Activity Facilitate a greater linkage among government agencies for the industrial-academe linkage
[Activity Direction]

Contents: » Conduct an interagency working group
+ Standardize procedures, documents and formats used by universities, colleges, TVET
providers, and secondary schools for industrial —academe linkage programs (e.g. OJT,
dual training system, faculty immersion, guest lectures, adopt a school program etc.)
Develop an inter-agency directive (e.g. Policies, Standards, and Guidelines) on how
to facilitate industry-academia linkage, outlining government support programs, rules
and regulations, appropriate advice to be given to both the industry and the academia

Partners: Automotive companies, universities, vocational/ polytechnic colleges

Resources: N/A

Challenge: N/A

[Responsibilities]
Responsible Agencies: MOI-BPSDMI, Ministry Of Education And Culture (Kemdikbud),
Ministry of Manpower,
Implementing Agencies: MOI-BPSDMI, Ministry of Manpower, Kemdikbud,
[Major Expenses) Total (Approx.): INR  NA

| Meeting expenses and research expenses

4.1.9 Domain 2-8: Support expansion of R&D&D supporting service such as Computer

Aided Engineering and material evaluation

According to the interview with GAIKINDO conducted in November 2020, the following points were

mentioned.

"Our current concern is the revival from Corona turmoil and the optimization of production capacity.

In addition, no Indonesian parts manufacturer has its own R&D center, and also TOTs such as STMI

does not match urgent issues, so we are not interested in R&D&D projects which are offered from the

Government. In other words, there is often a general consensus in favor of R&D action plans and a

general opposition to them simultaneously.

Having seen, the success or failure of R&D&D support projects requires a clear distinction between

those areas that should be implemented by the private sector and those that require government support.

In addition, there are areas where R&D&D can be conducted jointly with OEMs and areas where OEMs

tend to conduct it on their own.
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Table 2.5.13 Percentage of joint applications filed by the four automakers by major technology

area
2015 Sole & Joint
Toyota |Nissan |Honda Matsuda |Total4 Filing

Necessities of Life 37.9 21.6 18.1 23.8 26. 6 0.9
Processing
Operations: 24.17 10.5 9.2 7.4 15.1 40. 1
Chemistry: Metallurgy 47,17 36.6 33.7 14.9 40.1 3.4
Textiles: Paper 70.5 26.3 67.3 50.0 38.3 0.2
Fixed Structures 55.3 33.1 23.4 16.4 36.9 1.1
Mechanical 17.0 10.0 7.1 2.6 11.8 31.7
Physics 28.8 7.9 11.2 10.4 18.1 9.6
Electricity 25.5 8.7 12.8 17.17 19.1 13.0
Total 24.0 11.1 10.5 6.4 16. 1 100

Source:” Empirical Study on R&D Activities of Major Automobile Manufacturers : Technological

Domains, Series, and Industrial Clusters”, Kansei Gakuin University,2018

In the case of Japan, for example, in the area of mechanical engineering, the number of patent
applications is about one-third of all patent applications, but the percentage of joint applications is the
lowest at 11.8%. Since this section includes technological areas that define the basic performance of
automobiles, such as engines, it is believed that companies are increasing the ratio of R&D conducted

independently for these most important technologies.

As mentioned above, the two areas of R&D&D that MOI is expecting Japan to provide technical
assistance are BioFuel and EV batteries. However, from the context above, it is difficult to say whether
the EV battery field is one in which the government should be directly involved. Japan has a system to
provide support through SATREPS (as stated in Activity 6-2), and Indonesia should take advantage of

this system.

The following is a summary of the Indonesian government's intentions regarding PIDI, which it hopes
to link to R&D&D.

Operation needs of Indonesia Digital Innovation Center (PIDI)

The Indonesia Digital Innovation Center (PIDI) 4.0 is expected to raise awareness of the country's
industry players toward Industry 4.0. The goals include building capacity, connecting with relevant

stakeholders, supporting the implementation of Industry 4.0, and becoming a research and testing center

for innovation and new technologies.
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1. SHOWCASE 2. CAPABILITY 3. ECOSYSTEM 4. DELIVERY 5. INNOVATION
the place to first-hand Training center to match and connect transforming company Pilot project and
see and experience build i4.0 skills for influential on i4.0 way brokage
i4.0 Indonesian workers stakeholders
(from CxO to
frontline)
90% 50% 100-200 25% 40-90
Awareness (7.000+ Outreach (4.000+ partners scale expansion Pilot project and
companies) companies, 400 (2.000+ companies) brokage
thousand
workforces)

In an effort to support the implementation of Industry 4.0 as underlined above, the standard called
INDI 4.0 has been launched to measure the level of readiness of Industry 4.0. This standard is called the
Indonesia Industry 4.0 Readiness Index (INDI 4.0). The index is formed based on a survey conducted

by McKinsey & Company, which is also used by member countries of the World Economic Forum.

It may be possible for the Government of Indonesia (GOI) to request international/bilateral donors to

support as the PMO for PIDI's "Automotive Industry". The terms of reference of this PMO service will

be as follows;

Figure 2.5.4 Target of PIDI4.0

Table 2.5.14 Possible support by international/bilateral donors

Area on Major Focus

Contents

2.Capacity

- Organize the human resource development system, its
educational contents, and candidate companies for tutors.

- Identify the parts of the system that the players (especially
Japanese companies) are responsible for and implement human

resource development (5-6 courses during the 3-year period)

3.Ecosystem

- Participate as a consultant in the Ecosystem. Participate as a
consultant in the Ecosystem and provide think tank functions.

- Encourage active participation of Japanese companies.

Delivery (may not
be specific to the
automotive

industry)

- Support the development of Mentors in the public sector
- Support the creation of a training process after the

implementation of INDI4.0

5.Innovation

- Since DetaCenter will be introduced and IMATAP is expecting
a lot from Japanese government in COE realization.

- “Fablabo Jakarta” may able to be formed here.

At this stage, there may be focused on five pillars of the PIDI, especially the Capability pillar.

According to the interview to BPPI on Aug.2020, they were expecting the involvement of the Japanese
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public and private sectors to PIDI, such as Toyota's human resource development and Suzuki's active
participation in SINDO 4.0. However, specific human resource development needs have not yet been

raised (as of Dec.2020). Orange colored items may have possibility for Japan’s technical assistance to

support PIDI operation.

- -
PIDI 4.0
Showcase Capability Ecosystem for Delivery Innovation
center center: Industry 4.0: center: center:

1e E2E showcase « Blueprint of full « Blueprint ecosystem Supporting companies Set up two distinct va
uto, F&B industries curriculum program construct with relevant along adoption journey: propositions
select relevant leveraging 60+ stakeholders and - Deploy relevant parties + Research brokel
sroduct, process for thematic modules recruit anchor users to drive INDI 4.0 between industry
'model company” from DCC network and + Leverage global assessments and users and acader
Wap specific 100+ modules for network to recruit blueprint of delivery directing users to
echnologies and front-line leading technology model relevant research
solutions along the « Tailor the program to companies and - Implement DIY based on the indt
vhole value chain, the needs of accelerators delivery portal, need, and ensurit
Jevelop roadmap of Indonesia’s industries « Assess potential providing guidance for industry-relevanc

Ise cases

derive simpler
showcase(s) for DCC
satellites
30-and-see (e.g., to
ighthouse sites, other
)CC abroad and in

+ On board strategic
partners for relevant
topics (eg., vocational
training)

+ Define go-to market
strategy for training

partners using robust
parameters / criteria

+ Create governance
system e.g. with
membership tiering
system and benefits

companies to self-
launch Industry 4.0
Implement Field and
Forum approach to
transform batches of 30
mid-size companies at
scale

output

+ Safe test bed for
piloting and valid:
new technologies
the 2 “model
company” showc.

ndonesia)

Strong economic model, organizational structure, partnership and sustainability model
Ruiild tha hieinace madal with

Nafina etrana Arnanivatian etriiatiira and  Crasta ralae and raenancihility and  Dranara Ravaar hiieinaee

Figure 2.5.5 Action Plan of PIDI by Pillar

Table 2.5.15 Policy Measures and Action Plan on “Support expansion of R&D&D supporting

service such as Computer Aided Engineering and material evaluation”

Policy Measures Action Plan Ref
Overall | Support expansion of D&D [Strengthening the capacity of testing and certification
supporting service such as bodies (e.g. R4T) on XEV] Activity 8-1
Computer Aided Engineering and Enhancement of evaluation functions for new parts
material evaluation and systems such as batteries and new materials related | Refer to
to weight reduction and human resource development | Activity 6-1,
6-2
[Fostermg D&D Supporting Function and System| Activity 82
Plan for establishing SINAS as a decision-making
forum of R&D anq I@ovatlgn activity . - Activity 83
Relaxation of restrictions on investment in foreign
service companies such as Slers, test and evaluation
outsourcing companies and design companies.
(Possibly with the enactment of the Omnibus Act.)
Background [Synerglzmg with PIDI Development] Activity 84
There is an expectation on Support for entrepreneurship using PIDI's "[nnovation"
Indonesia side to accumulate function (fostering university-born ventures)
DataCenter and COE in 2 Adapting to corporate digitalization and automation
PIDI's "Innovation". using PIDI's "Delivery" function
Relaxation of restrictions on Supporting Corporate Self-Assessment through
foreign investment is INDI 4.0
included in the Omnibus Public Mentor Training
Law. : Helping companies to improve their certification
There is an increase in the levels
establishment of venture 3 Industrial human resource development that utilizes the
companies, especially among "Capability" function of PIDI

App4: 45



Data Collection Survey on Automotive Industry Development in the Republic of Indonesia
Final Report: Appendix

the millennial generation. 4 Displays of success stories using the PIDI "Showcase"
function

[Implementation of Action Plan]

Facilitate the project-based learning at the higher Activity 8-5
education institutes

Unified procedural and managerial activities to support Activity 8-6
D&D supporting functions

Coordination with various donor support

Relaxing restrictions on foreign service companies'
investments in CAD companies, test and evaluation
outsourcing companies, design companies and other
foreign service companies in line with PIDI's goals
Detailing PIDI planning and assigning roles

# Activity 8-1 | | Implementing Event: SS/S/M

Action Strengthening the capacity of testing and certification bodies (e.g. R4T) on XEV
Activity Enhancement of evaluation functions for new parts and systems such as batteries and new
materials related to weight reduction and human resource development
[Activity Direction]

Contents: The number of completed vehicles exported from Indonesia has been increasing every
year. Although the local procurement rate of parts, one of the indicators of export
competitiveness, has improved with the advancement of parts manufacturers, Indonesia still
relies on imports for raw materials such as steel and synthetic resins. Labor costs, another
indicator, have more than doubled in the past five years and have become an issue for all
companies. In order to increase labor productivity, companies are developing their own
industrial human resources.

The development of parts for EV metrology, selection of raw materials, and the
development of industrial human resources to support these activities are areas where
companies can demonstrate their strengths, and therefore do not correspond to areas
where the government should be involved in promoting R&D. Therefore, the following
activities are the only ones that can be implemented for this activity.

- Build good relationships with OEMs.

- Involve excellent Indonesian engineers in the R&D activities conducted in
Japan.

- As aresult, technical know-how will be transferred to the domestic market and
human resource development will be promoted..

Partners: Universities, Research institutions under MOI (i.e. MIRDC), and RISTEK-BRIN (i.e.
BPPT, LIPI), Industrial Organizations (incl. GAIKINDO)

International donors (incl. JICA)

Resources: Japan’s precedents on CSTI

Challenges: NA
[Responsibilities)
Responsible Agencies: BPPT
Implementing Agency: BPPT (as a technology clearinghouse)
[Major Expenses] Total (Approx.): NA

| Cost of research and coordination, Cost of overseas ocular trip

# Activity 8-2 | | Implementing Event: S/M/L

Action Fostering D&D Supporting Function
Activity Plan for establishing SINAS as a decision-making forum of R&D and Innovation activity

[Activity Direction]
Contents: + Study present innovation governance and the interactions among ‘triple-helix’ innovation
actors — government, university, and industry —.
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Plan the development of the Sistem Inovasi nasional (SInAS) (national Innovation
System) for a formal, integrated, and well-functioning national innovation system for
improving Indonesia’s innovation capacity and science and technology (S&T)

performance.
Japan’s precedent on Council for Science, Technology and Innovation (CSTI) is of
great help.

Partners: Indonesian government agencies (BRIN [incl. BPPT, BSN, LIPI], MOI [incl. CABI,

MIRDC), etc.), Universities, Industrial Organizations (incl. GAIKINDO)
International donors (incl. JICA)
Resources: Japan’s precedents on CSTI
Challenges:  * Preparation of development plan and obtaining consensus on positioning and
institutional power of the organization among entire government organization.
* Choosing of cooperative donor

[Responsibilities)
Responsible Agencies: Ministry of Research and Technology (RISTEK-BRIN)
Implementing Agency: RISTEK-BRIN

[Major Expenses) Total (Approx.): NA

| Cost of research and coordination, Cost of overseas ocular trip

# Activity 8-3 | | Implementing Event: S/M
Action Fostering D&D Supporting Function
Activity Relaxation of restrictions on investment in foreign service companies such as Slers, test and

evaluation outsourcing companies and design companies.
(Possibly with the enactment of the Omnibus Act.)
[Activity Direction]
Contents: The 2016 Negative List sets foreign investment restrictions (up to 67%) in many business
areas of the "Information and Communication Technology Sector", and Slers and Line
Builders may be in conflict with that category.
Ensure the investment by Sler and Line Builder does not fall into this category
Announce the fact through WEB and the Chamber of Commerce and Industry of
concerned countries.
Partners: Jetro
Resources: Company interviews
Challenges:  Inter-agency & Trans-agency arrangement
[Responsibilities]
Responsible Agencies: BKPM, CMEA, MOI, RISTEK-BRIN, MOF
Implementing Agency: BKPM
[Major Expenses] Total (Approx.): NA
| Technical

# Activity 84 | | Implementing Event: S/M

Action Synergizing with PIDI Development
Activity Determine the function of PIDI’s 5 Pillars and Create Grand Design of Each Pillar
[Activity Direction]
Contents: The function of PIDI is still under discussion by the Government so that Action
Plan is yet to be discussed in detail. The followings the possible contributions
that GOI can request to GOI or to Japanese investors.

»  Support for entrepreneurship using PIDI's "Innovation" function
(fostering university-borm ventures)

»  Adapting to corporate digitalization and automation using PIDI's
"Delivery" function
Supporting Corporate Self-Assessment through INDI 4.0
Public Mentor Training
Helping companies to improve their certification levels
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»  Industrial human resource development that utilizes the "Capability"
function of PIDI
»  Displays of success stories using the PIDI “Showcase” function

Simultaneously, MOI needs to proceed the following activities.
Study investors’ deciding factors of locating R&D centers after Covid-19
Formulate the strategy how to link with PIDI

Partners: OEMs and suppliers

Resources: Internal discussion in MOI

Challenges:  NA
[Responsibilities]
Responsible Agencies: MOI-ILMATE, MOI-BPPI, MOI-BPSDMI

Implementing Agency: MOI-BPSDMI

[Major Expenses] Total (Approx.): INR  NA

| Consulting Fee

# Activity 8-5 | | Implementing Event: S/M/L

Action Implementation of Action Plan
Activity Facilitate the project-based learning at the higher education institutes
[Activity Direction]
Contents: - Participate in international contents for engineering students (i.e. ABU Robocon)
+ Design grants available to companies who will organize inter-school engineering
competitions
Conduct domestic inter-school engineering competitions with the support of
industry partners
Partners: universities, colleges, and industry partners
Resources: Engineering competition grants
Challenge:
[Responsibilities]
Responsible / Implementing Agencies: MOI/BPSDMI, RISTEK-BRIN, Ministry of Education
and Culture (Kemdikbud)
[Major Expenses) Total (Approx.): INR  NA

| Engineering competition grants, venue,

# Activity 8-6 | | Implementing Event: S/M

Action Establishing the Support System
Activity Unified procedural and managerial activities to support D&D supporting functions
[Activity Direction]
Contents: ILMATE manages concerned projects in unified manner.
Review of action plan and decision of implementation
Secure the budget and decide on the Indonesian implementation setup
Contracting with donors/assigning consultants

Partners: NA

Resources: Approved projects under Automotive Industry Road Map

Challenges: ~ Technical expertise to conduct the study. Cooperation of companies.
[Responsibilities]
Responsible Agencies: MOI-ILMATE

Implementing Agency: Related agencies defined in the Automotive Industry Road Map

[Major Expenses] Total (Approx.): NA

| Cost of digitalization of the government offices, Consulting fee
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APPENDIX S. EXPORT POTENTIAL SURVEY

5.1 Research and Analysis for Studying Export Strategies in Indonesia

5.1.1 Screening of target countries for export

This analysis is positioned as a dry run for the export analysis that we are proposing to conduct in the
next phase. We began this analysis by narrowing down the list of countries to be exported to. Since
Indonesia mainly produces MPVs for export, MPV exports were set as the assumption. In addition, two

indicators were set to screen the export destinations.

1. There are more than 10,000 MPVs sold domestically in target country. (i.e., if they are not
familiar with MPVs, Indonesia needs to pay for advertising, which will reduce the cost

competitiveness at that stage.

2. The CAGR of the MPV market growth of the country of origin has been positive for the past

10 years. (Sales volume cannot be earned in non-growth countries.)

The results of the trial analysis showed that 11 countries have the potential. Unfortunately, however,
Australia could not be extracted due to the low CAGR of MPVs in the past. In this sense, the number of
countries with export potential is limited. Looking at the potential countries shown in yellow, the
Philippines and Vietnam, which are already export destinations of Indonesia, appear. In addition, Mexico,
South Africa, Thailand, and Turkey, which have nearly the same technological capabilities as Indonesia,

are also included.

SUV is the highest growing segment in the global market at CAGR of 15% in the past 10 years, so
we have added SUV as the potential export product for Indonesia, although its ranking (global No.16)by
market volume is not as high as that of MPYV (global No.5). As Indonesia is the largest SUV market
in ASEAN , reaching around 200,000 units , it can utilize its capacity to increase its export to
neighboring countries. Recently, Toyota has transferred midsize SUV, Fortuner, export base to Middle
East from Thailand to Indonesia. By using the 2 indicators, 1) more than 100,000 units & 2) positive
CAGR market growth, we have identified export potential markets marked in yellow on the table below.
Australia and Saudi Arabia are major potential export markets as India and Brazil have less priority
for export targets, due to their strong domestic vehicle production capacity. The challenges to export to
Australia from Indonesia will be safety regulations such as ANCAP which requires stringent crash tests.
Also, as we can see from the sub-segments of SUV in Australia in the graph below, the majority of SUV
market is consisted of medium and large SUVs, thus requiring high power, strong torque, and high
spec safety features. In order to adopt to the Australia market, Indonesia models produced in Indonesia

need to be upgraded with regard to safety regulations, powertrain, and other features.
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Source: Federal Chamber of Automotive Industries (FCAI).
Figure 5.1.1 Graph ; Australia SUV Market by size

Table 5.1.1 Global MPV Market (2010-2019): Countries with Annual Sales of 10,000 above

.
units
2010 2011} 2012 2013 2014 2015 2016 2017 2018} 2019 CAGR
Total MPV, 5764466 5710717| 6406878| 6345112 6470680| 6415026| 6778220| 6902990 6428038| 5974599 0.4%
Japan 1130427 928201 1410073 1335185| 1425737| 1354050 1404086 1646956| 1709534 1764891 5.1%
Mainland China 675594 705883 724456 790100 912352 1128051| 1395152| 1413901 1216201 968846 4.1%
Germany 483945 556705 545745 501137 481118 507816 533280 531191 466287 475366 -0.2%
Indonesia 331503, 363788 475126 525141 511886 366204 443266 474868| 470727 416692 2.6%
United States 554827 536206 609269 609978| 628092 572431 591940 515096 492477 410556 -3.3%
India 240039 230452 306669 334798| 326638 340049 341543 324992 314943 368403 4.9%
France 434714 411563 356975 308649 281146 286331 270192 250375 189487 157261 -10.7%
South Korea 80954 109155 142460 138608| 152024 176192 156172 152381 163847 135009 5.8%
Italy 224836 203629 174734 178177 183185 180672 201557 191161 136277 112283 -7.4%
Spain 117940 105225 90143 90103 102570} 110389 109298 100227 147398 110775 -0.7%
United Kingdom 213278] 194639 179648| 205224 201624 172275] 160819 140366 94466 88956 -9.3%
Philippi 24991 24841] 25108 26323 31377, 38298 46796 57252 56201 66666 11.5%
Brazil 170881 191639 192452 174984 154878 105916 73633 67641 70680 64174 -10.3%
Canada 101731 98989 101499 99500} 103178 95983 95699 92813 74457 59847/ -5.7%
Belgium 100000 97242 96399 92663 85031 87778] 84782 75397 61514 54243 -6.6%
Austria 65978 78191 70321 62940 59951 59190 61150} 58172 45894 42771 -4.7%
Poland 37309 29766 27228 27559 29254 32947 43080 50923 44994 41961 1.3%
Vietnam 10892 10937 6217 7458 9075 12881 17018 15751 20334 39533 15.4%
Mexico 20024 24901 25360 23907 25222 26233 28381 30345 31584 38955 7.7%
Taiwan 53653 61976 60764 61796 54917 53252 53296 44957 42340 36973 -4.1%
South Africa 28503 27220 29237 33490 33238; 31598 34707 33815 32942 36520} 2.8%
Malaysia 107499 93786 102531 95682 96049 73468| 57899 57844 53438 34926 -11.7%
Thailand 16621 30622 53914 25770 18390 16670 9610} 18781 22408 34377 8.4%
Switzerland 40880} 45994/ 46627/ 40486 37561 40102 39370} 36097/ 29687 30682 -3.1%
Czech Republic 20539 22129 23727 22625 26280} 31437 34355 36725 31430j 30311 4.4%
Morocco 10244 13125 23148| 21914 19107 27067 33199 31951 32991 27443 11.6%
Turkey 15827 18559 13837 29648 39789 55903 55495 51730} 29090 23074 4.3%
Pakistan 0 0 0 0| 3326 7606 13209 24247 31146 21085 126.0%
Egypt 25924 18849 26525 26317 32685 34735 22813 11140 15519 19558 -3.1%
Netherlands 57528| 60718| 52704 38268 32439 34486 29401 27281 20225 16815 -12.8%
Hungary 4925 5670 5929 6807 9625 9785 9332 11040 10618} 16494 14.4%
Denmark 23036 26753 20680 18597 17730 16939 19642 19815 18163 14757 -4.8%
Saudi Arabia 26695 26176 30197 36561 38151 40513 32796 23936 10972| 14057 -6.9%
Sweden 21568| 25022 22668| 21432 21818] 24401 26514 26424 19406 12694 -5.7%
Argentina 50289 58198 62615 65806 46866 37273 31526 39897 25728 12690 -14.2%
Russia 41463} 68700} 68493 61837 36883 11870 7388 8461 12161 11905 -12.9%
Australia 12901 11377 12292 12202 12622 15266 13943 13056 11457 11498 -1.3%

[ Emerging countries or neighboring countries with negative growth (2010-2019) Source: IHS

—— Emerging countries or neighboring countries with positive growth (2010-2019)
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Table 5.1.2 Global SUV Market (2010-2019): Countries with Annual Sales of 100,000 above

units
20000 2011] 2012] 2013] 2014] 201s] 201] 2017] 2018] 2019] cAGR
Total SUV 6745981 7851564] 9083435| 10867975] 13038984| 15626672] 19350112] 22187549] 23225007] 23354291  14.8%
Mainland China 1655655 2059827| 2495692 3647374 4835336 6850634 9463631] 10724498] 10285072 9708607]  21.7%
Germany 340247 432358| 498328 497241 558618 631870 740967 865074 994714 1193022 15.0%
United Kingdom 235374 276439| 326332| 420125| 523626 640286 771866 822981 911902 989602 17.3%
United States 605133| 588407 584733| 598820 698772 737915| 797872 813675| 906585 901861 4.5%
India 233579 277582| 370003| 407107| 437302 466718 618957 846799 914956 864716 15.7%
France 214971 297496 301827 339872 414080 485322 549681 675054 796629 856544 16.6%
Italy 230460 268877| 238990| 238069 292344 392640 494591 609353 741957| 818866 15.1%
Japan 239714 228176| 278346| 285987| 550938 574916| 604776 692429| 736134 770654 13.9%
Russia 421206| 656766 852185| 938624 924919| 548166| 521038| 634335 753907 752958 6.7%
South Korea 223190 227456 255304 301410 349834 483081 491617 502718 555234 612735 11.9%
Spain 147441 142154] 133328] 145688| 192131 265854| 344027 432166] 551826] s9s497]  16.8%
Brazil 204239| 241042| 262892| 278400] 292643| 308853| 295440 404944| s03a48| ssis10]  12.3%
Australia 233393] 242819] 305337] 332000] 351023] 397101 426919 453129] 484107] 475589]  8.2%
Belgium 61907] 76838 77291] 85422] 101888] 113445] 145488] 172369] 208827] 224410  15.4%
Poland ss808|  48366] 56110] 63186] 75453] 85501] 107439] 134209] 170363] 200865|  15.3%
Indonesia 112315| 123688 148320] 169245| 120074| 136927 197494] 187019] 220958] 190822 6.1%
Taiwan 60051 74664 65440 82132 102884 113154 128036 152614 166410| 179707 13.0%
Saudi Arabia 133552 130402, 148080 176674, 199784 198409 162940 132318 112910 155147 1.7%
Sweden 40812 50663| 50198 58260 76471 94836 106001 118423 122141 144507 15.1%
Netherlands 41399 47414 39268 43500 53794 70243 75385 100721 127602 142318 14.7%
Thailand 56613 66745 89458 72697 86910 127336 109501 119754 155925 141576 10.7%
Switzerland 50613 60297, 78892 78663 84379 92503 100917 114197 123784 137925 11.8%
Malaysia 19192 22181 21619 30493 32077 62404 67189 83692 90529 135632 24.3%
United Arab Emirate| 74797 81402, 96705 114201 126957 131148 146241 145419 132881 134237 6.7%
Chile 64987 75211 72584] 88993| 86526] s80989| ses24| 122635| 153083] 130631] 8.1%
South Africa 64614 69490] 91584 102208] 103005| 102600] 98984| 115095| 118914] 127680  7.9%
Austria 46648] 55886 66205] 71777] 69058]  75587] 88919 105806] 126259] 126586] 11.7%
Israel 19442] 24867] 27019] 32929] 4se21] s9813| sa771| 8s933] 109752] 116305] 22.0%
Philippines s3411| s1871] 57928] 63861 80208] 8s5705| 117902] 152237] 112667] 101466 7.4%

N Emerging countries or neighboring countries with negative growth (2010-2019)
— Emerging countries or neighboring countries with positive growth (2010-2019)

In this regard, an article on the Internet, which was about a Japanese general trading company trying
to sell Indonesian MPVs to Australia, says that Australian dealers seem to think that Indonesian MPVs
are still underpowered. In the next phase of the project, it may be necessary to figure out if Indonesia
can still be competitive in exports, because it will cost a lot of money just to power up the MPV to meet

Australia's needs.

5.1.2 Analysis of export competitors (Thailand, Malaysia, and Turkey)

Next is a case study of Thailand, Malaysia, and Turkey, which are potential competitors for Indonesia's
exports. The three competitor countries, Thailand, Malaysia, and Turkey are chosen and studied the
characteristics of each. As can be seen from the figures below, among the exporting countries, there are
two categories. One is CBU-dominated exporting countries such as Thailand and Turkey, and the other
is auto-parts-dominated exporting countries such as Malaysia. Regarding CBU, Thailand exports 52%
of its total production volume, Malaysia at 7%, and Turkey at 85%.
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Table 5.1.3 Ratio of exports of automobiles and automotive parts in Indonesia and its three

competitors
A
(2019) (2019) (2018) (2018)
Production (1,000 units) 1,286,848 2,013,710 564,971 1,550,150
Domestic Sales (1,000 units) 1,030,126 1,007,552 598,714 641,541
Export (1,000 units) 332,023 1,054,103 40144 1,318,869
CBU Export Ratio(%) 25.8% 52.3% 7% 85%
Theoretiz(:?’lorgan:]t:iz:sc)af imports 73.876 _ _ 410,260
OB bort Amount 6,065 38,643.5 520 21,350
A oy 2,050* 21,908 3,025 10,881
Auto Parts Export Ratio (%) 25.3% 36% 85% 34%

*compiled from Comtrade data (HS8708, HS840734, HS840820, HS851140, HS851290)

Source : UN Comtrade, Marklines

Indonesia is in the middle of the four competing countries in terms of both CBU and parts
exports.Every country has raised the Middle East and Africa as the next exporting destinations and
Thailand as an export competitor, but Turkey cannot be ignored either'’**. Turkey stands out in terms

of its export ratio, but Malaysia stands out in terms of auto parts exports.

Next, the survey focused on the share of parts in the total export value of the automobile industry.
Here again, Indonesia is in the lead. Malaysia's share is very high at 85%, but this is probably due to the

export of electrical and electronic components, which is Malaysia's forte.

The question is what kind of strategy Indonesia should adopt in the future, since it has a low ratio of

exports of finished vehicles and a low ratio of exports of parts.

5.1.3 Trade balance of the automobile industry of competing countries

The following chart, created from the UNCTAD trade balance, shows the evolution of the trade
balance of the automobile industry in the four countries. Turkey has become a major positive gainer in
the trade balance. Malaysia, which exports a high percentage of parts, is still in the red when looking at

the industry as a whole.

'7 Turkey has not been a subject of discussion when dealing with ASEAN's automobile industry, but after conducting this
survey, | realized that there are many things that can be learned in terms of the development of the automobile industry. The
85% export, that is, exporting 1.3 million units out of 1.5 million units manufactured, is a case that one has never seen in
ASEAN.
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Figure 5.1.2 Trade Balance of the Automotive Industry in Four Competitive Countries
There are two implications of this graph.
1. After all, exporting CBU will not lead to an improvement in the trade balance.

2.Looking into the background of Turkey's rapid progress, the Turkish lira has been on a
downward trend against major currencies since 2015, which in turn has led to export
competitiveness. In other words, automobile exports provide a significant buffer in the trade

balance against currency depreciation.

With regard to the export strategy of Indonesia's automobile industry, it may be necessary to consider
in the next phase that whether Indonesia should take direction to export CBU while competing with

Thailand and Turkey, or  to consider preferably a trade balance of 0 as Malaysia does.

5.1.4 Reference: Individual information on the three competitive countries

(1) Thailand's exports of automobiles and automobile parts

The following is the summary of the production and export of automobiles and automobile parts in

each country.

For Thailand, the destinations of exports of automobiles and automobile parts are different. As for the
destination of parts exports, the influence of ASEAN GVCs is strongly felt. On the other hand, the

destination of exports of CBU is determined from a broader, global perspective.
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Yehicle production, sales, and exports of Thailand

Export Destination by Region (2019 Jan—Jun)

(Units) (Export ratio)
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Trends of Auto Parts Import and Export in Thailand

(million USD)
25,000
20,000
15,000
10,000
5,000

0

2015 2016 2017 2018 2019

mlmport = Export
Source “TAPMA, FTI

Oceania
25%

(2019 Jan-Jun)
559,976

Source:FTI

Thailand's Parts Exports by Region

Components and CBU export value
composition in T hailand
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Figure 5.1.3 Automotive and Autoparts Export Situation in Thailand

The policies specific to parts exports are mainly related to location cases, and incentives for the parts

industry are determined in order to equalize regional development.
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[hvestment incentives for export—oriented automotive
manufacturing projects

Requirements of Investment Thailand's Automotive Policy and
Investment incentives
incentives development of GYCs

+ Export automotive Mo corporate income tax

manufacturing projects must exempnon for companies located @ Establish
be packaged with auto-parts in Zone 1 (6 provinces around positions as
manufacturing projects with a Bangkok); Zone 2 (12 provinces regional and global
total investment amount of at including Rayong, Chonburi, export hub (Pick-Up,
least 10 billion baht (not Phuket, etc.) was granted a 3- 2D
including land and working year tax exemption, but this has
capital). been extended to a maximum of
8 years. Foreign invesiments o
« Regardless of the zone, duty 'T'Eelpa" o prometion by BOI D:.n::;u:::;
exemption on machinery imports ey ;”gﬂg stmteg;ﬁ stralia) production
is granted (50% tax reduction for and auto-parts Infrastructure Al oy AL
zones 1 and 2). Development and Tier 1
v
« Companies can locate in Zone 1
while it's limited to Zone 2 and 3 SRR T
before. 2, 3 companies to
~ accelerate
= 3'Year l:orporate tax EX&mDUDﬂ localization of auto-
granted for Zone 1 locations. parts

= |mport duty exemption for

machinery regardless of zone Source: FTI

Source: JETRO Bangkok Center, P ion and C ion Division, Mariya Sukegawa, JETRO BSCT Report, October 2003

Figure 5.1.4 Automotive and Autoparts Export Policy in Thailand

(2)  Turkey's exports of automobiles and automobile parts

For Turkey, as mentioned above, domestic demand has been declining since 2015, and the
depreciation of the currency (lira depreciation) is expected to have a significant impact. On the other
hand, the domestic demand depressed by the depreciation of the lira is reflected in the improvement of

the trade balance through export promotion, contributing to the stability of the economy.

As shown in the figure below, 80% of Turkey's exports of finished vehicles (CBU) and parts are
destined for Europe, and the country has not yet reached the level of exporting CBU from a global
perspective like Thailand.

On the other hand, a news report in January 2021 drew attention to the fact that Turkey's exports to
countries other than the EU, such as Brazil, Azerbaijan, and the UAE, showed significant growth in
2020, and it is thought that Turkey's exports will expand to a broader level in the future, with Middle

Eastern and African countries in view.,
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Turkey's automobile production, sales, and exports

Turkey's Auto parts Exports by Region
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Figure 5.1.5 Automotive and Autoparts Export Situation in Turkey

In terms of policy, Turkey, like Thailand, does not have a specific policy to promote parts exports.

A major milestone in Turkey's export promotion was the Customs Union with the EU in 1985, and

common tariffs cannot be achieved without common standards for goods and services with the EU.

Therefore, Turkey began by standardizing type certification.

Furthermore, the government's policy is to protect key components with generous incentives in order
to strengthen domestic business, while at the same time promoting liberalization of imports and
gradually expanding the scope to include key components. As a result, the government has been able to

attract investment in the key components sector, and at the same time, has gradually liberalized the

sector, which has intensified competition and created an environment of free competition.
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Inoentives for export-orented automobile manufacturing projects Foliciy Implementation to Enhance Turkey's
- . . . Q i
The Customs Union signed with the EU in 1985. Export Potential
The government needed to lend tariffs on goods and services passing through
the customs union with the EU on the same basis, and for this purpose, it was
necessary to set up a system in which goods and services could be evaluated
based on uniform quality standards (this is compliance with the same
international standards and conventions). D Customs
The export-oriented growth strategy of the 1980s had two pillars™. The first pillar union with the
was to provide subsidies to domestic producers to steer them towards selling in =2
international markets. In other words, without increasing exports, it was
impossible to control the balance of trade. The second pillar was the gradual
liveralization of imports, which included easing quantitative restrictions and —“—
lowering tariffs.. @ Export ]
- D Gradual _ treatment for
oo Tom e, ey e o beraaion o e vampeiion "
] of 31
Since the abolition of the import license system in 1996, imports have been free " among firms
in principle, and no special incentives have been granted for the export of auto _vr_
parts
) Manufacture

As for investment incentives™, there are a variety of exemptions, which can be

) J ° of strategic
combined _accordmg fo the type of business, region, and sectc_)r_. Ely_so doing,a e S
sound environment has been created to promote free competition, improve QCD, Strengthening
and enhance the international competitiveness of the parts industry competitiveness
** ./ Taop priority investment incentives offered include VAT and customs duty exemptions, social security
assistance, corporate tex exemptions, and free land sllocations. Incentives will be granted on s case-by-case Source - FTI

basis to parties that meet the criteria. and new entrants will not affect the incentives that incumbents are
eligible to receive.

Figure 5.1.6 Automotive and Autoparts Export Policy in Turkey

Furthermore, from a social aspect, the development of the parts industry in Turkey was based on the

Islamic Mamluk system of training Turkish apprentices.

The Turkish apprenticeship system is similar to the Japanese apprenticeship system, and it is suitable
for transmitting tacit knowledge rather than manual-oriented formal knowledge. In a world of mainly

tacit knowledge, craftsmen cannot learn skills quickly, but once they learn a skill, it is said to be stable.

(3) Malaysia's exports of automobiles and automobile parts

While Malaysia's export ratio of finished vehicles is low at 7%, the ratio of domestically produced
vehicles is high. This is one of the results of the industrial promotion formed under the "National Car
Concept", but the export of Perodua and Proton, which are equivalent to national cars, has not been

accepted in other countries. Some experts consider this to be a failure of the national car concept.

Based on this experience, Malaysia is aiming to export auto related products to emerging Islamic
countries and is currently on the offensive to export the Perodua and Proton to Pakistan and Islamic

countries in the Middle East.

Looking at the trade balance of the automobile industry, Malaysia has not been running up a deficit
over the years. If the export of parts continues at this rate, the authorities will be able to achieve a trade
balance of + 0 for the entire automobile industry, and it is thought that they want to protect this level at

a minimum. This is the auto industry's "balanced trade" strategy.
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Domestic Sales, Production and Export Unit in Malavsia

Major Automotive OEM in Malavsia
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Source: Malaysia Automotive Robotics and loT Institute (MARi) Source: Malaysia Automotive Robotics and loT Institute (MART)

Figure 5.1.7 Automotive and Autoparts Export Situation in Malaysia

On the policy front, parts export has been promoted by the Malaysian National Automotive Policy
(NAP) since around 2009 and is also a focus of NAP2020.

The NAP 2020 has set ambitious targets for auto parts, which are being promoted through tax

incentives and other measures.
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The National Automotive Policy (NAP)

THE NATIONAL AUTOMOTIVE VISION

1. SUPPLY CHAIN INTEGRATION
Malaysia as the hub for:
« Exports of vehicles;

» Exports of components and spare parts;

= Automotive R&D;

» Technology development related to automotive and

mobility; and
+ \ehicle and component testing.
2. LOCAL MANUFACTURING

Enhance local manufacturing of vehicles and
components as well as promotion of remanufacturing

3. ENGINEERING CAPABILITIES

Enhance local manufacturing of vehicles and
components as well as promotion of remanufacturing

4. LATEST TECHNOLOGY TREND

POLICY DRIVEN vxs:’oguogvss

Adopt and adapt the latest technology trend through

application of IR4.0 technologies
5. SUSTAINABLE DEVELOPMENT

Sustainable development of the automotive industry

products and processes which aims to reduce

carbon emission etc.

Target of NAP2020

Target

‘GDP Contribution

RM 104.2 BIL

TOTAL PRODUCTION VOLUME (TPV)

1.47 MIL UNITS

TOTAL INDUSTRY VOLUME (TIV)

1.22 MIL UNITS

EXPORTS - CBU VEHICLES

RM 12.3BIL

r={ | EXPORTS - NEW AUTOMOTIVE PARTS & COMPONENTS

RM28.3BIL

EXPORTS ~ REMANUFACTURED AUTOMOTIVE PARTS & COMPONENTS

RM10BIL

EMPLOYMENT OPPORTUNITIES - MANUFACTURING

128,000 JOBS

EMPLOYMENT OPPO

46,000 JOBS

EMPLOYMENT OPPORTUNITIES - Maa$

75,000 JOBS

TOTAL EMPLOYMENT OPPORTUNITIES

323,000 JOBS

EMPLOYMENT OPPORTUNITIES - ROBOTICS

30,000 JOBS

EMPLOYMENT OPPORTUNITIES - loT

44,000 JOBS

SUPPLIER DEVELOPMENT - TOTAL AUTOMOTIVE SUPPLIERS

TOTAL - 1,285 SUPPLIERS
TIER 1400 SUPPLIERS
TIER 2 & BELOW - 885 SUPPLIERS

SUPPLIER DEVELOPMENT ~ SUPPLIER COMPETITIVENESS LEVEL

LEVEL 5 - 360 §§
LEVEL 4- 660
LEVEL 3- 880

SUPPLIER DEVELOPMENT - INDUSTRY4WRD READINESS

LEADER - 280 CO,
EXPERIENCED - 500 CO.
LEARNER - 660 CO.

SUPPLIER DEVELOPMENT - NEW SYSTEM INTEGRATOR (S.)

350 ROBOTICS CO.
380 loT CO.

TECHNOLOGY DEVELOPMENT

Etablishment of ulfledge Vehicle.
Lype Approval (VIA) tesiing centre,
Establishment of Electric Vehicle
nteroperatbilty Centre (EVIC), etc...

Remanufactured P&C

— NAP2014 Actual Value  NAP2020
(by 2020) 2018 (by 2030)
Export CBU 250,000 units RM 2.08 billon  RM12.3 billion
Export P&C RM 10 billion RM 12.1 bilion ~ RM 28.3 billion
Export RM 2 billion RM 0.52bilion  RM 10 billion

RM: Malaysian Ringgit

CONNECTED
MOBILITY

TAX Incentives for export

Eligibility Tax Reliefs

Manufacturers of
motor vehicles,
automobile
components or parts
which export these
manufactured goods
provided the export
sales of the products
attained at least 30%
value added

Tax exemption of statutory income
(restricted to 70% in a year of
assessment) equivalent to:

(a) 30% of the value of increased
exports (attained at least 30%
value added); or

(b) 50% of the value of increased
exports (attained at least 50%
value added).

Source: Income Tax (Exemption) Order 2011]

Figure 5.1.8 Automotive and Autoparts Export Policy in Malaysia

From the above, it seems that there are two directions in which the country's export strategy can be

taken: to increase the trade balance to a positive level, as Thailand and Turkey have done, or to balance

the trade balance to the extent that it does not become a large excess of imports.

In other words, in the next phase of the development study, the project should analyze and report on

such trade-related research, while implementing the Pilot activities discussed in the main report.
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5.1.5 Supplemental survey for analyzing potential export countries

=
=

Australia

Number of cars owned 18.31 million units Passenger
cars 14.28 million units

1.7 people per passenger car

Gross national income per capita S51360

Taxation of imported vchicles Customs duty
{maximum rate 5%) and GST (Goods and Services)
10%. Luxury cars are subject to LCT (Luxury Car
Tax) 33% instead.

awnjoA s3jes pue 3a)ieN oIny

Ambient Temp

High outdoor temperatures are severe, and there are concerns about hot restart and air
conditioning performance.

The coastal slopes of the eastern mountain range have a temperate humid climate,
while the southeastern part has a western maritime climate. The southwestern coast has
a Mediterranean climate, while the northern coast has a Savannah climate. Temperatures
are mild to hot throughout the entire region. There were 33 days in 2019 when the
average daily maximum temperature across the country exceeded 39°C. In Oudna Datta
{a desert settlement in the deep south), 50.7°C was recorded. The lowest temperature

was 14.2°C in Riaweni, Tasmania,
Sydney 22.9°C in January, 11.2°C in July.
Darwin 28.2°C in January 24.7°C in July

Juawidojanag Huidayy WU AUT SAIOWOINY

0 0 Adopted UN rules in 1958 agrcement member Altitude conditions
e ¥
Y L E counlrn:s of W_] 29 It is divided into the castern mountains, the central lowlands of the Dahurui Basin, and the desert -
= * E"mmai impact -sl-anddnd Yes rich western plateau. The average altitude of the country is 300 meters.
o Elcctronic stability control Yes Mount Kosciuszko is the highest mountain on the Australian mainland, at 2,228 meter s above sea
@ Pedestrian protection Yes level, and the road is 2,100 meters above sea level.
Motorcycle anti-lock braking system Yes
9 m | Emission regulation  ADR79/04(EuroSb+) Road paving rates and infrastructure
u % Ew?c‘ smoke :;gallallurﬁﬂfgfg:‘l 02 World Economic Forum Rating Score 4.9
- ucl consumption regulation i / . .
s P & (33rd/141 countries, average score 4.07, Japan 6.1, Indonesia 4.2)
= Expressways are well maintained, with many roads having four-lane separation zones.

Tommc

wow w s rhlinnes

Philippines

< g Number of vehicles owned 4.09 million units | » | Aml t Temp
% g Passenger cars 1.03 million units Gross national § Tropical monsoon climate with high temperature and humidity. Mindanao in the
2 income per passenger car 102 people per capita 3,660 g south has a tropical rainforest climate. The climate is mild throughout the year. The
§ usD S | minimum and maximum temperatures range from 27°C to 30°C.
% | Taxation of imported vehicles Import tax from | & Manila 26.1°C in January 27.9°C in July
- B . 5 . o
Indonesia is 0%, however, VAT is 12%, and excise | m
%_ tax is 4-50% depending on the price of the vehicle. | 2
w | However, 0% for EVs. ol
2 =
& 3
E g NOT yet adopted UN rules in 1958 agreement | 2 | Altitude conditions
‘2 o 1nembe1: CDUHlItIE.‘i of WP29 :)E The Philippines belongs to the Pacific Rim orogenic belt, and has a mountainous terrain with many
E e Frontal ]_mpa‘:[ _s!anclard No ® | active voleanoes. Baguio, the central city in the northem part of Luzon, the largest island in the
-3 Electronic stability control No 2. | Philippines, is 1,500 meters above sea level.
2 Pedestrian protection No a
Motorcycle anti-lock braking system No g
<
ran Emission regulation  Eurod % Road paving rates and infrastructure
@ Dicsel smoke ',ug"h"u" None 3 | There are concerns about poor road surfaces, runnability, and road interference.
ofl| Fuet coastmption regulation None 3 L World Economic Forum Rating Score 3.7
=) 3 30
= ?’ (87th/141 countries, average score 4.07, Japan 6.1, Indonesia 4.2)
‘E Priority is given to repairing and maintaining roads rather than building new ones, and
c the paving rate is low.
E The total length of the road networkis about 200,000 km, with 30,000 km of general national
g roads and 30,000 km of state roads. 97% of national roads are paved, but the paving rate
A, including local roads is about 21%. The development of expressways is lagging behind.
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*

Vietnam
< B | Number of vehicles owned 600.000 units Passenger g Ambient Temp
% § cars 320,000 units S The northern part of the country experiences a subtropical monsoon with a rainy
; F 295 people per passenger car season from July to June, while the southern part experiences a tropical monsoon with
g Gross national income per capita: 52,160 g a rainy scason from August to September. In general, the climate is hot and humid
3 Taxation of imported vehicles 0% tariff from E' throughout the vear. April is the hottest month of the year, with a maximum temperature
= Indonesia, 10% VAT, 60% special consumption tax | m | of about 33°C to 35°C.
a2 |SsT g o Hanoi 16.0°C in January 29.0°C in July
£ :
; ;
0 0 NOT yet adu!ztcd UN rules in 1958 agreement | 3 | Altitude conditions
b ;. E Hrignaber courm:lcs of W29 5 Drivability is a concern depending on the presence of high altitude roads.
= Frontal “_npnﬂ ?Fandnrd No 8 | 75% of the country is mountain and platcau arca with Annam Mountains as the core
o Electronic stability control No o Highest peak: Mount Fansipan 3148m.
a Pedestrian protection No a
Motorcycle anti-lock braking system No g
o T I o
0 E Emission regulation  Euro4 g | Road paving rates and infrastructure
e 7 Diesel smoke regulation UN-R24 E There are concerns about poor road surfaces, runnability, and road interference.
7 2. | Fuel consumption regulation  UN-R101 (Test method) 2 World Economic Forum Rating Score 34
o S ~ (104th/141 countries, average score 4.07, Japan 6.1, Indonesia 4.2)
8 P
3 Generally poorly maintained, but improvements have been made considerably.

TEOmEmE

Bangladesh

anrklines com

All Rights Reserved

°< b3 Number of vehicles owned 420,000 units P: » | Ambient Temp
£ g | cars 170.000 units 5 Severe high outdoor temperatures, concerns about hot restart and air conditioning
g z 954 people per passenger car 3 | performance.

& | Gross national income per capita $1,470 2 Subtropical monsoon climate. The southwest monsoon blows from June to October,

g Five levels of general tariffs CDO: 1, 5, 10, 25%; s‘ which is a hot and humid rainy season with temperatures ranging from 25 to 41°C.

o | adjustment tax RD3-25%; VAT 15%. m Dacca 19.0°C in January 28.9°C in July

2 S

g g

; :

@ [NOT yet adopted UN rules in 1958 agreement 2 | Altitude conditions

g memhe;ri:l"l‘::l“;:‘l;;:{‘:i:::ard No :;é A country on the Ganges Delta. Most of the country is lowland, less than 9 meters above sea level.

= Electronic stability control No =

e Pedestrian protection No a

y Motorcycle anti-lock braking system No g

: 3

]
i
® o | Emission regulation * Catalysts for gasoline vehiclesand | 3 Road paving rates and infrastructure
'g @ DPFs for diesel vehicles are mandatory as emission control There are concerns about the durability of the suspension and road interference due to the poor
H g‘ measures. road surfagc. o .
] Diesel smoke regul : Euro 2 for gasoline vehicles and World Economic Forum Rating Score 3.2 .
@ Buro 1 for dissel veliltles (107th/141 countrics, average score 4.07, Japan 6.1, Indonesia 4.2)
Fuel consumption regulation : None

Tommc

wnrhlinnes

ghts Reserved
g
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Ethiopia

awnjop

Number of vehicles owned 180,000 units 100,000
passenger cars

1012 people per passenger car

Gross national income per capita $740

Taxation of imported vehicles 35% customs duty,
15% VAT, 30%-100% ecxcise tax (by fuel and
displacement), 10% additional tax, 3% withholding
tax

Aiming for TOP position in African automobile
industry with the help of China

Ambient Temp

Relatively cool alpine climate due to its high altitude location
The platcau region has a mild climate, almost like an everlasting spring.
Addis Ababa 15.7°C in January 16.2°C in July

f3ages | sajes pue ey oy

NOT yet adopted UN rules in 1958 agreement
member countries of WP29

Frontal impact standard No

Electronic stability control No

Pedestrian protection No

Motoreyele anti-lock braking system No

Altitude conditions

There are many areas with high altitude, and drivability at high altitude is a concern.
Plateau country in the upper reaches of the Nile River. Plateau region 2000-3000m
Abyssinia plateau above 2000m is flat and has many lakes and marshes.

g
ssiug

Emission regulation I None
Diesel smoke regulation : None

Fuel consumption regulation * None

Note: There are regulations on air pollution, but there are

no regulations on harmful gases for cars alone.

juawdojanag Buizrayyy JuawuoIAUF dAIIOWOINY

Road paving rates and infrastructure

There are concerns about the durability of the suspension and road interference due to the poor
road surface.

World Economic Forum Rating Score 3.0

(116th place / 141 countries Average score 4.07 Japan 6,1 Indonesia 4.2)

TEDMMIE

www marhlines com

Nigeria

Co., Lid. All Rights Reserved

Number of vchicles owned: 1.63 million units
Passenger cars: 1.05 million units

183 people per passenger car

Gross national income per capita §2,100

Taxation of imported vehicles: 10% tariff (from
2020), 7.5% VAT (value added tax)

Ambient Temp

High outdoor temperatures are severe, and there are concerns about hot restart and air
conditioning performance.

It has a tropical rainforest climate with high temperature and humidity throughout the
year. Maximum and minimum temperatures have ranged from 43.1°C in Yola
(northeast) to 10.2 in Jos (north-central).

Lagos 27.2°C in January 25.6°C in July

NOT yet adopted UN rules in 1958 agreement
member countries of WP29

Frontal impact standard No

Electronic stability control No

Pedestrian protection No

Motoreycle anti-lock braking system No

Altitude conditions

Flat terrain not exceeding 500m above sea level, except for the Joss Plateau in the centeran  d the

Adamawa Plateau on the castern border.

=< P
g g
€5
sz
:
H
£
2
g
52
:
m
gs.
iﬂ'
g?

Emission regulation :  Euro2
Diesel smoke regulation ¢ None

Fuel consumption regulation = None

juawdojanag Buldayy JuswILoIIAUT AIIOWOINY

Road paving rates and infrastructure

There are concerns about poor road surfaces, runnability, and road interference.
World Economic Forum Rating Score 2.5
(131st/141 countrics, average score 4,07, Japan 6.1, Indonesia 4.2)

EfEDmMmC

wow w e hlines.

ines Co,, Lid. All Rights Resé
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o
< umber of cars owned 1.6 million units Passenger mbient Tem)
p | Number of d 1.6 milli its P; g E Ambient Temp
% g- cars 980,000 units s In the coastal areas facing the Indian Ocean, there are concerns about hot restart and
2 51 people per passenger car 3 | air conditioning performance.
F | Gross national income per capita 1460 USD 8 Most of the living areas are located at altitudes of more than 1,000 meters, so although
% Import tax on automobiles (used new cars) 35%, VAT g' the climate is tropical, it is close to a dry savannah climate. The coastal areas facing the
~ | 16% in principle, additional tax on used cars 20%. m | Indian Ocean, however, have a tropical climate, with an average annual temperature of
8 2 | 2610 27 degrees Celsius. On the coast, the temperature peaks at 37°C and the humidity
a 3 | is high.
o
v g Nairobi 19.9°C in January 17.2°C in July
g ] Mombasa 27.2°C in January 24.4°C in July
-
o » NOT yet adopted UN rules in 1958 agreement 5 Altitude conditions
< oo 2
I g mcmhcl: f’uun"tleb of WP29 E Drivability is a concern depending on the presence of high altitude roads.
l'_m"ml 1mpact ;!andard No Ex Most of the country is a plateau above 1,200 meters above sea level, and the altitude increases as
o Electronic stability control No @ | one moves westward. Kenya Voleano, just below the equator, is 5200m above sea level
> Pedestrian protection No g Nairobi 1624m
Motorcycle anti-lock braking system No g
3
o m mission regulation © Require gasoline vehicles to have oad paving rates and infrastructure
T [ Emissi Iation : Require gasoline vehicles to h -§Rd' tes and infrastruct
o Catalyst,  Special regulatory values have been set for 3 World Economic Forum Rating Score 4.1
X § gasoline and diesel vehicles, (64th place/141 countries, average score 4.07, Japan 6.1, Indonesia 4.2)
o Diesel smoke regulation @ None
@ Main roads are generally in good condition, but minor road maintenance is a binadequate.
Fuel consumption regulation : Heins The overall road paving rate is 15%.
T Eomme
e ¥ 4 H
Egypt b
sz Number of cars owned 5.83 million units P, » | Ambient Temp
% g | cars 438 million units E- High outdoor temperatures are severe, and there are concerns about hot restart and air
% 22 people per passenger car 3 | conditioning performance.
§ Gross national income per capita $3.010 9 | The northern part of the country has a Mediterranean climate, while the southern part
E Taxes 40% customs duty, 14% VAT, 0.5% industrial g' has a desert climate. The southern interior is hot and dry, sometimes exceeding 40
o | and commercial profits tax, 3% resource exploitation | m | degrees Celsius.
2 | fee, 19 additional tax g Cairo 14.1°C in January 28.0°C in July
3
g g
o
4 3
- Adopted UN rules in 1958 agreement member | & | Altitude conditions
'E ':': countries of W,P29 ; Except for the valleys along the Nile River and the delta at the mouth of the river, mos t of the land
o< Frontal impact standard Yes @ | is flat and completely desert.
o Electronic stability control Yes =,
a Pedestrian protection Yes a
Motoreycle anti-lock braking system No =4
<
]
] g Emission regulation : Spccial regulatory values have | & | Road paving rates and infrastructure
0 a been set for gasoline and diesel vehicles, g World Economic Forum Rating Score 5.1
g. g Diesel smoke regulation : Yes 1 (29th/ 14{ countries, average score 4.07, Japn.u 6. l“lndenesia 4.2)
g Fuel i il N L The quality of roads is high, ranking second in Africa.
uel consumption regulation ©  None
2 P g (Paved 188,247 km, unpaved 8 341 km)}

Tk

ht @ 2020 MarkLines Co,, Ltd

www marklines com
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Pakistan

C

awnjop

Number of cars owned: 3.73 million units Passenger
cars: 3.02 million units

65 people per passenger car

Gross national income per capita $1,580

Sales Tax

General tariffs High tariff on automobiles, sales tax
cquivalent to VAT in other countrics, standard 17%.

Ambient Temp

The high outdoor temperature conditions are severe, and there are concerns about hot
restart and air conditioning performance.

Most of the country has a subtropical arid climate, with a mountainous climate in the
north and a temperate monsoon climate in the southern plains,

53.5°C was recorded in Mohenjo Daro and Turbat in the past. This is the hottest
temperature ever recorded on the Asian continent.

fyages | sajes pue jaxiey oany

suonenbay

The signatory to the 1958 WP29 agreement but has
not yet adopted UN rules as a new signatory.
Frontal impact standard No
Electronic stability control No
Pedestrian protection No
+ Motorcycle anti-lock braking system No

Altitude conditions

Drivability is a concern due 1o the presence of high altitude roads.

The terrain gradually decreases in altitude from the northwest to the southeast. In the north, the
Himalayas, Karakoram, and Hindu Kush mountains run east to west, and in Kashmir, the K2, Nanga,
Palpat, and other high peaks of 8,000 meters rise. In the westare the Sulaiman Mountains, and in the
southwest is the Baluchistan Plateau.

E

suojjenbay
s

Emission regulation © Euro 2 regulations for gasoline

vehicles also Euro 2 regulations for diesel vehicles exist
but are not yet operational.
Diesel smoke regulation © Yes

Fuel consumption regulation : None

juawdojanag Buizdayyy Juawuoliaug aajowoiny

Road paving rates and infrastructure

World Economic Forum Rating Score 4.0
(71st/141 countries, average score 4.07, Japan 6.1, Indonesia 4.2)

Paving rate 71.59%

TEOmEmE

ww w rmarhlines

Saudi Arabia

Ltd. All Rights Reserved

awnjop

Number of cars owned 7.51 million units Passenger
cars 5.17 million units

6.4 people per passenger car

Gross national income per capita $20,090

Ambient Temp

conditioning performance.

High outside temperatures are severe, and there are concerns about hot restart and air

The inland areas have an arid climate, while the Arabian Gulf coast has four

Taxation of imported vehicles 15% tariff, 15% VAT

seasons with widely varying temperatures. While the coastal arcas are hot and humid,

the inland areas have a typical continental desert climate, with extreme heat exceeding
50 degrees Celsius in the summer and often below freezing in the winter.
Riyadh 14.5°C in January 36.6°C in July

NOT yet adopted UN rules in 1958 agreement
member countries of WP29
-+ Frontal impact standard No
Electronic stability control No
Pedestrian protection No
Motorcycle anti-lock braking system No

Altitude conditions

Drivability is a concern depending on the presence of high altitude roads.

Oceupying 80% of the Arabian Peninsula, most of the country is a plateau with a high west and low
cast, with the Nefud Desert in the north and the Rub al Khali Desert in the south. In the west, the
Hejaz Mountaing run along the Red Sea, reaching 3,000 meters in the south.

suonenbay yajes | sajes pue jaxie oy

Road paving rates and infrastructure

World Economic Forum Rating Score 5.2
(27th/141 countries, average score 4.07, Japan 6.1, Indonesia 4.2)

Emission regulation : Equivalent to Euro 2 for gasoline
passenger cars and Euro 1 for gasoline light commercial
vehicles,

Diesel smoke regulation @ Yes

juawdojanag buildayy JuawuoIIAUZ 3AOWOINY

suojje|nbay
uojssiuz

The country is putting a lot of effort into improving roads with a lot of budget,

Fuel consumption regulation * None

Tommc -

All Rights Reserved
wow w s rhlinnes
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Colombia
< » | Number of cars owned 5.9 million units Passenger E AmbientTemp |
% E cars 4,08 million units g The climate is divided into two main areas: the Caribbean coast has a mild climate,
g 12 people per passenger car while the mountainous areas have slightly cooler temperatures, but the temperature
§ Gross national income per capita: $5.890 g varies greatly during the day.
E Taxation of imported vehicles: 35% customs duty, s' 900-2000m 17-24°C, 2000-3000m, 12-16°C..
o | 16% VAT, 16-60% consumption tax m Bogota 14.5°C in January 36.6°C in July
i S
g S
Hl 3
; :
@ NOT yet adopted UN rules in 1958 agreement | 3 | Altitude conditions
@ | member countrics of WP29 Bl Drivability is a concern depending on the prosencs oF igh atituds roads.
= Frontal impact standard No ® | The Andes Mountains are divided into three mountain systems in this country: Eastern, Central,
o Electronic stability control No 2. | and Western, each of which has a 3000meter range. As a result, 40% of the country is mountainous.
€ Pedestrian protection No 3 The northeastern part of the country is covered with prairies called Lianos in the basin of the Meta
5 + Motorcycle anti-lock braking system No =/ River, a tributary of the Orinoco River, and the southeastern part is a densely forested area in the
) e | upper reaches of the Amazon River.
& 8
o
F 5' Emission regulation : Euro 2 or US94 for gasolinc % Road paving rates and infrastructure
] F vehicles, Euro 4 for diesel vehicles. S | There are concens about poor road surfaces, runnability, and road interference.
E &' | Diesel smoke regulation * Yes Lo World Economic Forum Rating Score 3.4
g' = Evaporative emission: Yes (102nd/141 countrics, average score 4.07, Japan 6.1, Indonesia 4.2)
Fuel consumption regulation © No regulations, but fuel
consumption values must be stated at the time of
certification.
Tomme B
syright @ 2020 MarkLin 1. All Righ
wwew ke
Argeniing —
< » | Number of cars owned 14.11 million units P 19 E Ambient Temp
% g- cars 10.69 million units g Subtropical climate in the north, temperate climate in the Great Plains, arid climate
.1 people per passenger car in the western Andes, and cold climate in the southern Patagonia region.
541pplpp g 3 |inth And d cold cli in th hern Patagonia regi
B | Gross national income per capita $13,030 g Buenos Aires 24.8°C in January 11.0°C in July
% | Taxation of imported vehicles Customs duty 12%, =
o | VAT 25%, consumption tax 20%. m
= =
e =
5
£ g
? :
4 NOT yet adopted UN rules in 1958 agreement| 3 | Altitude conditions
i s
E tmember Coun“_"es of WP29 . 5 Drivability is a concern depending on the presence of high altitude roads.
) © Frontal lmpac‘ _Sfa“dﬂrd Yes 2 The region is divided into four main areas: the Gran Chaco (forested area) in the north, the Pampa
g Electronic stability control No 2. | (temperate grasslands) in the La Plata River basin, arid Patagonia in the south, and the steep Andes
“:_’ Pedestrian protection No & | Mountains on the western border.
é Motorcycle anti-lock braking system No E
<
a 5
o
z 5 Emission regulation : Euro3a for both gasoline and diesel 'g Road paving rates and infrastructure
= E vehicles g There are concerns about poor road surfaces, runnability, and road interference.
B & | Diesel smoke regulation : Yes a2 World Economic Forum Rating Score 3.6
% = Evaporative emission: Yes (91st place/141 countries, average score 4.07, Japan 6.1, Indonesia 4.2)
Fuel consumption regulation : No Paving rate 34.39%.
Road network is 240,000 km, 34% of which is paved. 80% of all roads are deteriorated.
ELDFEIMIC
Copyright © 2020 MarkLines Co., Ltd. All Rights Reserved
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3. Sales volume in each country

Forecast of sales volume trends by LMC Automotive:

—+— Nigeria
-a— Kenya

1400000

1200000

1000000

800000

600000

400000

200000

SALES VOLUME IN EACH COUNTRY

—m—  Australia
—— Pakistan

—+— Bangla

desh

Colombia

—— Philippines —  Saudi Arabia

—— Egypt
—+— Vietnam

)

2020

2021

2022 2023 2024

3., Lid. All Rights Reserved

2025

2026

LMC Automotive:

UK-based research firm
providing automotive market
forecasting services

The company forecasts global
production and sales volume
by model and powertrain type,
etc., by analyzing many social
conditions such as GDP of
each country and the
automotive industry.
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Forecast of sales volume trends by LMC Automotive
2019 | 2020 2021 2022 [ 2023 2024 2025 2026 2027
Nigeria 12,152 9,421 14,287 19,485 30,373 45,738 57,351 67,376) 75,709
Australia 1,042,411 871,610 9939600 1076559 1136338 1,167,027 1,191,641 1208812 1,223,204
[angladesh 18,492 11,400 15,264 23,568 33,660 37,596 41,064 44,076 47,208
Icolombia 263,134 191,71 272,614 281,460] 294,460 312,120 323,958 331,663 336,694
[Egypt 170,734 184,818 193,467 208,686 221,073 236,285 258,219 292,430 317,590
Kenya 8,527 5,589 8,258 10,118 12,448 14,893 16,283 17,513 18,832
Pakistan 187,679 124,976 158,421 173,445 183,845 191,910 194,162 194,426 196,329
Philippines 407,166 250,440 351,608 378,071 385,418 392,871 404,082 416,823 429,670
[saudi Arabia 532,846 470,545 522,922 611,530 673,306 710,341 879,067 944,254 997,691
[Vietnam 388,948 380,111 430,866 448,655 461,566 478,326 500,458 524,395 549,251
lsouth africa | 516,307] 358,446] 458,662 506,469] 547,730] 601,423 651,273 705,911 736,452

T

4, Conclusion
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Number of Per capita . - s Market environment
GDP (USS) Sales growth Safety regulation Environmental regulation adaptability/development potential

Australia

Philippines

Vietnam

Bangladesh

Ethiopia

Nigeria

Kenya

Egypt

Pakistan

Saudi

Arabia

Colombia

Argentine

Number of Per capita Sales . . . M
peoplepercar | GDP(USS) Safety regulation Environmental regulation Adents

Australia

Philippines

Vietnam

Bangladesh

Ethiopia

Nigeria

Kenya

Egypt

Pakistan

SaudiArabia

Colombia

Argentine

(18,310 T units)
LT

(4,090 T units)
102
(600 T units)

(420 T units)

(180 T units)
1,012

(1,630 T units)
(1,600 T units)
51

(5,830 T units)
22

(3,730 T units)
65

(7,510 T units)
6.4

(5,900 T units)
12

(14,110 T units)
4.1

(18,310 Tunits)

(4,090 T units)
102

(600 Tunits)
295

(420 Tunits)
954

(180 Tunits)

(1,630 T units)
183

(1,600 T units)
51
(5,830 T units)
22
(3,730 T units)
65
(7,510 T units)
6.4

(5,900 T units)
12

(14,110 T units)
41

51,360

3,660

2,160

1,470

740

2,100

1,460

3,010

1,680

20,090

5,890

13,030

Slight upward trend in
sales volume

No sales volume
increase, maintaining
status quo

No sales volume
increase

No sales volume
increase, maintaining
status quo

No data

No sales volume
increase, maintaining
status quo

No sales volume
increase, maintaining
status quo

No sales volume
increase, maintaining
status quo

No sales volume
increase, maintaini

Adopted UN regulations for
frontal collision, pedestrian
protection, ESC, and 2-
wheel ABS standards

NOT adopted UN regulations
NOT adopted UN regulations

NOT adopted UN regulations

NOT adopted UN regulations

NOT adopted UN regulations
NOT adopted UN regulations

Adopted UN regulations,
frontal collision, pedestrian
protection, ESC standards

Adopted UN regulations
No ly i

status quo

Slight upward trend in
sales volume

No sales volume
increase, maintaining
status quo

No sales volume
increase, maintaining
status quo

51,360 _
3,660 —»
2160 —»
1,470

S
740 No data
2,100 N
1,460 —
3,010 R
1,580

2000 ¥
5,890

13,030

ly in
place

NOT adopted UN regulations

NOT adopted UN regulations

NOT adopted UN regulations

Adopted UN regulations for
frontal collision, pedestrian
protection, ESC, and 2-wheel
ABS standards

NOT adopted UN regulations

NOT adopted UN regulations

NOT adopted UN regulations

NOT adopted UN regulations
NOT adopted UN regulations

NOT adopted UN regulations

Adopted UN regulations, frontal

Euro 5+ exhaust gas regulations,
smoke regulations, fuel efficiency
regulations.

Eurod
No other

Euro 4 , smoke regulation, fuel
consumption label

Catalyst for gasoline vehicles and DPF
for diesel vehicles, Emission regulations
equivalent to Euro 2 for gasoline
vehicles and Euro 1 for diesel vehicles

No regulations

Euro2
No other

Catalyst required for gasoline vehicles
and special regulations for smoke
regulation

Exhaust gas regulation: special
regulation values for gasoline and
diesel vehicles, Smoke regulation
Euro2 for gasoline vehicles and diesel
vehicles (yet to be valid), Smoke
regulations

Euro2, Eurol equivalent for small
business vehicles, Smoke regulations
for diesel vehicles

Euro2 or US94 for gasoline vehicles,
Eurod smoke regulations for diesel
vehicles, Evaporative emission

Euro 5a for all car type, Smoke
regulations, Evaporative emission

Euro 5+ exhaust gas regulations,
smoke regulations, fuel efficiency
regulations.

Euro4
No other

Euro 4, smoke regulation, fuel
consumption label

Catalyst for gasoline vehicles and DPF for
diesel vehicles, Emission regulations
equivalentto Euro 2 for gasoline vehicles
and Euro 1 for diesel vehicles

No regulations

Euro2
No other

Catalyst required for gasoline vehicles and

No particular development concerns
Need to check for rough road performance and
road interference

Need to check for high altitude drivability, rough
road and road i

Hot restart and air conditioning performance at
high outside temperatures, rough road driving
performance and road interference need to be
checked.

Need to check for high altitude drivability, rough
road and road

Need to check for high altitude drivability, rough
road performance and road interference

Need to check hot restart and air conditioning
performance at high outside temperatures and
high altitude drivability

Need to check hot restart and air conditioning
performance at high outside temperatures

Need to check hot restart and air conditioning
performance at high outside temperatures and
high altitude drivability

Need to check hot restart and air conditioning
performance at high outside temperatures and
high altitude drivability

Need to check for high altitude drivability, rough
roa; and road i

Need to check for high altitude drivability, rough
road perfarmance and road interference

rketenvironment
ty/development pote!

No particular developmentconcerns

Need to check for rough road performance and road
interference

Need to check for high altitude drivability, rough
road performance and road interference

Hot air it high
outside temperatures, rough road driving

androad i d to be
checked.

Need to check for high altitude drivability, rough
road performance and road interference

Need to check for high altitude drivability, rough
road performance and road interference

Need to check hot restart and air conditioning

special

for smoke

Exhaust gas regulation: special

collision, P! ,
ESC standards

Adopted UN regulations
No standards currently in place

NOT adopted UN regulations

NOT adopted UN regulations

NOT adopted UN regulations

Source: JICA Study team based on the materials by MarkLinies

values for gasoline and
diesel vehicles, Smoke regulation

Euro2 for gasoline vehicles and diesel
vehicles (yetto be valid), Smoke
regulations

Euro2, Euro1 equivalent for small business
vehicles, Smoke regulations for diesel
vehicles

Euro2 or US94 for gasoline vehicles, Euro4
smoke regulations for diesel vehicles,
Evaporative emission

Euro 5a forall car type, Smoke regulations,
Evaporative emission

*The above slide is added by JICA Study Team in according with the request by MOI

at high outside temperatures and high
altitude drivability

Need to check hot restart and air conditioning
performance at high outside temperatures

Need to check hot restart and air conditioning
performance at high outside temperatures and high
altitude drivability

Need to check hot restart and air conditioning
performance at high outside temperatures and high
altitude drivability

Need to check for high altitude drivability, rough
road performance and road interference

Need to check for high altitude drivability, rough
road performance and road interference
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Number of Per capita Sales Market environment adaptability/development
peoplepercar | GDP(US$) Safety regulation Environmental regulation potential

Australia

Philippines

Vietnam

Bangladesh

Ethiopia

Nigeria

Kenya

Egypt

Pakistan

SaudiArabia

Colombia

Argentine

(18, 310Tunlts) 51,360 _
(engine power)
(4,090 T unit1s(),2 3,660 =S sy i, A
(600 T units) 2,160 — ++
e e
(competitor)
(420 T units) 1,470 +
954 ++ * (competitor)
(180 T units) 740 No data i)
i e ( high altitude drivability, rough road performance, road
& interfere!
(1,630 T units) 2,100 — ==
183 ++ Raad (distance, high altitude drivability, rough road performance, road
interference)
(1,600 T units) 1,460 ==
51 L - (hotrestart, air conditioning performance at high outside
high altitud
(5,830 T units) 3,010 ey
22 had = ( d air i athigh outside
temperatures)
(3,730 T units) 1,580 — -
65 R e (¢ air at high
high altituds
(7,510 T units) 20,090 -
e e [¢ hot restart, aii athigh
6.4 / Bl ra i high altitud; e
(5,900 T units) 5,890 — ==
12 e Eaad (high altitude drivability, rough road performance, road
interference)
14,110 T units] 13,030 S
( 4.= — = = (Distance, altitude drivability, rough road performance, road

interference

Source: JICA Study team based on the materials by MarkLinies

*The above slide is added by JICA Study Team in according with the request by MOI

Conclusion

1, Adaptability to Perspective of Environmental and Safety Regulations

b3

In terms of environmental regulations, the exhaust gas standard for vehicles manufactured in Indonesia is Euro 4, while
Australia and Argentina have standards that are higher than that and require development such as reviewing the fuel system
of the catalyst and engine. In addition, Kenya and Egypt have their own emission standards that need to be confirmed.
Colombia and Argentina have evapo (fuel evaporation gas) emissions that are not found in Indonesia, and development is
needed to review the size of canisters (where fuel evaporation gas is once adsorbed by activated carbon) and add evapo
systems (to control adsorption and release of fuel evaporation gas).

» Interms of safety regulations, Australia and Egypt have adopted the United Nations regulations and need to develop safety
performance. The development of safety performance is very difficult, as it involves reviewing the body structure and adding
protective devices. In Australia, ANCAP (Australasian New Car Assessment Program) is a comparative test of safety
performance, and the results are published.

» Interms of regulations for Australia, Argentina, Colombia, and Egypt, Indonesia needs to develop full-scale technologies to
comply with the regulations. For Kenya it will need to develop applications depending on the results of exhaust gas tests.

2, Adoptability to Market Environment

» The ability to drive on paved roads on flat terrain with the engine warmed up is common throughout the world and rarely
causes any problems. However, severe environmental conditions such as extremely low outside temperatures such as -25° C,
high outside temperatures such as 40° C, and high altitudes of 3,000m class are unique to each country and require
development of applications for those environments. In addition, when there are problems on severe rough roads, it is not easy
and difficult to take countermeasures because changing the ground clearance of the vehicle affects the maneuverability and
other aspects of the vehicle.

» There is a concern that problems due to harsh environments may occur in exporting countries except Australia. If there is a
problem due to rough roads (runnability and road interference), it is necessary to limit the export to models with high vehicle
height.

T mmmi
v, erunr Kl cuarmy
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Materials used

2020 Data Book of the World, World Country Directories and Latest Statistics (Ninomiya
Shoten)

« World Statistics (Ministry of Internal Affairs and Communications)

WHO Global status report on road safety 2018

« ARC Report Published by the World Economic Information Service

Information Engine (MarkLines)

Global Temperature and Precipitation - Travel.Info http://www.ryoko.info/Temperature/

+ Countries of the World http://atlas.cdx.jp/nations/nations.htm

World Economic Forum 2019
https://www.theglobaleconomy.com/rankings/roads gqualit

LMC Automotive car sales data

E{EOERIC

www.marklines.com
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APPENDIX 6.

MEETING MATERIALS FOR MOI

6.1 Meeting on 17" June

Automotive Industry: Current state and potential

—
—
Kementerian .
0° Perindustrian JICA’. 2 Oremu ComunsBose. NI

Data Collection Survey on Automotive Industry Development in
the Republic of Indonesia

Essence of Inception Report

June 17, 2020
Ministry of Industry (MOI), Republic of Indonesia

Japan Intemational Cooperation Agency (JICA)
Oriental Consultants Global

Nomura Research Insiilute, Lid.

Nomura Research Insiitute, Singapore Pte. Lid.

Indonesia auto market and production have steadily increased, while automotive
export remained small, reflecting low export competitiveness of auto industry

hanges i Iimport and export,

and sales in Indonesia

fr—

Current vehicle production

« The domestc sales’ production increased steadily
(over 1.2 million &t its peak level), driven by

expansion of domestic demand
« Domestic emands will CONINUE 10 Grow thanks to
increase of middie-ncome popuation

Current Status of export competitiveness

+ Expaasion of vehicie export i 8xpectad 10 aise
quality/ standards of vehvcles and aiso increase
Q production capacity utlization

*  However, Indones:a’s export competliveness is
much lower than Thalland.
» Trade speciakzation coefficient (TSC) has
just tumed posilive for passenger cars,
while aulo parts remains. negative.

Trace speciakzation costicient (TSC) »
{export <emporilesper = mpor)
1

Why industrial policy must be uograded?

Industrialization come to a standstill as passing to high skill-intensive products has
failed. Policy must focus on high-value added and global competitiveness.

Share of industry in GDP started to decline in Indonesia is losing competitiveness of
Ind ia, much earlier in stage

than other countries.

skillintensive products"” is yet to

competitive.

Level shift of Share of industry in GDP
as compared with Income Level

International Competitiveness index of
Industries in Indonesia

et .
P
o »
W

Indonesia siaried 1o decline share of
Indusiry 10 GO evan celoes reaching to
GH per capita of USD 5,000

309 s Assrp o s

incoma Levl: GNI par Capita (PPP based) in US §

Senrce: Tram Van Tha (2018)

Qe N > 2

L Methodelogy

Data collection analysis replenished by Interviews in Indonesia and Japan.
Data collection in Indonesia will be conducied through interviews 1o the govemment agencies,
Industry associations, and private firms efc.

of will 10 the Project as Knowledge Chain in Japan
Tasin Man infervewses by e Proect Tatie Krowedge Cran n Japen

= ¥ . ——

“low skill-intensive products” while “high
become

1. Overview of this study

The study aims at analyzing automotive indusiry roadmap and supporting related discussion by
line agencies. The results will be reflected to JICA"s forthcoming technical assistance to Indonesia.

Upger-ievel Pians,(aking Inconessa 4.0 e )
Deveiogmart pian on Electical § Exctrons sector e

Automotive industry Roadmap

Pricy Program and kPl

Poscy | Potcy | Posey

T

The former project (2017-2010): Tha progact (2020-2021)
“Survey on Promoton for Giooaly “Data Cotecton
Comgettve ndustry in indoresis” Adomotve ndusty Devecoment n
ndonesa”
O==0 N )

B Metrodology

The Joint Venture of OCG and NRI will work for the Project with a total of 16.80 MM of
manning schedule. The Project will be completed in 14months on the end-Apr. 2021

The schedule of each consultant is subject 1o change dud 1o the avallablity of CPs and unavoldable
forco majoure.
P

B

X x
r
.‘5-—1
-
-
-
— = = =
o - - ]
e = )
=ItHiHe 13
— i -
— i = =

— L& Pr—
Source: JICA Study Toam
= O NU fl

Member List of Consultanty

Two worked for similar nature project in the Philippines, three engaged in the prior
project in Indonesia. two speak native Bahasa Indonesia. three are single:--

Q== & e

Prospected Results of the Study

g R —
.
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The Framework of Automotive Industry Prometion Plan (from the result of the former project)

Vision:To become a major player in global automotive production
KPI': 2.5 million units of production, including 0.5 million of export & 0.4million xEV

[ rotey progrem | KPI (by-2025) Policy measires Ministey in Charge
Polcy. opcER (0} Miake action plan for export ard XEV and strengthen
capablity
polcy KPis
(1) Attract investment to auto parts Industry
+ Bappenas
supporting + W of Indust
" i v
o cngineering, quality, and productiviy of s
Promote industries ta |t?mm eineering, quality, and produetivity of suppliers I e e
agglomeration of achitvefie + Mo Finance
auto parts Iriieace il gt (3) Improve business climate to encaurage Investment - BxPm
industry and el especially for SMEs investment d visa] + Coord e
Cw
competitiveness Un::amumwm |gll(mmnnf/laummmweInﬂusmal belt in Northern part J fesources
suppers of Java + W ot Manpower
1500-52,000) + W of Public Works
5] + M of Research, Technology
sevelopment sbilito mprove/ desi procese. et and Higer Education
+ Wi Trade
(6] Promation of R&DED investment and transfer of + M of Transportation
REDAD capabilly to local through incertives for REDED < Captrud Bar
Enhance product . Siew
dewelopment and "‘;“‘“" i 17)Colboraton butween technology univrsty |
engineering i o auto industry
capability -
(8} Support expansion of DAD supporting service such as
Computer Aided Engineering and material evaluation
1 2nencsa qovemment s ose K1
i 57 221500 2ocorang fo GAIKINDO, 2000 b cn par Wil Thalan wiich has around 2000 supglors
Akt g 2N 8

Review of the Former Project

The former project (2017-2019) , “Survey on Promotion for Globally Competitive Industry in
Indonesia” drafted the Policy Program and KPIs of Automotive Industry Roadmap.

Automotive Industry D

Three policy programs subtracted in the
former JICA project are: Uppar-laval Plans (Making Indonesia 4.0 atc )
E " Daveiopmen pan on Elckical 8 Exeaonies secir o
Policy implementation

Promote agglomeration of auto parts Automotive Industry Roadmap

industry and strengthen cost
campetitiveness L
Enhance product development and o
engineering capability e | s el
Atotal eight policy measures were 1 i g A
placed under three palicy programs E E
abave in the former JICA project. § B B
Itis necessary for the Project to E|EE|EE
review the Policy Program (incl.KP1)
and Policy Measure allowing for new .
set of economic paradigm of the

This project (2020-2021):
World after Covid19 turmoil. “Dats Collection Survey on
Automotive Industry Development in
Inonesia”

s ks QN ]

Discussion on Action Plan associated to Policy Measure

This project {2020-2021) , “Data Collection Survey on Automotive Industry Development in Indonesia™
will draft the action plan associated with each Palicy Measure of Automotive Industry Roadmap.

Eight policy measures were proposed
under the former JICA project.
Associated action plans will be placed
to each measure through discussion
among stakeholders.

The detail of each action plan inclusive
of responsible agencies, implementing Polcy | Polcy | Poiey |7 Policy
schedule and cost of activity will be Maasuro | Muasurs | Moasir it Moasirs
prepared in this Project. ! u w %
Among the action plans prepared,
some are chosen as Pilot Activity. For
kick-starting of the entire scheme of
Automotive Industry Development Plan,
this Project will plan the contents of
Pilat Activity, which will be incorporated
to forthcoming project financed by JIC

Upper-evel Plans (Making Indonesia 4.0 tc.)
S

Autemotive Industry Reagmap

Policy Program and KPis

TR
ToPETTRY
Ty
T
T

e

[~ _Tnis project (2020-2021):

“Data Collection Sur on
(Already requested by GOI) . Aiomotivs ek Devaicyment n
= Indonesia”
Eyrmms i g NRI 10

Important Will and Judgement to be determined by this Project

The second agenda influences to the allocation of budget, human resources and project for the
automotive industry development. JICA Study Team will raise the issue to you on the degree of balance
poured to ICEV and xEV each year until 2035.

Throughout the project term, JICA Consultant will discuss mainly three agendas showing below with
GOl and private sector in Indonesia.

Review of major KPls in Automolive Industry Roadmap after Covid18 turmoil.

Balance of implementation and schedule on ICEV and xEV related programs and measures.

Pilot Activity planned in the next phase.
= HORIZONS (2030)
1

Important Will and Judgement to be determined by this Project

Three focal agendas will be dealt with in this Project. The first agenda relates to the base of

Automotive Industry Roadmap, while the second agenda is for future strategy and the third one is for
ing JICA technical assi: to Indonesia.

Throughout the project term, JICA Consultant will discuss mainly three agendas showing below with
GOl and private sector in Indonesia.

Review of major KPls in Automotive Industry Roadmap after Covid 18 turmai,

Balance of implementation and schedule on ICEV and XEV related programs and measures,

Pilot Activity planned in the next pha

Primary Policy Program

o Invesiment promation on
Incu:-'llﬂ HRD (0T, Al, Tasting &
Moniary
Emm‘\lywkwﬁmm.nl of RED il on
tosting and evalua
Cullvaling e pporting indusiry
foe Indusiryd.0

Upper Level Primary Target
o Owneing lechnoioay incusing Smat
i26 Gasline engine ('
Survivor Profit)
RSD un pracical Lse of Bia Flax
Enginn which usss B fusl

Upgrating of VC thraugh
vializing RADED and
Investment of HR

o
fionship

Pl o of
XEV ang
ion counley)
“"l““’ Making compulsary of high domestic
i  Molortike:

(2025, Autsimolive

‘Sauroe) JICA Sty Team
Fig. Primary Policy Program on Automofive Industry Development in Indonesia
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Imperiant Will and Judgement to be determined by this Project

The third agenda affect to the framework of the forthcoming JICA project. This Project tentatively set
the candidate pilot activities with five themes and 10 titles for discussion purposes.

Throughout the project term, JICA Consultant will discuss mainly three agendas showing below with
GOl and private sector in Indonesia.

Review of major KPls in Automotive Industry Roadmap after Covid19 turmoil,

Balance of implementation and schedule on ICEV and xEV related programs and measures

Pilot Activity planned in the next phase.

HORIZON 1 {2021)
35 YEARS i
S (o oot s || i Activity Titi
e ketiche
g Ve [T A= | S — HRD Industrial HRD through 1. Human resource networking with
producing raw material eisl, ’;,:;"m'm e funkasod v industry-academia tie up automotive industry through connecting
chemal .
i with higher education system
vebicestrmg schron = Crats an RO carber for EV [T p———per— Ay
e et comcity byt | |* ST - 2. Cultivating IOT/IT human resources for
+Srarciering e eapaviny oftne N « Derm domet o Indlishd 0
losmansrg o Bl snctc oot ||ty rawed o s ustry:
Tochrangy wansior valug:chain 3; Conpamlmn to autoparts
ion center and
ralalad human resources
ot AWl the
! foping couniries
ey & NI 2 OEEEE 2N 1
Continued

Investment Upgrading of 1. D of i
Promotion  Promotion activities tools viewing CASE situation
2. Investment promotion pinpointing
specific company
Fostering Inhouse Kaizen consulting 1. Implementation of pilot Kaizen consulting
Local
SMEs Preparation Tier2-3 2. Preparation of SME profile information
company info
Financial support 3. Support for SME financing program
Policy A part of policy review to 1. Support of policy making through Global
making/ be conducted in the Value Chain (GVC) analysis
Infra forthcoming JICA project 2. /O analysis linked to Indonesia's
service infrastructure development policy
Sume ) N 14

Suggestion to Automotive Industry Promotion Plan from the viewpoint
of global trend

S IR coomion(c tre i Venkee of 0 HiL W s e
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Contents to be Discussed
Paradigm shift after Covid-19 turmoil
a. Transformation ta the New Automotive Industry Model (CASE) and its Market Size
b. Prospect of spreading autemotive other then intemal -combustion engine (ICE}
c. Effect of greenhouse gas restriction

d. Utilizing the Potentials of Existing Automotive Supply and Value Chains

. Production, Sales and Use of Utilizing Next: ti

(e.g. IaT, Al and Robotics)

1. Automotive Industry Upgrading and Growth in the Local Procurement Ratio

9. Expansion of Exports to Neighboring Countries

kT N 18

Paradigm shifi after Covid=18 turmoil

The economic loss by Covid-19 increases exponentially by the time of convergence. JICA Study Team
will propase the timely strategy review allowing for the paradigm shit brought about by this turmoi,
The Automotive industry roadmap should be reviewed in positive and ambitious manner.
Change of International Affairs after Covid-19

Cran everonmant
{1) mucwmsion of Gobsinm for
= mesraton (el een wken by v counn) atime)
[ i i AR
{2) Crangs of Pewer Baancs
" rumorcrns - »
= Ml arincihe “Domeste Paifics FInt” d
Change of Automotive Industry (Demand shall return)
Incresse of Own-s-veicie needs
T e 3
“ s
e hap i e e oo
Gl e ol ot = Semaporenis ot ey, i ko panese
Correspondence of Indonesia (Turning Crisis into Opportunity)
« Place “ICEV production and domestic demand first® strategy for 3-5 years after corona turmoil
- user's nasds s ™ " ete.
- the 8 such
production system and maintenance.
Srwnivien ) Source) HEA Study Team:
g, 2N Fig. Paraiqm shift after Govia-19 turmel 7

a. Transformation to the New Automotive industry Model (CASE) and Its Market Size

In the process of “CASE”, i) Change of player and ii) Change of structure on value added
will be occur. In Indonesia, change of market will be realized around 2028 after Thailand.

Viewing the industry transition in the future, i} Policy making, ii) Investment promotion, iii) Industry
HRD, iv) Cultivating of SMEs and v) Related infrastructure development are to be incorporated into

industry plan as policy
‘ e .| ot |_.| e |_.| e O I
Nk i st
E (Comeckrnarng) iy
+ pe o Aty v W [Ep—— e o e
e — By sl
roseirirare . Z =
b - J— iy
Mgl | =
e Ml
i i I
Sharing ¥ "
(et
el v e + Dt
et B o e
el . e - it [ e
i et i
oty
Souse) ACA Sy Team
Fig. Environmental Change by “CASE"
a3 ) @ N ®

¢. Effect of greenhouse gas restriction

Indonesia needs to proceed R&D for FAME and political adjustment with agricultural sector in
terms of palm oil demand /supply for dissemination of domestic bio-diesel.

The spread of xEV, which is thought as effective measure to reduce greenhouse gas will be realized
around 2025 in Thailand and 2028 in Indonesia respectively.
As the first step until then, Thailand start applying B20 to big diesel-engine vehicle from early 2020,
and the follower, Indonesia is under experimental stage for practical use.
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e ot ki |
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e b
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Fig. Effect of greenhouse gas restriction toward automotive industry (Case of Thai] 5y
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b. Prospect of spreading automotive ather then internal-combustion engine (ICE!

Although technical b gh is still
market needs are boosting this movement.

d on the removal of fossil-fuel vehicle,

Indonesia aims to realize the fossil-fuel vehicle ban by 2040, but it needs strong will and energy by
the because this needs ace ying loss of employment.
Specific segments of auto-parts manufacturers in Indonesia needs to cope with this transition. These
manufacturers are surveyed and listed in this Study. [WiHAT ]

Affilistion # of manufacturers | Fieid which nes cars were electric?
{Keiretsu) of ing 1o chang
Auto don 1ran:

- By 2040, electric cars

would make up 90% of

the world's 2 billion cars

This table will be prepared through the field survey of this Project.
saving*

| 11 billion
|| barrels of ail

or slmost halfof annual

Fig. Business Affiliations in Indanesia, which need to seek countermeasures
toward movement of vehicle electrification

Souwes) HCA Sudy Team
glabal production
’ L and
Also, the correspondence toward mabile electrification movement

4.7 billion

es of CO

is analyzed for the proper support provision by the GOI.

d. Utilizing the Potentials of Existing Automotive Supply and Value Chains

In the process of XEV advancement, Indonesia should realize full-set supply of auto parts of
entire SC, and attract plan/development function of upper side of smile curve on entire VC.

By the advancement of Industry 4.0, the economic value of human labor is reduced and cheap labor
may no longer serve as an entry ticket to GVC in the future.

If ia fails to i the digi of the praduction process and were la stay within the
“trap of a middle-income country,” it is possible that the technology linkage with developed countries

would be disrupted and the country's status may retumn to an underdeveloped country.
i
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i g 2N Fig. Supply Chain Structure of the Automotive Industry in Indonesia -

d. Utilizing the Potentials of Existing Automotive Supply and Value Chains

Development of supply chain and upstream of value chain (R&D&D) will expand
auto export through stronger cost competitiveness and higher design capability

Current Status of Automotive (4W) Supply Chain in Indonesia
LG of Tierl parls LG of MRV

around €% around AL00% Challenges and potential of supply chain

Local cantent of car assembly has

X

d. Utilizing the Potentials of Existing Automotive Supply and Value Chains

The goal of analyzing the value chain is to get the planning portion, the upper portion of the
smile curve, and the detailed design portion localized in Indonesia.

These are the core portions of car manufacturing function that were previously performed at the OEM
headquarters. In order to realize this, it is necessary to strengthen the R&D&D function in the country.
The examples of specific measures include i)Consider incentives to attract R&D functions of
ii) Develop R&D&D human resources through industry-academia

Need to develop
supporting industry

already reached high level but
of subcomponent is very low, resulting to
low local value added in total supply
chain

=
,
[ Tidne totowhevel T Db tever T higriy scaiized

“LG=Incal contant, MPV=mul-purpose veicie: (mosily £ row 7 seaters.In indanesia)

Supply Chain |

«  Stronger cost compelitiveness with higher
Iocal value added through deveiopment of
supporting industry (Tier2, 3 suppliers., etc)

Current status of value chain in Indonesia Challenges and potential of value chain

Nead to Develop Upstream (REDAD)

* Virwally no upstream VG (no R&D&D) for

| o OEMs and suppliers, concentrating to mid
T e to downstream for OEMs

= Better product match with export market if
R&DAD capability is localized {modify
design for export market)

RADAD"+Rescarch & Desgn & Davelopment, VGvalue chain. 22

Eyrmme

N

callaboration especially in the improvement of design ability, and iii) Expand the base pool of human
resources through improving the quality of higher education.
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sauico) JIGA Suuoy Toam Fig. Meastres to Improve the Indonesian Automotive Manufacturing Value Chain in
%’ 4 MRl Comparison with the Thai Automotive Value Chain 2
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e. Production, Sales and Use of Automobiles Utilizing Next-Generation Technologies (e.g. loT. Al and Robotics)
Technological innovations brought by Industry 4.0 are already being introduced across all fields from
production to sales of automabiles: thus, it is moving in a more capital-intensive direction, and
technological innovations will not promote employment generation,

in i gy will make the front- end shift of manufacturing
process and bring abaut increase the proportion of automoti in all auto
parts with the complexity of software.
As for car sales and use, businesses providing car sharing services will focus on high occupancy rate,
that is resulted in one of the factors in the decrease of vehicle sales in the future.
Indonesia needs to develop HR through Human R Devels Agency in2019
and to initialize the Strategic Innovation Promation Program (SIP) to enhance industry-academia-
govemment cooperation. Japanese support to this fields will be checked in this Study.

Table. Changes in Product Dy Loglstics, and Sales Driven by Next-
Generation Technologies

[Process [ Changes Brought by Next-Generation Technologies
Product Planning +  Promoting efficiency

i . ing Front-end shift on manufacturing pracess

Logistics » Increasing Speed by M2M technology

Sales * Getting Smaller sales volume

Use « Spreading Share use

‘Sourca) JICA Study Team

ke ) & NI 2

e. Production, Sales and Use of Automobiles Utilizing Nexi-Generation Technelogies (e.g. loT, Al and Robetics)

Industry 4.0 will be a chance for electronics sector to shift from commodity to
industrial products and upgrade the value added.

‘ Adoption of automation machinery to industry J Challenges
—— Having the right approach and s\ra_legy
‘ Market expansion of industrial electronics ] to promote automation machinery in
Factory (mechatronics ) manufacturing system.
T e m——
‘ ‘Accumulation of supporting industries J Building supporting industry.
I - Service engineering
- R t part
‘ Industrial electronics production hub of ASEAN ] - D,‘;':';‘::{lﬂp'ﬂzs”
= - Programming /system integration
‘ Electronics parts production hub 1
— H;l;ing sfﬁc‘ie;:g”supply of engineers
1 wi ctical skills.
Pr‘.f.l'.ﬂ ‘ Car electronics production hub J Z mchalmnm
- Automation
- Process engineering
‘ Enh ] - IC design etc.
e Automotive [+ Electronics
ayis Jiea 25

f. Automative Industry Upgrading and Growth in the Local Procurement Ralio

The meaning behind local procurement will shift from domestic procurement to regional procurement,
and then to optimal global procurement. Indonesia needs to develop the capacity to produce parts
materials domestically and it is ultimate target of automotive industry upgrading.

The target should be placed on the materials segment given as it is comparatively superior to its
counterparts in third countries, and the local companies that belong to Tier 3 or lower.

a. Expansion of Experts to Neighbering Countries

The automotive trade or interdependency between Indonesia and the ASEAN increased nine times for
exports, and 18 times for imports in value from 2000 to 2017, About 50% of imported parts are
material-type parts.

In 2017, the scale of Indonesia’s auto parts exports was US$ 8.5 billion, which is much smaller than
that of Thailand (US$ 21.0 billion) but slightly bigger than that of Viet Nam (US$ 6.1 billion) and the

The issues to prepare action plan are, i) Nurturing of the material
industry with a focus on Tier 2 and Tier 3 companies,
ii)Deliberation of investment incentives for the material industry,
and iii)Linkage with agricultural policies.

2011 2020

Scurce) P30S busitess Conmuling
Fig. Indonesia's Auto Parts Trade
Balance K

Fig. Average material weight distribution

QEmz i NI

9. Expansion of Exports ta Neighboring Countries

The export strategy of automotive should be reviewed allowing for Ex-Corona Situation.

Viewing from the statistics before corona turmoil shown in the previous slide, it was recommended
that Indonesia's export strategy of automotive should target, while upgrading production of ICEV, not
only present exporting countries but also additional countries such as Japan, China, and neighboring
Pacific countries.

However this strategy should most probably, be reviewed while analyzing new supply/demand
situation of the nations after corona damage.

The Strategies subtracted from Post-Corona Situation

SUV exports to ASEAN countries such as Thailand, Philippines and Vietnam should
remain strong.

The competition on small car exports is fierce. If Indonesia were to expand the exports of
this segment, it could introduce environment-friendly cars that can compete in the market.
The possibility of expanding the exports of public transport vehicles to the Pacific island
nations should be explored {about 30,000 can be added).

The possibility of exporting high-guality cars to Japan and China should be explored.

A detailed GVC analysis of Indonesia's automotive industry will be covered in the upcoming JICA
project, "Automotive Industry Development Project”.

s

2 NI I

Philippines (US$ 4.2 billion).
T P

.
Source} Preject for Elaboration of Indusinel Promotion Plars Using Value Chain Analyss n the Republc of o Phiippines

Fig. Structural Change in Indonesia’s Auto Parts Trade (2001, 2017)
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Suggestion from Former Project on Electric and Electronics Industry

‘The former project (2017-2019)
“Survey on Promation for Glabally Gompefitive Industry in Indonesia™

S N s v o s i

Electric and electronics industry 1. Current state and potential

Factory automation (part of Industry 4.0) can increase capacity, quality and
productivity of production.

Industry 4.0 (14.0) includes innovation for higher quality and productivity allowing manufacturing
sector in Indonesia to be globaily mmpe!llive

14.0 will create and
skilled and higher wage emp\nyees m JABODETABEK

which is appropriate for highly

14.0 may not replace existing employment, as |I can supplement human resource, i.e. factory
will be i for additional p capacity.

In Indanesia, 14.0 can be adopted starting from automative, diffused to other sectors later on.

Innovation = higher quality & productivity = higher value added ‘

Create more employment for higher skilled engineers I

Industry 4.0

Supplement human resource: "additional production capacity”

Automotive H Electronics H Food processing |

Eyrmme o N 30

Electric and electronics industry 2, Vision and policy matrix

Vision: Upgrade quality and productivity of manufacturing by "Factory loT" and "Product loT" (Indonesian
version of Industry 4,0) KPI: To bacome factory automation production hub (Number 1 in ASEAN)

]|

wipy2025) || Proposed policy measures | [ winistryincharme |

Fromotion of Balty
investrents
{automation
machinery in

production for
autometve and
cleetronies)

(1jDevelopment & announcement of roadmap

Market size of 7,000 of indanesian Incustry 4.0

parye
total ASEAN market of

(2]Taxation scheme import duty exemption,
15,000 unis)

acceleraled depreciation schemel and credit
Buaraniee for promoting facility invesiments

Bappenas

ug
techrology exchange*/upgrading{incentive, etc) }

disposable suppliers, :L:('::;;:‘E’:a s
Intraduction of new | | oher et s b e Riingd
technology and e et (¢}Foreign direct investment promotion; target | |+ pket
eultivation of sectors will be automation machinery and its + Mol Research,
supporting indusiry P parts, components and dispasables suppliers, Technology and Higher
ety system integrator for factory automation, as Education

Coored Min Human Dev
Cultural Aftaies

companies ftotsl] well as electranics components for automotive,

Engineers of process Contral Bank.

Training of loT engincering and

engineers: progs

practitioners and 2000 engineers (total]
researchers who Engineers of IC design,
will autonomously mechatronics te.
develop the sector | | 1500 to 2000 engineers
(rotal}

{5Hntroduction and relling out of practical
education and training fof 1aT at technical
universitles and polytechnic schools.

*Technology exchange indude exchangs botween

2 N acadania and companiss 3
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6.2 Meeting on 24™ August

e
Kementerian Presentation of Progress on August
f}’;,’,L']ﬂﬂfE[E'} Eimizontx Niy The topic and schedule of online discussion
TR @13:00 WIB Aug.24 (Mon) 2020
Topic of the Presentation
Correspondence to Post-Corona Turmoil by the Industry Correspondence to after Corona Turmail by the Industry Players in
Players in other Countries other Countries
Sub contents of the Presentation
Data Survey on Industry Automotive Industry after Covid-18 focusing ASEAN Region
in the Republic of Indonesia Potential of Business/Market after Covid-19
Reference

Direction Indonesia Goes
Requests for Collaboration with JICA Study

August 24, 2020
Minisiry of Industry (MO}, Republic of Indonesia

Japan International Cooperation Agency (JICA)
Oriental Consultants Global

Nomura Research Institute, Ltd.

Nomura Research Institute, Singapore Pte. Ltd

i 2N 1

Economic Impact - Mactoeconomic snapshot
1. Automotive Industry after Covid-19 focusing ASEAN Region Recovery forecasts in Thailand, Indonesia, and Malaysia have been revised
downwards for both 2020 and 2021 as more severe impact from COVID-19

become apparent W oachd O mimecs  [D) A A forooe o 2020 Forocast

=== Thailand | donesia B palaysia
Economic Impact - Macroeconomic snapshot =
Growth (%} Growih (%) Growth (%)
I
Current Situation of COVID-189 Indonesia o~
GDP 5
Impact of COVID-19 on Economy 0
Support Policy for automotive industry of major ASEAN countries £ S 206 010 @R 2004 R BRI
+ Contraction is expected to be * Modest growth was expected + The economy is expected to
the sharpest within ASEAN in April due partly to shrink for the first ime since
given comparatively high ‘comparatively iess reliance on 2009 due partly to reliance
reliance on exports and global supply chain on global supply chain and
international tourist recelpts.  +  However, Indonesia now is government's lockdown.
* Extension of lockdown 'seen heading lo racli .
reinforced pessimism of ‘sharp rise in COVID-19 sharper contraction
slower recovery in June with ‘cases forced the government strengthened while strict
the economy heading to the to impose leckdown and curb measures to contain sill
sharpest decline since 1997. ‘economic activities. remain in period ahead.
dymmn iy &N z & N 3
.
= e
Current Situation of COVID=19 Indonesia Impact of COVID-19 on Economy
The effect of lockdown (PSBB) started to impact market from Apr, recording Indonesia automotive market may drop more than 50% in 2020.
more than 91% drop, the largest drop since Asian Monetary Crisis. Slower recovery or “Swoosh shape” recovery may be expected for IND market.
Monthly sales in Indonesia (2019-2020) Monthly Production in Indonesia (2019-2020) Summary

Impact on sales and production: the impact on vehicle sales and production has been
severe, with an 80-90% drop in vehicle sales and production since the "Massive Social
Restrictions" (PSSB) after April 10.

Comparison with ASEAN countries: compared to other ASEAN countries, Indonesia's

120,000

o P e auto market and production recovery is expected to be slow, with a decline of over 50%
el in 2020.
Factors contributing to the delay in recovery of production and sales: The reasons
| for the delay in the recovery of sales and production in Indonesia include: (1) the slow
4 dan Feb Mar A u— il Aa Sep Oct Nov Dec
”

response to the corona epidemic, with no signs of an end to the infection; (2) the
government's support for the auto industry is lagging behind; and (3)
macroeconomic instability, such as the devaluation of the rupiah exchange rate.
Impact on supply chain: While major Japanese auto manufacturers are planning to
maintain their production capacity in Indonesia, some suppliers and other supperting
industries are considering scaling back or withdrawing from production due to increasing
demands for capital investment and cost reduction by auto manufacturers after the
Corona disaster. The impact on the supply chain is an issue of concern.

Sourcs GAKINDO.

Jea' & NRI 4 ARl o o R roron, o e, Dok s 5

Support Policy for automotive industry of major ASEAN countries
Malaysia and Philippines are active in implementing support measures for local
assemblers, while Indonesia still has not announced any substantial measures. 2. Potential of Business/Market after Covid-19

[ Cominating Nnisty for |+
Feanomic Allais chile
pedged 70 filon rupiah e—— toimpose a preliminany Potential - New values sought for Automobile
{s0aut 510 biln yon] dameancaly producea | - sateguara outy on
i venicios wil b reducsd | imported eompietasy
4 buitup (L)
o |, Potential - New Business Dimension
for economy oen June 15 o
nplement Gasohol 20 | implemented). Jocember 3, 2020
ram October 2020 15
= G with ASEAN
T mareans 1 ARG e |+ e My
orocastor 2020 vohwie | annual saiss frocast | Auomona Asaciston o -Gi P
Forecaston| Poducion ot miton | downeara om 1 1 (MAR) i et Assoriaon (VAMA} win 15 578 s @ Potential -Sign of Recovery in Japan
anvensiol | - s, 570 tss manthe | mitarvanes o ass than | - downwaro tha countys | raportauromobi atas | - jump rom tha 4768
year belore (July) 600,000 units {July) folal sndusdry volume: were down 12.8% year unis in May 2020
Production (TIV) forecast by 33.3% on year to 24.002 units
o 800,000 v to i dins
400000unes 1 2020
n o B :
was doctared on March | resictions (PSBB) was | has been ssued for all rohibitod Fom leaveg quaraniine was imposed
= of 16| tho pramisas o 15 days| i March. the
CovipAg | o e s prottae | agei 0 . Gondsions Movcmeri A 115 Govermiment crauily
going ou - Ps6E resticions Control Ordar wes in |+ Relaxad soclal isolation | 11t the quarantne level
QUATANMINE |, Shpning malis and redaze o 15 June place from May 4 measires an Agil 22 |+ Nationai Capitai Rogion
measures other factiies reopened 2020 jeasing economic |* covery movement 15 stll under Mod ded
on o 1, andcurtow | scivtion up lo 50%) contrl oo #om dune Enbarrad Gommundy
was iled up on June 15 10 Guaraning
- O AR
= 7 =Rt 9
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Potential - New values sought for Automobile Potential - New Business Dimension
Role of car: From “Running Parlor” to “Living Room™ and turning to “Care House™ Investors are Finding New Potentials in Post-Corona Business
(Before 2010)  (After 2010) (After 2020)
Increasing Needs and Decreasing Needs after Corona Turmoil
t
The Corona disaster has brought into sharp relief, that is the value and appeal of the Increasing Needs
automobile as more than just a means of transportation.
"Ensuring Safety on the Move" m.';::’ D::".::J:::::Hnumb"&nptumu zmm [t s e b
"Go to by myself -+ Goods come to me" Eisackd ek by nc-aks oo “Motar bike

Uber Eats, for example, which transports restaurant meals home, had a total transaction
volume of $4 68 billion in the first quarter of 2020 (January-March 2020), a 52% increase [

High Speed and User-friendly network environment at

~Uber -tipe sarvices. (e, Uber-£a¢ delivery)
work ation

over the same periad last vear. -On dermand vsw of bansport

Placs toive

—] — 5
Placeto Live « Supply Side

[mmm«wd spaces, crowded places, and close- J SHARE Ride
cantact settings) at work place

Demand Side —

[——
Safety
N AR e [Alaru number of full-time employees
Entertainment i Entertainment
Before Corona Disaster After Corona Disaster Decreasing Needs
O ) N 10 ~ e NRI i "
Potential - Comparison with ASEAN countries Potential -Sian of Recovery in Japan
Indonesia domestic vehicle market has potential to grow rapidly as sales by Japanese OEMs are turning to recovery mode In the second semester 2020 while
population is still very much low, 5 units per 1000 person, especially outside of recognizing an uncertainty of market
Jakarta and West Java, compared to ML and TH which is higher than 10
Units sold by every 1000 persons The global demand is on a recovery b 08 i AR a2yl ooy
o Sakos lizid
trend, and the production system is
Torota
moving back to normal. i
2500 o
Toyota Motar Corporation is expected onda
. to produce the same units in August p—
as it planned for December last year,  [pomm [
g Bw and Honda and Nissan are planning to [
5 return to their normal preduction T
1w systems.
Suzuki, SUBARU and Matsuda has S0 Tt e i SO0 Lo, o A a0 y
resumed night operation, which had %1250 W i e
been suspended since late May, June
T TN IR Wen et 2 e AU W Zw @0 A v w0 AW DB W 27 6 and Ny, respactively. AN of o are The spread of coronaviruses in Japan and
doing normal operation at present. abroad has been continuing, and it is uncertain
whether demand will recover steadily.
. on Phifgpnos kom Maskines
Q) o NI 2 EyEmmm ) O NRI 1
'

impact of COVID-18 on Automotive Industry - Sales, Production Analysis
3. Reference There is a growing disparity of recovery from COVID-19 among ASEAN countries;
VN showing fastest recovery, while IND and PH are showing slow recovery.

= = b
Impact of COVID-19 on Automotive Industry - Sales, Production Indonesia Malaysia Phi Vietnam
Analyela FY19 to FY20 YoY Growth Rate
Relationship between the Recovery of Economy and Domestic Sales - iy oy e S e o dn

Scenario of Economic Recovery - New Car Sales of Indonesia

Manner of Economic Recovery

san an e an e i
s
% 10%
Productien ™ ! o]
9% S|
sox BTN . 6%
ey =
i ) @ NRI e EYEED R0 SN Sourco, Markiinos, FT1, GAKINDO 1
1§
Relationship between the Recovery of Economy and Domestic Sales ] Scenario of Economic Recovery - New Car Sales of Indonesia
Indonesia automotive market is susceptible to exterior shocks, but new policy to According to IHS forecast, compared to Lehman crisis the steep is higher and
promote domestic sales such as LCGC, has helped to recover production. recovery is slower. Thailand and Indonesia expected to recover pre-COVID level
by Q4 2021 (but it may be delayed further based on recent trends)
Preduction, sales, export, import of Indonesia automative industry
Quarterly LCV production in ASEAN during Covid-19 Crisis
LEGE pal Financial
b By 20t tapoang = w
18.1% (market)
140 A48 rodustion)
120 4 4B % (market) = —
22.6% (production)
RIES e "
2 Recouery from Fustprice ise: oy
H Asian monatary 40.3% (market) l ——Picdct
£ 907 cisis@ysarsto  -40.0% (aroduction) et
s ke Expat "
60 | crisis loval) e —tirpert
M pememery 200
»
w
‘ 7000 001 7002 7000 2004 2005 F006 2007 2000 09 7010 011 H643 313 3014 2015 F016 2017 2018 218
! QI2018 2019 QIAW Q4MIE 01NN QR0 Q1IN0 04NN Q1221 G2 AR
Sourcs GAKINDO.
P PR oyt
Qe NI v im0 N ”
'
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Manner of Economic Recovery
Before people were discussing about V-shaped or U-shaped recovery.
But now higher possibility of “Slide shape” due to longer stagnation of market.

Type of recovery (hypothesis)

1 year recove inancial crisis Export growih in
U-Shaped . i ~global e
bottom) ‘economy, *Expansson of kow
cast smal cars (Eco
cars,
Covid-19 Crisis « Morethan 1 year  -Pandemic erisis - Gradual easing of
(bottom depends on  -Shutdown of real Iockcown and social
Swoosh Shaped lockdown and social  economy distancing
(Nike shape) distancing) rolongment of .
crisis due to social Domestic market
distancing and cames firs,
income drop + Recovery of
certain maret for
expart (China. etc)
o B s bossior R Prass Artctes. 18

3. Direction Indonesia Goes

Presentation from MOI (Maior policy and direction to go)

Advice from Remarkable Expert toward Automotive Industry in
Indonesia (Rationale)

- ditto-  (Correspondence to Corona Turmoil)
- ditto-  (Automotive Industry Roadmap -A-, -B-, -C~, -D-, -E- )
- ditto- (Japan's Support to Indonesia)

Factory relocation from China amid US-China friction. Especially
Vietnam Is very flexible and getting fish in troubled waters.

Q

Jea 2 NRU 1

‘The Framework of Automotive Industry Promotion Plan (from the result of the former project)

sion:To become a major player in global automotive production
KPI'': 2.5 million units of production, including 0.5 million of export & 0.4million xEV

[_policyprogram | KP (by-2075) Policy messures Winistry in Charge

g {0} Make acsion plan for export and sEY and strengihen

capabiity

Palicy

policy KPls

1) Attract investment to auto parts industry

* Bappenas
5 (2) Rase engineering, quaity, and prociuctiviy of suppiiers | | § M ofindustry

o indusiries to . qualiy, a + Coond Min Econ Affairs
achiove the !

agglomeration of
auto parts

M of Finance
KPM

inerease offocal
content

(3] Improve business climate to encourage investment |

industry and espociall for SMEs investment_impert icense, and visa) cord Min harine Atfairs
Wit procurement ratio M
dsiisbitbnace, Iincrease number et (4] Crestion of automative IndustriatbeltIn Northern part puingind,
suppliers M of Manpouer
150032.000) 3

M of Public Works

M of Research, Technology
and Higer Education

M of Trade

M of Transportation
central Bank

et

[H] o
| developmert [abilty to improve/ design process.etc)

R&DRD capability to local through incentives for RED&D

(6] Promation of REDED invesiment and transior of ‘

Enhance prouct
‘development and
engincerng
eapability

RE&DED""

o 7) Cellaboration between technology unwversity /
»30%

polytechnic ang auto industry to develop required skils

{8) Support expansion of D&D supporting service such as
Computer suded Engineering and material evaluation

1 -Indanasia goveenent issied lhase KF'L
00 soccaring 1o GAIKINDO, 2000 bt on bai Wit Thailand which s arcund 2000 supplers 5

Direction Indonesia Goes

Advice from Remarkable Expert toward Automotive Industry in Indonesia
(Correspondence to Corona Turmoil)

The production system is returning to normal from the second half of 2020
based on the production recovery policy of the Japan headquarters.

Indonesian government's response is slow and automotive/auto parts
manufacturers are feeling a sense of crisis. A sense of urgency is prevalent as
the movement of Japanese in and out of Indonesia is more severe than in
other countries.

Companies engaged in Indonesia's auto industry are demanding government
policies (measures to stimulate domestic demand and incentives related to
exports) as soon as possible.

Itis expected that the government should announce not only its short-term policy
on corona measures but also its long-term outlook of the industry.

i ) @ NRI 2

Direction Indonesia Goes

Advice from Remarkable Experts toward A
(Rationale)

" a .

Industry in I

Alotal eleven (12} and J P wha have special expertise or
experiences in automotive industry sector in Indonesia were interviewed. Some of them were the
industry players of Indonesia at present

OEM (BForlast )

Tierd (2)

Tier2 (2)

Financing Agency (1)

University Professor (1)

Major topics include *Correspondence to Corona Turmoil®, “Automotive Industry Roadmap of
Indanesia”, “Japan’s Support to Industry " and so on.

The essence of the interviews is summarized to attached Excel Sheet (to be delivered separately with
this presentation) for your reference.

Among the suggestions provided by the experts, predominant opinions were subtracted and assorted
by topic.

Direction Indonesla Goes

Advice from Remarkable Expert toward Automotive Industry in Indonesia
(Automotive Industry Roadmap -A-)

For the time being, it should focus on the process of
transitioning from ICEVs to hybrid vehicles.

It should not move rapidly toward EVs, but rather adopt a strategy to support the
evolution of ICEVs.
Industrial strategy focusing on hybrid vehicle production, consumption and
export
Technical innovations in Bio-fuel engines in response to the introduction of
Euro 4 &5.
Attracting investment in the production of valuable automobile parts that are
more difficult to manufacture

')

2N 2

Direction Indonesia Goes

Advice from Remarkable Expert toward Automoti
(Automotive Industry Roadmap -B-)

Industry in Indonesi

Difficult to establish R&D&D center of excellence

Functions are already located in Thailand, and transfer to Indonesia would be
difficult in principle.

As for the MPVs that are unique to Indonesia, there is a possibility that the
design of the upper body may be transferred.

As for the process engineering of ICEVs (especially MPVs), appropriate
incentives should be offered to attract them.

g 9N ”

Direction Indonesia Goes

Advice from Remarkable Expert toward Automotive Industry in Indonesia
(Automotive Industry Roadmap ~C-)

EV battery manufacturing is only viable if it is market
oriented
Itis likely that Indonesia will not be able to create a market under its leadership,
and even if it is a raw material production country, China, South Korea and Japan
will take the lead in manufacturing. Japanese companies are still unwilling to
make a move
The basic strategy is based on observation of the Chinese market.
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Direction Indonesia Goes

Advice from Remarkable Expert toward Automotive Industry in Indonesia
(Automotive Industry Roadmap -D-)

Direction Indonesia Goes

Advice from Remarkable Expert toward Automotive Industry in Indonesia
(Automotive Industry Roadmap -E-)

Measures to stimulate domestic demand are needed to

realize that anyone can buy vehicle anywhere and use it for a
long time.

The policies to promote exports and attract investment need
to be reviewed.

Exports of 1 million units of MPVs and SUVs alone are difficult to
realize and should be supplemented by motorcycles and auto parts
to achieve the target.

Links to economic policies are needed.
Provision of low-cost cars
Support for the finance sector
Infrastructure development

It is necessary to review investment promotion policies, including
incentives.

e 2N 2

Direction Indonesia Goes

Advice from Remarkable Expert toward A
(Japan’ s Support to Indonesia)

Direction Indonesia goes

Factory relocation from China amid US=China friction, Especially Vietnam is very
flexible and getting fish in troubled waters.

Industry in Inds

Amid the friction between the United
States and China, the transfer of
production bases from China is
accelerated.

Most of the i linations are
retuming lo their home counlries,
followed by Vietnam and Thailand, but
few to Indonesia.

Japan should provide support for human resource
development.
Human resource development for ICEVs, which will be positioned
as a prelude to EV policy are expected .
Process engineering for assembling, quality/production management, etc.
KAIZEN activities (Tier 2 and below)

SME profiling (Tier 2 and below, automotive industry/electric and
electronics/software/|IT and Al, etc.)

Indonesia needs be sensitive and

grab this ity by ishing
more attractive i
policy than Thailand and Vietnam.

From the perspective of securing human resources for the corona
disaster, there is a greater expectation for training in Japan than for
local training.

N 28

4. Requests for Collaboration with JICA Study
Work Schedule (need your approval) in Japan until April 2021

July 2020: Online interview to remarkable persons, companies, and
internet survey3

Aug 2020: Progress Report on Post-corona setup to Indonesia CPs
(incl. work schedule)

Sept2020: Online Interview to kable persons, les, and
internet survey

Oct 2020: Progress Report on Outline of Action Plan and the tips on
Pilot Activity

Nov 2020: Online i iew to kable persons, ies, and
internet survey. Intensive discussion on Pilot Activity.

Dec 2020: Progress Report on Action Plan and Pilot Activities
(Draft)

3 Online interview and intemet survey will continue up to Feb. 2021 on a pace
of every other week

Work Schedule (need your approval) in Japan until April 2021

(Draft) Table of Contents (Final Report)

Request to MOI and BAPPENAS

%0 N a
(Draft) Table of Contents (Final Report)
¥ Table of Contents will be gradually corrected along with the discussion with CPs and JICA, fully
Work Schedule (need your approval) in Japan until April 2021 equipped with ideas/info of conducted interviews and the result of survey.
Chapter | OQutline of the Project 3-4 Statistical Change (Production, sale,
Jan 2021: Refinement of Action Plan and Correction of Pilot 1-1 Background and Purpose of the Project Export and Impor)
Activity# 1-2 Methodology and Schedule of the Survey 35 Prospects of Sales
S Anbie i s Dbt 3.6 Government's Adts for Sales Promotion
Feb 2021: Presentation of DFR to Japan side and Indonesia CPs Chapter Il Socio Economic Condition of 3-7 Change of Parts Supplier
Ind f 3-8 Maintaining of Skills and Technalogy
"2":"9: o T During the Terms of the Minimal Productin
. nfluence of Covid- 18 Turmoi
Mar 2021: Corresponding to Comments S m i Chapter 4 The Input from the Prior Project
s ,PG o e s ("Survey on Promation for Globally Competitive
= e -3 Economic Condition r Covid- . .:
Apr 2021: Presentation of FR (If necessary) and submission of FR ikl Incijstry [ inconisla’(2017-20119))
4-1 Summary of the Priar Project
Chapter lll Automotive Industry of 4.2 "Policy and Measures" on Automotive
Indonesia after Covid-19 Turmoil Industry Development proposed by the Prior
3-1 Administrative setup of indonesia after Project
Covid-18 Turmaoil 4-3 rems of Transmittal from the Prior Project
3-2 Movement toward New Normal by Major
OEMs.
3% Online interview and inferet survey will continue up to Feb. 2021 on a pace 3.3 Elimination and Consolidation saen in
of every other week. Indonasia (Production, sales, and other
sarvices)
) NI 3z e gy SN 33

Appb: 8



Data Collection Survey on Automotive Industry Development in the Republic of Indonesia
Final Report: Appendix
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Chmae 10 encourage rwestent sagecay for
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Q=g aN ]

Request to MO and BAPPENAS

Appointment Setting
The government agencies of other ministry always request us a letter
of introduction from our counterpart agency. To whom we should
contact in MOI to prepare such letter?

Provide Information
Information and comment which were requested by JICA/JICA Study
Team should be prepared properly by due date.

Regular Meeting (In case JICA Study Team can not go to

Indonesia)
Regular meeting will be held every other month as scheduled. Next
meeting will be held on the mid-Oct, 2020, followed by the beg-Dec,
2020, the end-Feb, 2021 and lastly, the beg-Apr. 2021.

S &N »

6.3 Meeting on 5™ November

Presentation of Progress as of November 2020

D,

—
Kementerian &) & B NRI

7] Perindustrian JICA £ Owara Consunrs Buoeas

A s Topic of Presentation @13:00 WIB Nov.5 (Thu) 2020

Topic of the Presentation
Action Plans for Automotive Indusiry Development and “Where we are" just for confirming present position of the Project
Kickstarting Pilot Activity by JICA List of Action Plan under 9 Policy Measures
Kickstarting Pilot Activity (draft)
Data Collection Survey on Automotive Industry Development
in the Republic of Indonesia

November 5. 2020
Ministry of Industry (MOI), Republic of Indonesia

Japan International Caoperation Agency (JICA)
Oriental Consultants Global

Nomura Research Institute, Lid.

Nomura Research Institute, Singapore Pte. Ltd.

Where we are? The Framework of Automofive Industry Promotion Plan (from the resull of the former project}
" Vision:To become a major player in global automotive production
The study aims at analyzing automotive industry roadmap and supporting related discussion by - * . . g 5 . "
ine o3, e reSis A1 b reficled 16/ 0CK" 3 Forthecanind tochnical isalitince 16 Indonesle. KPI":: 2.5 million units of production, including 0.5 million of export & 0.4million xEV
[ posey progrm | P [or-20251 Pty measures Mirstry n Charge

prove 0] Maks acton pla for ssprt and 1V and srengthen
achlevement rate of i -
ey KDl

implomentarion capabiity

2] Atractinvestment 10 o parts inditry

Automotise indusry Roadmap Devalagrment of

Bappens
= sopportg of sy
Poicy Progesm d kP maisires o 240 rginasing gy, s ity o gl L 2
achiee the pefienle
- oy | Poier | Poliey nasease of local 3] 1mprove business chimats to encourage imstment . BEPM
Measwre Measure. ot especially for SMES imvestment import heense, and vise) * Coord Min Marine Affairs
' " i strengihen cost procurernent raile WMol Enesgy Minsral
compritienmns | | inereese umberof | [y Greationof sttt bt s ortherspart | | mesounees
suppliers™ of kvt of Vanpower
1500-2,000 ) . "
Tfocory manegement and procction engesing s | |+ M o Reseach Tchmoiogy
)

161 Promation of RADAD Invesiment and transfer of
RAOLD capaniny o foca through incentives for REDSD

Eahance product

;» oo pofd (28 {17018 “This project (2020-2021) develoomentand | | DAY 7] Callsboration betwaen tochnology universily
urvey on Promotion lobally ata n on engneenng e PONTREIAK A3 BUTD INUSTTY T develop reauined sellls
Competitive Indusiry in Indanesia” Automative industry Development in capaniity O 308
onse’ (8] Suppont expansion of DED supporting service suh a5
Comguter Aided Engineer mg anc material evaluation

= rioram goverimecs ineued Sasa KPL

o N imbes i
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2. List of Action Plan under 9 Policy Measures
2. List of Action Plan under 9 Policy Measures (0) Action Plans under “Make action plan for export and XEV
and strengthen implementation capability”

(0) Action Plans under “Make action plan for export and xEV and strengthen
implementation capability”™

cific Me: g & Action g R
(1) Action Plans under “Attract investment to auto parts industry”™ Overall” - mm-““ s [+ [Research and rnmmwl?;am,m. TPalicy | - . -
Policy 0 Nake sction P e .
(2] action Plans under “Raise engineering. quality and preductivity of suppliers” Measaxy ;P“‘dm'?,,, -d ) fmf' Il S
nzthen ¢ EV Strategy Monitosi
(3) Action Pians under “Improve business climate to encourage investment Emm 3 Rt msics b i sales<:
especially for SMEs investment (Import license and visa) " capability . gmm 0 attract investment arises by US-Chiza
Tiction-
[4] Ajnun Plans under “Creation of automotive industrial belt in Northern part of @ *  Technology sophistication through establishing
 R&D Center”
(5] Action Plans under “Factory and ineering skills Qi Py T - s
development (ability to improve design process, e!c) L - ‘:"ql' o M“::I:n_ e L deullly
(8) Action Plans under “Promation of R&D&D investment and transfer of R&D&D *  Coordmation with other concemed agencies- iy 060 |-
capability to local through incemives for R&D&D" B csomsisinli b o OO “_. il 2
(7) Action Pians under “Col between university /| = _
and auto industry to develop required skills™ See action plans for mvestment promotion® | (%) Activity 1-1 is to cope with Making Indonesia 4.0 through developing |«
PIDL Activity I-2 and 1-3 aim to increase domestic sales for post-Covid-19

(8) Action Plans uncer “Support expansion of D&D supporting service such as measures
Computer Aided Engineering and material evaluation” L.

ke i) N s EyEmm ) N 5

2. List of Action Plan under 8 Policy Measures 2. List of Action Plan under 9 Policy Measures

{2) Action Plans under “Raise engineering, quality and productivity

(2) Action Plans under “Attract investment to auto parts industry” of suppliers

pecific Measures = Action Plan- Epesifie eares = stiin Fuw
Overall= | Aftract mvestiment to auto, CHN - it :
dustry " Biackground 1 Inaives on K& DD promotions
Backgrownd"’ r[-mn-mrrmm of Tier2&3 Companies]~ - A . 2 i
.5 m havenot L ital 2 " ‘onginosring adapseid 1 tikc-Digsal ucation & prvte sectors
Peppod buii e ow capital imv Sl iy L (‘u!lzmmnu'PPm' i
. .o FVIS silh]
imvestment (fixed asosts e o ot M
excluding land 20 | - Pl Fi e i O
mﬁ.&‘mhm) " lM.nm’..ufm[ﬁ[I Frometioa]” 1 grones e mkation o Making TExianing Katsen Aeivia| =
capi ‘months) is + " Export strategy by model 5 ey A oncsia 40 and o showtase it ad e
bilhion rupiah (about 100 e o M‘m“ s and ol o e tion e 241 Nolumieer | scininy £8
‘million ven), which s 0 , 7  Technology Datahase for A s ana e ’
high and the buden is too. T Capturing the need for relotatica due 1o US-Chiss L T eion Tiss]
peats friction- D T Wyt olated
fon of Action Plan] = R awt manafactaring sciviey 21
= St gt i T Aciig11 | M e
¢ Gomduct mv atraction seminars = A Shxty t peasiblly of lawerng o cie
+ Provide facemtives on SEV related parts prodiction Activity 14+ L Sty the uosibilty of owcring aerials conts
for export: & Support business matching and expansion of leval suppliers
d ke N & s gty 2N 7
.

2. List of Action Plan under 8 Policy Measures

(3) Action Plans under “Improve business climate to encourage
Investment especially for SMEs investment *

2. List of Action Plan under 9 Policy Measures

(4) Action Plans under “Creation of automotive industrial belt in
Northern part of Java™

Spoi Ve Reibon Fie Tt _
Overail Trapray e esiness chimaie 1o eocourage T BT . R IR
; [Lusering: o lndwnesial = v i ]
mport e snd i " Removal frmth acgate i of e e 10 it o b
the automotive indusiry. such s distributi Background ¥ Highwys (from Semacany ta Tepnl, Surskans and
1. Insttutional Aspects: Sunbagan
Background " Thc dministation is moal and iater-anodal lnks are sk, ¥ Rty Poge (CilboneSumore)
The following sssus have become  same administive entitics ars rogulaary bodics and " Rendal Indistrial Pk (dedicaed semocachiepor,
oy Review of trade burriers i sty e rieeon. imporied vhicls ceater)
Tmports of goods that do not meet ; bl of a2 (. Aplranon  Cusoms clearinee tks s, motifications arc urclear and
: s g gy |Empmentmion s icion Flaa]
Indonesian sandaeds cannt be . eyl ol AR NS 2 frg e o] m— —
imported, 2nd even if they meet the it T P e
standards, if they ere prdiced u xpmmn lthe Aproval System for Green Line i i S ) netivity 6
domestically, they are spplied to. b X S
high tarifl products. « Disseminate the merit of Gircen Line and MITA an the LakarteCoRampok riad - Devviop power soarees
 Non-processing cedificares are Linc sysicm. Al g e concentrused in Tanjung Buriok Por, + Develap more indusia!parks o oo e
Stricty required for wansshipment lcmcatatios of Actios Flan . Comaince el times e g vesmenis
at the time of importation. Set up “Dircet Appeal 51" on BRPM Wil e g Thereisa
& ity P i s e regusst rom related invesiors. A et donene
» Discussion'review of Omnibus Law by Activiey 1 I pans in Cikarang
ceprescotative chamber of commerce fiom sbrvad Gedovage (Bandung oty
4 Dimcminaicthe status of usage of Grecn Ling and ety Bighways ire ot wel develo
META Line in onder i oxpardthe approval systen of  Cold cin fcukd Turspoct) i not suficserly desclope and
such priviless cald comainers may net b svalible:
TThe sy oo e Jevelvpearal s 9UEof Se0pe of e Prvrest

Q= @ N o OEER ) @ NRI B

2, List of Action Plan under 9 Policy Measures

(5) Action Plans under “Factory management and production
engineering skills development”

2, List of Action Plan under 9 Policy Measures

(6) Action Plans under “Promotion of R&D&D investment and transfer
of R&D&D capability to local through incentives for R&D&D"™"

Action Plan
TR T
Cearal Ty ey e otk RATAD wppmrt i)
e i s i 1. D4 1nd RecumentFeucation i Resicw and esgond e sing RAD watd incsives
preess “ POLMAN, ATMI etc. and increase enginecr eview aned expand RAD el ineentives hy establishing
mmm sradits from $ 06 to 20 K0y (g
i s 0 s e v & eveliuta OFF sy pivsios prociming bickstogiosi 3 Tl e T Nasord 5194
w0 incosporate digitalizatan and Polyreshaical College = Inoeniive policy on 3. Industry-Acadcmia Tio-Up:
e il 5 Provide miningand seminars on inemnd prosessing skills R&DAD {Ne. 45), whieh RADAD Seporioe Faliy 1 Wi Far, ey Bty wrd pyer
“ nibe implemeniaton of Miking demifind s enactd it 1l Hary Design nf VPV
ity Cpgrad H ’
i s».nﬁ"’,a.:ﬂ,s.mmm and unierilzei 4 Icrese incentives ot RADAD
‘Strengihening Fxpanding of |ndustry 4.0 hased education = R&D&Disa beyagenda in . 1 the rosonciHation stage
* : st sersfor e iogy sophisiato aking Indoncsia 40, wih Tprove Iming 3 Erperis] .
Mg betweka iy kit ‘Support e procurement of cuuipnuess nd mashinery i Fel, Ltk Byery [Fnwourags commenication on Acadenic Netwark in erder to exiablivh | 1181
funcrions of PIDT traugh th FMS based HRD| ard Upper Rody Design of Pnilm w Target Fiekts] e
construction of FIDI is expected & Fumctipnalizing ~Learming Factory” and “Teaching Factary” MPY heing the centrs] Far example, SATREPS of fapan his deslt with svrilar themne in Activity 6
= Imcooperation with PIDI, German and + lowodsetion of PR ot R At By T, “naitand
Froneh camurigsare by proponn o Fopitalbrbenleslsier sty M-
# Tglcmentuion a1 vt s Ay ST o program
Farnetng wih Japancse corpanTes 1 prorioes D Wchralogy and| ~ Action Pl
rohetics in manufschuring as required ay Making bder a Actrity 549 [+ Soc shove action plan an Damarm 3, for mare ifprmation on RADED
. Improving studeni-level eng s Incentive,
o Strmphn plimt i et iy lmeligie o s
pr v Nati sirengthaning 109 dipkamscy and poblic relatons
i Blerat Desors + Tomulte SATREFS rogecs rised o o Fusl and Lichi Rty by
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2. List of Action Plan under 9 Policy Measures

(7) Action Plans under “Collaboration b technology
/polytechnic and auto industry to develop required skills”

2. List of Action Pian under 9 Policy Measures

(8) Action Plans under “Support expansion of D&D supporting
service such as Computer Aided Engineering and material evaluation™

T T L — Specifc Mewsires = Action Pan
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‘Subtraction of Pilot Activity
JICA Expert Team has placed the highest importance on introducing i) digital and automation 3. Kickstarting Pilot Activity (draft)
and ii) loT based ing system to subtract the candidates of Pilot Activity.
Policy Program KPI (by-2025) Policy measures Subtraction of Pilot Activity
paliey oo _— {0) Make action slan for export and AEY and strengthen
schievement rate
opementator | | ooty erie Tplementaen ARy Capacity development of local Sler and supports for local
{0 Atract investment to o parts industry SME to realize Making Indonesia4.0
Suppo - @ Collaborate with STMI to organize and implement Matching Hub
B industries to (2) Raise engineering, qualtty, and productivity of suppliers | [
aaglomeration of achieve the
auta parts increase of local 3] Improve business climate to encourage investmant |
Industey and especially for SMEs investment import license, and visa) |
stengthen cost procurement ratio Enhance R&D&D activities of local companies through making
o of eation of ial belt i
compstiiveness gl [fffu a | protocols (e.g. Guideline with case study) to utilize incentives
1,50032,000) g for R&D activities
i)
development [ability to improve/ design process. etc) @ Support local companies with conducting R&D&D activities
|m Promation of REDBD investment and transfer of ‘ [
;::‘;:“ product || gorgye 7
pment and. - {7 Callaboration between technology university g . .
engneering ok polytechnic and 2uto industry o develop requieed skls #Other JICA' s Project Assistance
A = = @ Lexer's supoort fo STMI
Computer Aided Engineering and material evaluation
e o NI w  QFEmn) NI 1

1. Cavacity devwiooment of iocal Sier and saooorts for local SUE 1o moiement Making Indonesiad 0
Implementing Matching Hub for Making Indonesiad.0
= Objoctives.

+ Accaterate DX (Making Indonesiad ) transformation of local Trer 2 and 3 companies of the Autorotive Indusry.
» Form & matching Scheme mechanism Mmong MOr FOBONC COMpanies wih Siers. and Iocal companies.

© Implementation Scenano
© The plot actnity i compased of 2 phases £ suppors potennal wesis § STV of nduatry Susccasions) & ars
10 conduct business with Shees and a0
the phase 1, mnummmmms&-mw]-zm)mn
T phass I (JIpaness COMPanes e @ T (hase 1 30 LPEOn SCatmt 0 T [Rale I
. lumwww:-zusmmmmmum
hrcugh prowviang inancal and 33NN TITYe BNLADNCEL
* Discussion Points
* Thas actsly recures among relxied depar WO e dunry ansoceona.,
harsiors JICA wam woukd e 55 request ILMATE 10 te rusndy coondinats Snd implarent S plot Scovey
DG WMATE Overall responadsiity and scale up e hub
STMI" and Assocaion of e induscry - Potential pdot proect sm(s)
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1. Capacity develooment of local Sler and sunports for local SME 1o mplement Maiking Indonesisd 0
JICA team will Supp: of STMias a
u-;mmmamm local system

hub in two phases: 1% Phase
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Prase 1
st oo T 2.3
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1. Capacity Gevelooment of iocal Siet ard suopons ke kcal SUE 10 mplement Making Indontiad 0 [5mm] 2. Eoharce RADBD aciviien Seooan making seviocss o tize ncentows for REO sciviies
JICA toam will promote matching between robotic makers, major Siers, local Slers, and Tier2,3 Supports for REDED activities of local companies
through collaboration with STMI as main CP and BSPOM, ILMATE as coordinator  Objectives
z E i = * Imgeove earenens of RAD scivites of the local Tier 142 companies
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2. Enhance RED&D activities through making protocols lo utilize incentives for R&D activities

The results of Pilot Activities are expected i) To promote utilization of R&D
incentives, i) To build public services for implementation of R&D outcomes
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2. Enhance R&D&D activities through making protocols to utilize incentives for R&D activities

Proposed items for protocol in 1st year
The consensus among responsible agencies i.g. MOF and Min.of Res&Tech should be build at the early phase

toms _____ [ tems.
(‘nnm.\slency with the definition of R&D J

arch is an activily conducted by the scientfic
mmwnwes 10 obiain data and information for
understanding natural and/or socisl phenomena, which
will prove iability of an assumtion andfor hypolhesis,
and lead the solentific outoomes.
Development is an activity 19 extend the benefts and
the capacity of sclence and technology thal has been
proven validity and safety for increasing the functions.
and benefits of scienca and technaiogy.
R&D cmeﬂa 1o grant incentives I.g. Deductions

Wust be aimed st making new discoveries

h hypothesis;
e There must be uncertainty in lerms of the end rasulls;
d
e.

Clarify the projected R&DAD activities by corroborating with
MO, ccounting firms, JICA expert and JICA Study Team at
the sarly phass

Minutes of meeting with target companies
Record of technical assistant by experts
e

of R&D section

Plan for REDSD, progress, and outcomes
Accounting book for R&DED

Must have been planned and budgeted; and
Confirmation accounting book for sxcluding the items not to
5 3

Must b aimed at creating an end product thal can be
raely transferred or radect through the

* a) produciion aciviles ai an early stage of commercial produsiion, b) qualiy conirol during commercial production, c} repairs the damape tha
) ikt

@) acaptation of existng capabilles 1 special foquests of Customer requireents & part of @ susiainable commerial actily. ) periodic of

relncation

e g 2N 21

2 Enham:e Rw&D activities through making protocols to utilize incentives for R&D activities

and G g Services
Sellcllon of cumpamaslocu:mg on D&D. Consulting mainly for D&D by collaborating with local expert, lawyer
and accounting firms belanging to local OEM and Tier1

Candidate Companies Gross-Income Deduction by R&D&D*
Plastic Die cast Resaarch and development activiies  +100%
Aluminum Die Cast Domestc patent of PYT +50%

Domestic and overseas patentor PVT  +26%
Commercialization stage +100%

Collaboration with government R&D institutions andior
higher-education institutions within Indonesia  +25%

Facus on Yellow highiighted deduction
Costs to be Deducted
Assels excepl for Deprecialion costs for fixed tangible
assets, and Supporting costs for fired tangible assets
Goods andlor malerials
Salaries, honorariums ar similar payments which are made
10 emplayees, researchers andior engineers
Casts relating to the regisiration of patents o PVT fights
Any compensation provided to ether R&D Inst, higher-
‘education Institutions to carry out R&D activilies
Period/Termination
No later than Ihe enforcement date of Regulation 462019
(1. 26 June 2019)
Termination pesiod is not mentioned

Stamped Parts

Casting

Interior Parts

Rubber Processing

Aftermarket Parts
Consulting Services

of upper
Reviewing the requirement of R&D&D
Extracting R&D&D division {e.g. HR and

xpense:

Confirming the definition of R&DA&D division,
iob script and operating hours
Proposal activities of R&DAD to client (e.g.
mold production technoloay, parts desian,
testing, obtain a patent, Industry-academia
collaboration

sPeraturan Menteri Keuangan Nomor 153/PMK.010/2020 Tahun 2020

e ) & NI 2

4. Requests for Collaboration with JICA Study

Work Schedule (need your approval) in Japan until April 2021
(Draft) Table of Contents (Final Report)

Request to MOl and BAPPENAS

e ity

2 NI E

Discussion Material for Nov. 5 meeting

Candidate of Pilot Activities

Function of PIDM,

+ Showcase of Rabotic makers

Capacity development of local Sler
and supports for local SME to i M bronda). Sier ichiiolony
increase awareness
realize Making Indonesiad.0
Collaborate with STMI 1o organize N o
and implement Matching Hub u&:b:v that meet requirement of
automotive industry in
collaboration with IND Poltekniks
Enhance R&D&D activities of local TP —
i i + Support of establishment and
companies through making Ecosystom for runming of Management Eminent

protocols (e.g. Guideline with case
study) fo utilize incentives for R&D
activities

Support local companies with

Person Group Conference

+ Menlors re-raining and training
for evaluating 14.C 3ﬂ\1m& and

canducting R&DAD activities Dutbvry Ganter | | congutation for upgrading th
Ieveiof 6r2 3 utomolng SVES
(3%Other JICA's Project Assistance) « Support the Center role fo
5 Innvation subsicize RED&D by academia
Lexer's supports to STMI Canter « Suppert establishment of Data
center and Productivity center
i gy g NI 2
.

Work Schedule (need your approval) in Japan until April 2021

July 2020: Online interview to remarkable persons, companies, and
internet survey 3t

Aug 2020: Progress Report on Post-corona setup to Indonesia CPs
(incl. work schedule)

Sept2020: Online interview to remarkable persens, companies, and
internet survey

Oct 2020: Progress Report on Qutline of Action Plan and the tips on
Pilot Activity

Nov 2020: Online i to persons,
internet survey. Intensive discussion on Pilot Activity.

and

Dec 2020: Progress Report on Details of Pilot Activities

3 Online interview and internet survey will continue up to Feb. 2021 on a pace
of every other week.

ety 9N b

Work Schedule (need your approval) in Japan until April 2021

(Draft) Table of Contents (Final Report)
% Table of Contents will be gradually corrected along with the discussion with CPs and JICA, fully
equipped with ideas/info of conducted interviews and the result of survey.

Chapter | Outline of the Project Chapter IV Automotive Industry Roadmap

Jan 2021 Refinement of Action Plan and Correction of Pilot
Activity%

Feb 2021: Presentation of DFR to Japan side and Indonesia CPs

Mar 2021: Corresponding to Comments

Apr 2021: Pre:

of FR (If ) and of FR

3 Online interview and intemet survey will continue up to Feb. 2021 on a pace
of every other week

a0 @ NI ® £

1-1 Background and Purpose of the Project
1-2 Methodology and Scheaule of the Survey
1-3 Achieved and Un-achieved

Chapter Il Socio Economic Condition of

Indonesia
-1 Influence of Covid-19 Turmoil
2-2 Social impact of Covisd-19

2-3 Economic Condition of After Covid-19
Turmoil.

Chapter lll The Input from the Prior Project

{"Survey on Promotion for Glebally Competitive
Industry in Indonesia"(2017-2019))
4-1 Summary of the Prior Project
4-2"Policy and Measures" on Automative
Industry Developmant proposed by the Prior
Project
4-3 Items of Transmitlal from the Prior Project

) 2N

after Covid-19 Turmoil
31 Change of strategy on Industry Roadmap
3-2 Movement toward New Normal by Major
OEMs
3-3 Elimination and Consolidation seen in
Indonesia (Preduction, sales, and other
senvices)
34 Statistical Change (Production, sales,
Export and Import)
3-5 Government's Acts for Salas Promotion
36 Investment Promation
37 Maintaining of Skills and Technology
(R&DAD strategy)
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(Draft) Table of Contents (Final Report)
% Table of Contents will be gradually corrected along with the discussion with CPs and JICA, fully
equipped with ideas/info of conducted interviews and the result of survey.

53 Enhance product development and
engineering capabilty
5:3-1 Action Plans on *Promotion of REDED
investment and transfer of R&D&D capabilly
10 l0cal through moentives for R&DAD"
5:3-2 Action Plans on “Collabaralicn between
technoiogy universiy / polytechnic and auto
industry lo develop required skils”™
533 Action Plans on "Support expansion of
DD supporting service such a5 Computer
Alded Enginoering and material evaluation”
54 Implementation Schedule

Chapter V Action Plan Corresponding to
Policy Measures and its
Implementation Schedule

5-1Policy Making
5-1-1 Action Plans on "Export [CEV and xEV
and sirengthen implementation capabilty”
52 Promote Agglomeration of Aulo-parts.
Industry and Strengthen Cost
Competitiveness
5:2-1 Action Pians on “Atract investment to
auto parts industry”
5:2-2 Action Plans on “Raise enginearing.
quality, and productivity of suppliers”
5:2-3 Action Plans on “Improve business
ciimate to encourage investment especially for
‘SMEs invesiment impart icense, and visa)"

(Draft) Table of Contents (Final Report)
3% Table of Contents will be gradually corrected along with the discussion with CPs and JICA, fully
equipped with ideas/info of conducted interviews and the result of survey.

Chapter 6 Discussion on Pilot Activity
6-1 Project A
6-2 Project 8
63 Project ©
Chapter 7 Suggestion and Remarkable
Matters on next JICA Assisted Project
namely, "Automotive Industry
Development Project in Indonesia”
7-1GVC Analysis and Capacity Development
of MOI
7-2 Implementing of Pilot Activity
7-3 Japan Training/Third Country Training
7-4 Paradigm Change on Automotive Industry

Al

i N

1. Capacity development of local Sler and supports for local SME te implement Making Indonesia4.0

This activity requires collaboration among related departments/divisions in MOI and
industry associations, therefore JICA team would like to request ILMATE to be mainly
coordinate and implement the pilot activity.

DG ILMATE: Overall responsibility and scale up the hub

STMI* and Association of the Industry : Potential pilot project site(s)

2. Enhance R&D&D activities through making protocols to utilize incentives for R&D activities

Level of commitment of MOl in promoting R&D incentives and the role and responsibility
of MOL
Clarify rulings of R&D incentives(Regulation 153/2020) such as definitions and criteria
of R&D, implementing mechanism or agencies in charge, etc..
Identify reasons why R&D incentives were not utilized much. (issues in awareness,
icati , or lack of ion among government agencies to

“JICA team already explained the Matching Hub scheme to STMI. STIM showed positive
to become one of the stakeholders of the matching hub activity.

JICA team would like to discuss with DG ILMATE on planning and implementation of this
pilot activity.

promote the incentives, etc.)
Pros, Cons and Intentions of MOI to implement this activity under JICA's Technical
Assistance.
Clarify if DG of ILMATE can be the focal person from MOI for the succeeding project.
Opinions of MOI to collaborate with other agencies (e.g.BAPPENAS. BPPT. MOF)

Ol @M v &
6.4 Meeting on 2"? December
oo ﬁ,",‘:ﬂ:{::n ji’CA ) 2O Coscmsbeae NRI

Action Plans for Automotive Industry Development and

Kickstarting Pilot Activity by JICA

Data Collection Survey on Automative Industry Development
in the Republic of Indonesia

December 2, 2020
Manistry of industry (MOI), Republic of Indonesia
Japan International Cooperation Agency (JICA)

b sn Drsen oy
$holchiro Hara

Oriental Consultants Global P —
Nomura Research Institute, Lid. Hiroki Oiila
Nomura Research Insbiute, Sngapora Ple. Lid )
Q= . = a
Subtraction of Pllot Actvity
JICA Expert Igh on introduciag ) digital and automation 3. Kickstarting Pilot Activity (draft)
technology and i1} JoT based manufacturing systes btract th of Pilot Activity.
oy Pogren | O - 2525) [ oty messe | [ Sctmrmcrion of s activey
TI o ——— o
| it | soter . Capacity development of local Sler and supports for local
111 rract st 12 e pars sty SME to realize Making Indonesiad.0
ppoTed @ Implementing Matching Hub for Making Indonesiad.0
Fnils ey C
aohuree e
e | | et | ]
g | | a1 LSS SR e e Enhance R&D&D activities of local companies through making
i o ] protocols (0.9, Guideline with case study) 1o utilize incentives
150042.000) L - for R&D activities
!--l——wt-v-h——u-———m | @ Supcort local comoaries with conducting RADAD actvities
|nm—ndmm s taater ot | N
(riance prochet e f"’
Srveopment s | | MACAD v |
- [|=- '
I Lormios et ngrees g 9] mata”isl avphoation |
Q=g NI 2 »
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1. Caacity develoment of local Sler and saooorts for local SUE 1o implement Making ndonesiad 0
Implementing Matching Hub for Making Indonesia4.0

Accelerate DX (Making Indonesiad 0) tranaformation of ocal Tier 2 and 3 companies of the Aulomotive
Industry

F atching Q) maor bt with Slers and
Implementation Sconaro
The pliot activity s comprised of 2 phases, R supports (egSTMI R aims

he phase 1, then aims ko

phase 2. (Japenese companies [oined in the phase 1 aiso suppor aciivites in fha phase 2.)

The indonesia governmant suppons local Tier 2 and 3

through providing fnancial and sdministrative sssistances.
Next Steps.

This activity n MOl ¥
therefors JICA team would ke 1o request ILMATE to ba mainly coordinate and implement the pillot activity.

DG ILMATE: Overall responsibily and scaie up the hub

STMI* and Association of e Industry : Potential pllol project site(s)
*JICA toamn airoacy explained the mmmbm.mmmmh
mra, -y
mmmmnmmmmm - of ty
b NR .

with Slers and
local Sters and ocel Tier 2 and 3 compankes In 1o

Cortiman

1. Capacity development of local Sler and supports for lacal SME to implement Making indonesiad 0
Jmmﬂlmmd?mmulmmmhmm "

a8 matching between robotic makers, Siers and local system companies, 2
mmmv.ma

1. Capacity development of local Ster and supports for local SME 1o molement Waiing Indonesisd 0

Jmmwmmmnrmm major Siers, local Siers, and Tier2,3
through as lhlncl’wd BSPDM, IWATE as coordinator

2. Enhance R&D&D activities through making protocols to utilize incentives for R&D activities
The results of Pilot Activities are expected i) To promote utilization of R&D

2. Enhance RADBD activities throudh making protocols 1o wize Incentives for RAD activities
Supports for R&DED activities of local companies

Ctjectives

© Imgrove swarensss of RAD actvities of the kocal Tier142 companiss.

* Create protocols {0.5. the RAD stated 1532020 for betier utiization.
O fficers (8.9. MO! officers, of OEM o Tier1 o
local activities in local

: acthition, provide 10 Improve betlor ubiization

Imglermeniaton Scenano

Conuct managemen! seminars or suppbers{ Tier142) 10 improve swarenass in the (reparation phate. Create
mwummmnhpﬂm Develop knowladge and skils of local officars (e.g. MO
officars, smployess of OEM of Tier1 companies, of local accounting fms) 1o 3 RAD incentves in the phase

2z

Indonesia formuating & team s one of

relwed lmmnmbawrthmmamwmhmmmAD

sty in the country

Nex? Steps

Lovel of commitment of MOI in promoting and o role -
Clarty rulings of RAD 1 of RAD,
tnﬁ’_ﬁulrmna“_hm.‘

y why (Hses i gwareness, BRHICATON PAOCBOUTES.

o lack of g Incentves, eic.)

Pros, Cons of MOl to mmm’. Tocnnical Asuatanca.

» Clarify i DG of MATE can focal

paeson in
or-dnuum-mw-q-_(qm UPT IMOF}
N

2. Enhance R&D&D activities through making protocals ta utilize incentives for R&D activities

Proposed items for prnlu:nl in 1st year

) " §
Incentives, ii) To build public services for ation of R&D out The , gencies i.g. MOF and Min.of Res&Tech should be build at the early phase
1 Year
tgam siucturs,
Em’jﬂm ey Granlh MR:cDen!\ve Items Items to be confirmed by pe support
il " Consistency with the dsfintion of R&D 5 fy the proj ities by win
Technical assistancs to ba Research is an actvty conducted by the scientific MO, accounting firms, JICA expert and JICA Study Team at
o delivered by Japansse \asislance”. methodologies to obtain data and information for the early phase.
s OEME el *particutarly for VAVE understanding natural and/or social phenemena, which
2 § loevear - support petiesi
i and kead the scentific outcomes.
83 it So ot e L Grant the incentive + Developmant s an achity to exlend the bensfils and
% || ey Training for MOI, Min Res&Tech, for RAD the capacity of science and technology that has been
3 and Local acoounting fimms praven validily and safely for increasing the funclians
g 23 > ‘and benefits of seience and tachnology.
i g RA&D criteria to grant incentives | g. Deductions * Minules of meeting with targel companias
g Must ba aimed af making new discoveries; *  Record of technical assistant by expedts
2 b Mustba based ypoth . of RAD secton
=] € There must be uncertainty in lerms of the end results;  *  Plan for RED&D, progress, and outcomes
d. Must have been planned and budgeled; and *  Accounting book for R&DAD
& Must ba aimed at creating be - excluding the flems nat 1
freely transferred or traded through the marketalace: be subjected to grant deductions™
&
= &) peoduction aciiies al an carly stage of commercial poducion. b) qualty Conlal dung commecial produchon. €) repars the damags that
oGt durng Gommartial proUCHoN phass. d) Fgal. aA3Eon srchment or olfer aualiy IMprovemant or & UG bass of an SxIsting product
) aduptalion of cusiing capabiss. o spotial 16miesls tx cuslamer raquiements. a6 part of 3 sustainablo commerial actiily, 1) periodic o
Debrief meeting by targeted companies e
rekocation, o startup fach .{
[ »Support for ion by OEM and Tier1 R RS
A ) 2 NRI 8 EED ) @ NI 9

2 Enhance R&D&D activities through making protocols te utilize incentives for R&D activilies

and Gi Services
Selection of companies focusing on D&D. Consulting mainly for D&D by collaborating with local expert, lawyer
and accounting firms belonging to local OEM and Tier1

Candidate of Pilot Activities

Candidate Companies Gross-Income Deduction by R&D&D™ ; o
Plastic Die cast Ressarch and devalopment actities  +100% mction o
Aluminum Die Cast Domastic patent or PVT +50% Canacity devel ot local = e
apaci level 2l local ler . 1OWCase obotic makers
Stamped Parts Damestic and overseas paterd or PV +25% pacity lopment of Show Gase. s
Casting mmm-manmm stage +100% and supports for local SME to Gontar it etz
Interior Parts realize Making Indonesiad.0 — =
Rubber Processing nigher-cducation institutions witnin Indanesia  +25% & Collaborate with STM! to organize + Design traming cumculum for
'
Aftermarket Parts Facus on Yellow Highighted doduction and implement Mathing Hub Capabity s
Consulting Services Costs to be Deducted Eu =u‘uw\0nve mum‘y-
# upper. Assets except for Depreciation oosts for fxed tangibia s BE S st colaboratian with IND Pol tekniks
AR 2 ‘assets, and Supporting costs for fixed fangible assets © K — S
viewing the requiremen companies through making P b
Reviewing the reauirement of RAD&D e er panies through making | R el L
ExE i ancnx\ 44 RADAD division (e.9. HR and Salaries, honorariums or simiar peyments which are made protocols (e.g. Guideline with case ncusiria) 40 Parson Group Ganterence
10 empioyees, researchers andior eninaers study) to utilize incentives for R&D
conmming e defimtion ot RADAD dtiion, Costs m\:i fo the registration of :mls or PVT rights activities
job script and operating hours ¥ 9 Wit o o ek g e e
Proposal activities of R&D&D 1o client (e.s. 'y compensation provided fo other Inst., higher- Support local companies with for evaluating 4.0 readiness and
mold production technolagy, parts desian, education instiutions & camry out RAD activiics conducting R&DED activities Dellery Centet | | consuation for upgraing tne
testing, obtain a patent, Industry-academia Period/Termination level of ter2,3 aulomative SMEs
collaboration
Ho fater tan the snforcement date of Regulation 45/2018 (%Other JICA's Project Assistance) T
(i.e. 26 June 2018} 1 " ets o STMI Innavation subsidize R&D&D by academia
exer's supports to .
“Peraturan Menteri Keusngan Nomor 153/PMK.010/2020 Tahun 2020 |/ /780en oeriad s naf mentoned e Conter Suw?;\nzm;;g‘éir;w sean
i k. 0 €3G NI "
.

Appb6: 14



Data Collection Survey on Automotive Industry Development in the Republic of Indonesia

Final Report: Appendix

6.5 Meeting on 3" February

o
Kementerian 8.
Perindustri jica £ Oreme CovcurmsGuoa. INIRL
RERUBLIK INBONESIA s

Data Collection Survey on Automotive Industry
development in the Republic of Indonesia

Proposal of the scope for the next phase

February 3, 2021
Ministry of Industry (MOI), Republic of Indonesia

Japan International Cooperation Agency (JICA)
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1. Overview of this study

The study alms at industry roadmap and supporting related by
line agencies. The results will be reflected to JICA" s forthcoming technical assistance to Indonesia.

MO!'s Automative Industry Developmant Plan

Upper-level Pians [Making Indonesia 4.0 etc.)
Development pian on Electrical & Electronics sector ele.

Automotive Indusiry Roadmap.

Policy Program and KPis

Poiicy | Policy | Policy Policy
Measure | Measure | Measure Measure
| i X

This project (2020-2021):
Gollection Survey on
Automative Incustry Deveiopment in
Indonesia™

on oba
Competitive Industry in Indonesia”

The Current Project

In the present phase, the action plans per policy program and pilot activities were
suggested, it is expected to be implemented in the next phase.

In the present phase, the framework of the development plan that is being requested for the next
phase is examined. It is also discussed the proposed Pilot activities included in said framework to
accelerate the progress of the Roadmap for the automative industry.

Current phase conducted a study of the impact of COVID-19 to understand the situation of the
automotive industry in Indonesia. The study delivered the actual needs from the companies.

urent Phase
2020-April 2021)

Previous Phase

(~2019

Next Phase
(Mid 2021~Mid 2023)

(based on Policy Measures)
Development Framework

Foti:y ,_

Measures(9)

1
_Tm,: post-coona auto Industry] || (P2sedon Framework;
propose Action Plan +
1 suppan Policy Implementation
farmulate Pilot Activity

+ 1
Framework of

MNext Project

{
impiement Pilot Activity

“Data Collection Survey on Automotive Indusiry Development in Indonesia™ (2020-2021)

Table of Contents (Final Report)
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Accalaration to EV manfacturing 5.4 Implementation Schedule
Export strategy -
XEV strategy CREBES & Framawark 61 Fortneaming Uevelopmant Frojeet

© New skl st of HRD
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1-1 Moving forward to JICA supported Deveicpment Project
6-1-2 The lramewark of Development Project
&2 Plan of Pllot Actvaies
62+ CAUIAulo parts export strategy

The Framework of Automotive Industry Promotion Plan (from the result of the former project)
The coverage of the Current Project.

The Previous project (2017-2019):
o for

ly Indonesia®
Foicrerogam iy 20z oy mesnron
——
oo | [0 o o export s 0 srnhen
ol kPl Lo L
] Ao st it 10 8t s sy
o
sunporiry
o 2 R ongieserig quslity, and pocuciy o supples
suorersion o | | schews
wiopars Tocresseotlocal 1 oo S ness cimee o creourge e et
i} convees
st | | precwmant o
uoplen: ot
150032000

EXFaciory manmporm ool poccton ecrmming s .
devaiopmnt abiky ta i rove desig process ] o
63 Promerion of RACAD estmart and ransar of
RA2D capabiityta sl theaugh incantves for RAOAD
product
7 Cataboratian etween tachnoiogy uiversty .
fsoe) Fobviecic a0 auta ndustry o deveion requied ks

8 3uppert expantion of D&D wpporteg wrvee mich 31

KPL: 2.5 million units of production, including 0.5 million of
export & 0.4million xEV

The Gurrent project {2020-2021):
“Data Collection Survey on_Automotive Industry
Development in Indonesia”

The result of Interview

(0) Initial needs for MOI's next development plan

Export Promotion of CBU ( for MPVs?, most probably)

‘here is a vague expectation that Australia may have potential. We are looking forward to the export of MPVs,
starting with commeraial vehicles, and would like to seek some suppart from Japan.

R&D on EV batteries and Biofuel

The development of Biofuel and its application to automobiles will provide a great incentive not only to the
automobille industry but also to the agricultural sector in Indonesia . In addition, while China and South Korea
are ahead of Japan in the development of EV batteries, MOl would like to make Indonesia the development
base for ASEAN if Japan shows some commitments to this theme:

PIDI support

MO hopes that Japan's participation in PIDI will bring certainty to the realization of automotive industry Road
Map. Furthermore, MOl would like to form a base for human resource development, research and development,
and digitalization of the automotive industry.

Production automation for SMEs

While boosting the progress of Making Indonesia.0, MOI hopes to strengthen the parts industry to lower the
price of automobiles and ultimately contribute to the export of international competitiveness.

DIGITAL technology education in polytechnic school

MOI would like to develop industrial human resources who are skilled in digitalization and loT technology
through school education on Lean Manufacturing and FMS, and MOl would like to promote investment by

8-2-2 R&D&D providing the top polytechnic education in ASEAN.
4 5
The result of Research work The result of Interview survey
(1) Macro trends in the corona disaster (2) Present Situation and Needs of Indonesia
Corona response and Influence to the aut bile industry ic cor is sluggish) Automotive Industry Roadmap

Coronary infection in Indonesia is the most severe among ASEAN countries, and domestic sales of aulomobiles

are extremely sluggish. The procedures for fareigners o enter Indonesia are less convenient than those in

Thailand and Malaysia, and production lagged behind, but as of the end of 2020, it has begun o recover.
Rupiah depreiation

The Indonesian rupiah is under downward pressure due in part to the Corona disaster. The main reason for this

is the growing concern in financial markets that the central bank will be used to plug the budget deficit, as the:

ruling party's move to amend the law to reduce the independence of the central bank has surfaced.
Meanwhile, growing demand for eco-friendly cars

Dueg in part to the three Cs, the concept of car sharing, which was on the rise before the Corona, has stagnated,

while the importance of traveling in ane's own car has been rekindled. However, the popularity of small eco-cars

has been on the rise due to declining incomes and the rise of environmental concepts
“Green” as a keyword in consumer behavior

Increase in the number of conscious (green

environmentally friendly products even if they are mare expensive than normal products
Shift to EVs, led by Europe, the U.S. and China

In its "European Green Deal® policy announced in December 2019, the EU announced its intention to tighten

GO2 emission standards for automobiles in order to achieve virtually zero CO2 emissions by 2050, In

September 2020, China also announced a policy to reduce the manufacture and sale of conventional gasocline

vehicles to zero by 2035

dare to purchase

No major changes have been made after the Corona disaster. A trigger is needed to kick-start the measures
that have been considered.

Strengthen incentives for R&D&D
New lax incentives in R&D were added in 2020 and the couniry has developed a legal syslem to encourage
R&DED.
SMEs do not have access to various incentives
Despite the government's incentives, the various incentives are distance measures for SMEs. This is due to the
lack of exemplary protocols and guidelines and the cumbersome procedures.
duction of digitalization and i hnol
as a guideline

with Making ia 4.0

The i f and i is required as a direction of technological
innovation in the automotive industry. In Indonesia, there is a lack of opportunities and facilities to leam these
well as for small and medium-sized to adop! them,

Strengthening Production Technology Learning at Academia
Curricula related 1o FMS and lean automation are beginning 10 be adopted by POLMAN and STMI. On the
alher hand. there is an overwhelming shortage of experls and tutors to train them, and vocational schaols are
rying to achieve this with the support of the Ministry of Industry and JICA.
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Overall project scope of the nexl phase (lentative)
Development Study Project (Supports in Policy Development) + Pilot Activities

* Project Scope of the nex! phase

Condud » study, 10 rebe vy Boencies and
Expont Strategy
Shy Tt Wbty Of Pt QO 13 BCT v $x0F1 Lafet o 1.5 Mo v by 2035 14 10 837
Tris provect we sty e fodomrg famm for () Cars 0 1) MoBarcyces 10 B axdonied fom Paoness.
resporatuiben), QT sportmprt
xs ) Sugpors or overses
et Pretereoce veecton of erpod produds.
S, relaresy vieadagy of g cars (FTA, Autmotive incairy iraages wih scorome.
o, )

(As § pliot Sctivity) Won Wi ©ra COMEAm@N 07 1oy, WOrNIR0D. emrer. Ty 10 1 Pe X costes. o
el AN e Makchg welde
Spgian devwopmant b a0 parts wopkers

RADAD Strategy
RACAD Protocal (As # pitot activity)
& R fre BADAD cxerives 43 0t et b
L R T L
Supgimr Drvelopment St stegy
Pros acated i Indorass, o salety S (40

o, a4 g, k., o it bvanced echriogy

lechieg Mk S
by, Supgont 1 reaise PIDA 0 o wvel up WD 0 score. Colatorale wilh offer
n—n—mmmw-uﬂmum ok oty 2 3 Perart szt 1om Lawer Promct |

12

[ ]

From a Workshop regularly conducted among MO, JICA Expert and SME suppliers, the
framework of Pllot Activity will be and around 2022 afterwards.

Piiot Activity (Export Strategy)

formed

2021 H 3
q—.—.—.—.—‘—.—.—._.p
Basic Resoarch
. s*amwwmmmnmmmmm

local conformity surveys in the target countries
mmdnlﬂvm

Compattty wit ' Wechox0mes by i 0 noreta

i
a i
i

ﬂumdhoiﬂlmhcﬂﬂhmomdﬂhmmu&rﬂmolm
incentives, if) To build public services for inplementation

of R&D outcomes

l’m

e

L

Detrin! mesting

{0} Initial needs on MOI's

plan

JICA toam will promote matching between robotic makers, Slers, local Siers, and Tier2,3
through collaboration with STMI as main CP and BPSDMI, ILMATE as coordinator

BV CBU Export EV Battery, RAD for Biofusl

Priority of Pilot Activity
3 Pilot Activities are derived based on the action plans to implement corresponding

nder COVID-19 pandemic

{1y Macro trends
Reporen s Panen

policy

Action Plan & Affiliated Activity

[ | [ wtyaom | | Poscymestures v

(s Mozt

|
— - * Quick Policy Implemertation
g oy e
Il u
1) Attract Investment to suto parts industry  [[%)  Companies
1 ort Stra L E
L= Autract D for incressins Eport___J
: Exp tegy.
e 1 supporting ity and u —
| RGDAD Incentive | , pporthy ety tH _ Devoprct
| Utlization Protocal romote | (1S
H : 1 i -
\ Matching Hub 'J Industryana | 7| oMt gt Reense, B isa) « Review of trade barriers
.
e -
- eor .
Pilot Activity e e || v e H |
by e »
‘G L g e e -{ far itk H Matering Hub J
(3) Perspecives of Japan |* e |
Reflciog the resuts of ICA Coorinaton of R&D support Horizontal dissamination of best Winin  Ralationship  with Promotin of RBDAD Ivestment and ‘i H
D e commata s e it ol i BV e, whick o
JICA project” was fop the focal technologies of Indonesia We. e img resources  of Enhanceproduct | | e ng pes
the lax incentves for RADED. I Goveresl,  are ficinoy of the projoct by horzontal JADANGSS COMpARIGS i Supgorting -4
addition, s tochnolagies and key RAD theme with deployment of smpirical ios engineering {a
impiementing the “Digital Engineoring confidenliality for OEMs and Tier 1 ompirical  data  from  tha o both sides 10 bulld awin- ‘capability 0% > 30%
Cese Swdy o Promote g mpenlnllmldbuﬂlu\.'mme implementation of refated projects in win redationship, and the
inconesia_£0" thiough s SME governman 1o get incetmcrsantods
Overseas E» ion Project. would be pressure for private Bchx. countries. and material evaluation

Pilot activities will support formulating export strategy and building capacity of local
companies in automation and digital transformation.

Formulate export
strategies and

promation

Reflect nuhn'nss to sduzhmi
institutions

Effects on
Government,

side

RED&D

+ latroduction of production

focal industryloompanies (o

senor Do Tiora o3 ) suomsniecnmaen o
Effects on SuEs
Identfication of strategic products . n
Private Sactor pacty
rivate Se {vehicles type or companents) | oo 110 SMEs) i e
o ines.

Framework of Next “Development Project”

= Aftract target industry/company
«Indusiry agglomeration

c
Realize Making Indonesia 4.0 at SMES level
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Time Frame of Next Phase Overall project formation of the next phase (tentative)
Rasaarch, Information sharing (seminare. and  and strategy liaboratiy Next project will focus to implement 3 themes/pilot activities with ILMATE-MOI and
o], sctiiies Siat il foem {he besiy of tha e pruject JICA will collaborate to supervise the entire project

Implementation Structure
e s e,
Jcc Head of TWG: Vision of Auto Industry in 2030

Export Strategy r — 1 » MOI
Indonesia side PO,
> BAPPENAS *Monitaring 3 pilots
Pilot Activit Ghair of JCC: DG of ILMATE, MOI
Pilot1: Matching Hub for Making Indonesia 4.0's
Project Direclor: DG of ILMATE, .
MOl Business Callaboratian
R&D&D Protacol = = = Ly > ILMATEMOI (Head of WG )
3 3 ] Project Manager: Direclor of IMATAP, > sTMI *Matching IT i
B | _Pilot Activity B | Pilot Activity B | Pilot Activity MOl > BPSOMLMOI (Indonesia & Japanese Companies) Private
3 g 3 — Making the new loT business Gompanies
g g =3 » MOI (Other DGs in charge) | | - - — o
> BAPPENAS Pilot2:R&D&D promotion activities in Auto Industry hdonesls) |
Matching Hub 3 : m: | | : :'\SFTWMGI (Head of WG )
& | Bl Actiaty Monitoring > BRPT > BPPIMOI  Support for the local companies
a A Sy i e —————— > BPPT KAIZEN for RDD Incentive Scheme
= Pilot Activity
S e e — Japan side : -
P JICA Indonesia Office Pliot3: Export Strategy activities in Auto Industry
(Onserven) > IMATAPMOI (Head of WG }
Itis quite possible to equalize the availability of experts and the commitment of suppliers. > Embassy of Japan in Indonesia = > wor
> JJC{Jakarta Japan Club) *Study the feasibility of the goal to achieve export
16 target of 1.5 million cars by 2035 in the roadmap 17

(Reference) MPV export potential of indonesia

Currently MPV are sold in limited countries, thus prospective markets for export are few.
Philippines and Vietnam have high demand of MPV, Indonesia already export to those countries.

Global MPV Ma 10-2013): intries with Annual Sales of 10,000 above unit

Appendix Demonstrative Analysis on CBU Export from Indonesia

s s 19

Automotive Export Strategy of Indonesla

The value of CBU exports and parts exports of Indonesia are both significantly lower than
those of Thailand and Turkey. The export ratio is about 10 points lower than that of Thailand CBU export Is directly linked to the trade balance, although the development of the

Automotive Export Strateqgy of Indonesia

and Turkey. automotive industry ditfers from country to country,
lonesi Thailand Malaysia Turkey (US$Million) Trade balance of the automotive industry in four countries
(2019) (2019) (2018) (2018) 50000
Produation (1,000 units) 1,286,848 2013710 564,971 1,550,150
200000 /\7 Thailand
Domestio Sales (1000 units) 1,030,126 1,007,552 598,714 641,541
Export (1,000 units) 332,023 1,054,103 40144 1,318,869 — Turksy
CBU Export Ratiol%) 258% 52.3% % 85%
Theoretical number of imports
(1,000 urits) 3,876 = = e s
CBU Export Amount.
(Million USD) 6,065 38,6435 520 21.350 Indonesia
sk 2,050° 21,908 3,025 10,881 #
Auto Parts Export Ratio(34) 25.3% 36% 85% 34% 50000 S N . )
alaysia
*compiled from Gomirade data (HSB70B, HSB40734, HSB40B20, HS851140, HS851290) ey
AT 34—ty —bam
Souron UN Comtrde Markines 20 s unGiA0 2
(Reference) CBU export of Thailand Reference) Auto Parts Import of Thailand
CBU export exceeds 50% out of total vehicle manufactured. Export destination is Thailand's auto parts exports exceed $200 billion, and its trade surplus in auto
diversified such as Asia. Oceania, Middle East and South America. parts has been growing in recent years.
Asia and Oceania account for 55% of exports, other reglons such as the Middle East and South America account for Thailand's Parts Exports by Region

45%, indicating that Thailand is diversifying its destinations.
Trends of Auto Parts Import and Export in Thailand

Vehicle production, sales, and exports of Thailand inati ion (2018 Jan—Jur
{mison USD)
Wnits) (Export ratio) oy P
i
Expert s
2500000 arn 20,000
) Total Export
Egat a7 (2019 Jan-Jun) 10000
1000000 L/‘ 59,976
10000 e Mickseenst 5o
Ll 13%
0 " o
5, SR e b B3 e o 2015 019
FEEEFEE P SFETT
— B A& Ml — S
Dumestc Sabe Prodican Bt Expurt i i
Soucn F1 it 22 o TARMAFTI 23
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(Reference) Thalland’s policy to promote automoblle exports
Thalland's export policy for CBU and auto-parts was mainly set out in the "Detroit of Asia

Initiative" in the early 2000s, with the main pillars of preferential investment policies and FTA

promotion policies.
for smm. mmbd

Turkey' s CBU Export

The annual production volume was 1.55 million units in 2018, of which 1.32 million units or 90% were
exported. While the currency weakened, exports are making up for the decline in the domestic market.

. Turkey's Auto parts Exports by Regi
Requiremants of Investment i Thailand's Automtive Polioy and Turkey's ssles, and exports urkey's Auto o parts by Region
Fantives development of GYGs
SRR . oot atoronive (i) (Export ratic)
manufacturing projects must mmmm fie s
De pack aged wih auto-parts in Zane 1 (6 provirces aro
g et w3 mxzmzuzuw sonpee mon
inciuding Rayong, Chonb re—— .
et oo s mum:mwmn-
Inctuding land and working year tax exemplion, but o il
capital)
8years. Tt mesimers - o o Total Export
- Rigidossdtozmmm oy Eoartet b 50 i i saom (2017)
ighind o usstaotauL
exampion on machinery iy rodchen sanpeo
. g mactioas gt | G oiCi ] T TE i
zones 1 and 2). " et Lkl sonpm prs
.l o 2nm
Auto- + Companies can lcate i Zone § P =
Parts whila s [mited to Zane 2 and 3 BAtrac mors T
before. St ° oox
+ year comorstatax enermption it i - e o
S e v g i Tl o iy it Soumcabimryof T, Ty
« Impart duty exempion for

machinery regardless of zone

Souon: KETRO Danghot Certer JETRO BSCT Repet, Ot 2005

Sowees 11

‘Sonwes: e Saniay| Demars (0803

2 25

Turkey's Import and export of auto parts

Trade with the EU accounts for nearly 80% of the total, Turkey has fostered TQC In the automotive
industry with its proximity to the EU, inheritance of technology through the traditional apprenticeship
system, and low labor costs.

s Auto parts Ex ion
Turkey's Import and Export of Auto Parts
(milizn USE) 20 ‘
non o787
Milt USD

o0

oo
000
am e

208
32,232,
Mill USD

s i

Sourve TAPWA FII

(Reference) Malaysia's CBU exports

Turkey's policy for promoting automobile exporis

The shift in exports is due to the government's initiative to increase the international competitiveness of
domestic companies through 1) generous support for the manufacture of specific parts and il) the
gradual liberalization of parts imports in a timely manner.

ort.

Policiy Implementation to Enhance Turkey's
Export Potentis|

The Customs Union signed with the EU in 1585,
The govemment needed 1o and farfs on goods and sarvices passing through
the customs union with the EU on tha same basis, and for this purpose. itwas

necessary 10:set up a system in which goods and services could be evaluated
based on uniform gualty standards (1his is compliancs with the samo
intemational standards and corventions).

™ strategy of the 10805 T

. The firstpilar
in

imemational markets. I ather words, without increasing exports
impossibie to control the baiance of rade. The second pilar wns\he arestual
it [yt Wl i

\owering tarifs
iy
e prodchty nd oy s s o e
1996, impor
Speragie. export of auto
-~ there ara a . which can ba

combind Acsorcing 10 the typa o busingss, région, and s&cior ﬂysa doing.a
‘sound anvironment he

—
chgbk lorecse.
26 LAt oA 3 4 st B ar

Reference }Comparison of CBU/P&C export of Malaysia

Export unit rate in Malaysia is quite low for the scale of domestic sales. Malaysia' s

tad

automotive industry largely relying on d tic OEM has t

Domestic Sales, Production and Export Unit in Malavsia Major Automotive OEM in Malavsia
(Units)
w000
600 010 -\/__/‘_\/\/h/_a
508,000

2019
o0 (dan- Dec}

571,632

unit

308,000
18%

2000
100,000

Sainee ks

2000 2011 A2 201 2014 2015 2016 AN A NG

m=Dumesie Sdes  —a—Producton Fxpermni

Scurie Mk Ao AssocishonMAR)

market

P&C is more exported than CBU as the production of E&E part has been promoted
Bl Bt ; —

{emillian USD)

3425
'z [ zms‘
Dec

o UN Comuade

Export Ratio of CBU/P&C

B

2900
2800

2000

1475

1,000

Engne Contral Unit
(EGU) and
o Inferainment Part
14 i A6 27 208 2018 (0.9, Car navigaien)
mCBU WPSC

PAC - Pars and Componants

28 Sourue Malmyss Automohve Febutics nd 7 skl (4ARS) Scurra Makaysia utorootve Rebotics v 1 Instats (MARS) 29

Reference) Malaysia Automotive Export Policy
P&C export has been actively promoted by The National Automotive Policy (NAP)

The National Automative Palicy (NAP)
THE NATIONAL AUTOMOT IVE VISION

1. SUPPLY GHAIN INTEGRATION
Malaysia a5 the hub for
+ Exports of vehicles;
Exports of companents and spare parts;
Automotive RED;

mabilty; and

* Vehidle and component
2 LOCAL MANUFACTURING

Enhance Iocal manufacturing of venicles and

s s well as prome
3 ENGINEERING CAPABILITES
ocal manufacturing of venicles and

‘camponents as well as promotion of remanulacturing
4 LATEST TEGHNOLOGY TREND

Adoptand

through
appiication of |Rd.0 technologies

5 SUSTAINABLE DEVELOPMENT
Sustainable development of the automotive industry
through application of environmental friendly
products and processes which aims to reduce
‘carben emission elc.

Reference) Malaysia Automative Export Policy

The ambition targets for P&C export were set in NAP2020, which is supported by
tax deduction policy and other related policies

Target of NAP2020
T

TAX Incentives for export

of statirto

(restricted 1o 70% in 3 year of

assessment) equivalent fo:

(a) 30% of the value of increased
exports (atiained at least 30%

motor vehiclas,
automobie

parls
which oxport feso

provided the exporl  (b) 50% of the value of increased

sales of the products exports (attained at least 50%
attained at least 30% value added),
value acded

Sauroe: inocems Tax (Exempton) Order 2011]

Erpart B ZOOW s AWM M2 3tion
Expert PAG 0D A2 T 428 3 b
Erpart
el chscapas FUZbon RMODS2hilce  RM 10 Waon
20 AN M Argar kL
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Data Collection Survey on
Automotive Industry Development
in the Republic of Indonesia

- Summary of Draft Final Repart -

What Was the Project All About.

April 14, 2021
Ministry of Industry (MO1), Republic of Indonesia

Japan International Cooperation Agency (JICA)
Oriental Consultants Global Co., Ltd

Nomura Research Instilute, Lid

Nomura Research Institute, Singapore Ple. Ltd.

Overview of this study
In this phase. the action plans per policy program and pilot activities were
suggested, it is expected to be implemented in the next phase.

The Development Framework and Policy Measures of Automotive Industry Promotion was
prepared in the Previous Phase.

Overview of this study

The coverage of the Current Project.

The Previous Project (2017-2018):
Data Collaction Survey on Promotion for Globally
Current phase conducted a study of the impact of COVID-19 to understand the siluation of Gompelitive Industry

the automotive industry in Indonesia. The study delivered the actual needs from the

This project (2020-2021):
Data Collaction Survey on Automative Industry
Development in Indonesia

companies. I;P, 25milion unis of production, | ]
incluing 0.5 milion of axpart & 0 4mifion xEV ]
Previous Phase Current Phase Next Phase — — — ——
(~2019) (April 2020-April 2021) (Mid 2021~Mid 2023) o
(based on Policy Measures)
+
Development Framework sty post-corona AUtO Industry || (based on Framework)
i 1 1
Palicy propase Action Plan i i
Measures(d) | suwport Policy Implementation
Pilot Activi
'M"rh o i { impiement Pilot Activity
Framework of
Next Project
L I,
'
'
Study schedule Study schedule

The manning schedule of original plan.
The project will be completed in 14 months on the end of April, 2021

The schedule of each consultant is subject lo change due to the
force majeure.

Highly appreciate your support to complete

ility of CPs and unavoidabl

force majeure.

Table 1.2.3 Manning Plan

Tabie 1.2.3 Manning Pian

The manning schedule of revised plan due to COVID-19

the Project

The schedule of each consultant is subject lo change due to the availability of C/Ps and unavoidable
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in Indonesia™ (2020-2021)
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Automotive Industry after COVID-19 Turmoil

Current slalus and challenges of the indenesian automobile industry befare the Covid-19 pandemic

In 2020, sales and production fell by 48% and 46%, respectively, to 2009-10 levels, due to
COVID-19. The drop in exports was only 30%, became a stopper to the industrial slump.

Toyota and Daihatsu are accounting for more than 60% of exports (see below table).

Since 2014, exports have increased from 100T units to 200T units in 2017 and 300T units in 2018,
when the Indonesian government has struggled with a worsening trade balance. Meanwhile, the
Toyota Graup, having a high market share, has begun to use Indonesia as an export hub.

Table 2.1.1 Indonesia’s aulomotive markel, imparts,
production, and exports

Tatie 2.1.4 Indonesia's atomotive @xporttrends by OEMs

[Fovota
Dainatsy
Mi tsubishi
|Suszuki
Honda
Hyundai
Hino
Donfeng|DFSK)
[Waling(SGMW)

[thers 3 4
|Grand Total 332023 | 8217

Source: GAIKINDO

Source: GAIKINDG

Global Trends in the Automotive Industry

The t of CASE is ing faster than initially anticipated.
Both technology and regulation have been challenging in adopting autonomous vehicles

c a [ E

Sourcar Presentabon material m & semiar XEV Markel Trond in the ASEAN

Region”, Hamamatsu iy NRI Thailand 0¢t 2018, e

Figura 4.1.1 Transformation to CASE and Impacts to South East Figute 4.1.4 Projeced Timaline of Sell-Dmang Tax Introdction
Asia Market in the United States

In ASEAN Region, of EV and servi hi are the major concern among CASE.
Itis estimated that 2025-30 will be the inflection point for the adoption of autonomous vehicles, but
the duration will largely depend on the economics of drivers at the city level.

In Indonesia, the adoption of autonomous vehicles is expected to be slower than Thailand and
Malaysia due to the high p of drivers employed, the slower pment of road, and the
poorer communication infrastructure.

Current status and challenges of the Indanesian automobile industry before the Covid-19 pandemic

Increasing the local procurement rate and reducing manufacturing costs will greatly
contribute to export promotion.

As the number of local mant is i i ization of has loa
cerain extent; most of the components that are imported on a cumpunenl basis at the Tier 1 and Tier
2 level are those that are manufactured centrally, such as Electronic Control Units (ECUs),
transmission-related gears, and Antilock Brake System (ABS).

The localization of materials such as steel and plastics has made little progress.

I L e S A

v |

e ‘;l*:.:: \ﬁ____;g.:;l s |
(== | EESes] =
g @MI%?—TJM&: [ - |

[ -

A g

st

Hat ket stk
() st

Source: Data Gollecti o i Gompaditive Indurstry
Figure 18 Current Status of Supply Chiain in Indonesia

Reference: Front-loaded New Normals

Honda launched the new "Legend", the world's first car equipped with Level 3
automated driving functions on March 5, 2021.

Legend Hybrid EX+Honda
SENSING Elite

No one but Toyota can easily
follow suit

Car Price in Japan : ¥11,000,000 (Rp.1470million)
Limited production of 100 units for lease

12 13
Global Trends in the Autemotive Industry Global Trends in the Automotive Industry
The COVID-19 turmoil has led to a global decline in demand, production and sales of Stimulating Consumer Confidence as a Response to Covid-19 Infections:
automotive due to restrictions on travel and the expansion of teleworking. Stimulating consumer demand is being used aiming for a recovery from economic crisis.
Global trends after Corona pandemic Table 4.2 Res 1o the Covir SEAN Countries (bosed on press releases)
There will be a growing trend toward and diversification of the supply chain.
Digitization will be developed not only within bases, but within whole supply chain.
Falling demand and
uncertainty of market
recovery will lead to labor
by savings through
automation of T Malaytan [ryepr—— 0 404 i ot 000
production lines. e Tl e vy
Stronger IT personnel will Defesand 3 oy vsre eyregiister I+ b
be required to slnengthen Production Lﬂngun'w NN on year 1024 022 e,
Respunse ta| areas such as sales dala — - e - -
o e+ oo analytics. i [ e ity | i o o | i by | e m i pemnd
B eporeseatoon e e o et T
COVIDAD | PomAon s ecnd | Aon 10,4050 Gonctons Movinirs | Teem o 115 ——
quaranting W'vum - Sl ’I;Sf‘i Cwum--l: n Selase nwl-umm 1% P quarantng ersl
8 O B i ey e )
oo fo gial amstonmation trougihout e sugply chin s o esporse 10 upply chain B St ki et | oo vtk 0. st et R i o,
PRGN, eSO, W R0 1 SOt oIV | A ek
Source: JICA Study Toamm Based on IAtondew SUNVeYS and Vanous Malorials T
Figure 4 2.1 Impact of the Covid-19 Pandemic to the Supply Chain and Actions Taken o Sourcs: Propared by NRI based on Various Pross-Releasos s
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Global Trends in the Automotive Industry
Global Trends vs. Indonesia "s Automotive Industry (Summary, Table 4.1.3, Main

Report)
; Glabal Trends Indonesi Automotive Industry
(neighbo
= Progress of CASE(faster than = “C"and "A" are undeveloped, "S" is rapidly ]
mainly for ridesharing (e.g. GOJEK, Grab), and *E* has
+  Shift from “movement of humans™ great potential for assembly and export.
o "movement of goods™
= Acceleration of EV production = A bil p for 2035" d a policy to
+  Production of EVs will increase by encourage the production of EVs and other low-carbon

23% in 2020, while the overall TR
production of automobiles will . " R

decline by about 20% y
Europe and China will Jaad the s way.

No. 55/2019" clarified to develop
domestic production of BEVs and established a
Coordination Team for the promotion.

In 2020, Hyundai started selling two types of EVs, and
announced to produce EVs in Indonesia and export them.

+ Green-oriented buyers

+ Increasing environmental « The regulations other than those d above for the
awareness
ol e e Industry p and Making 40
vehiclas due fo non-contact are being prepared
orientation
Tatie 4.1.3 Ovenviaw of ndonesia's Automotive Poicy afer 2018 1

Indonesian Direction on Automotive Industry

Direction of automotive industry development

MOI Regulation No. 27/2020 (issued in September 2020) released the renewal
of "Automotive Roadmap”

o i A 2 WY
vt o LCEY P2 e LS

Prantct

i il Cod W Dt

it H
e by

Figure 4.1.8 Technology Roadmap in Indones

Direction of automotive indusiry development

Without manufacturing EV battery locally, it is difficult to fulfill the condition of
"Luxury Tax=0%", - the minimum condition to expand local EV market.

rage the adoption of LCEVE, the has enacted the "Ravision of Dacres
201973 lu revise the nsw automobile luxury tax system, which will take effect in October 2021,

Directian of aulomalive industry development

Prioritization towards creation of demand and supply side should be accelerated to
satisfy targets of local EV production

Indonesia will prioritize the formation of local demand market

The short-medium term measures include pilot projects, government procurement, BEV special zones, and
BEV education. Another sirateqy is to apply (non) fiscal incentive and accelerate charging station

Until 2025, the focus would be formation of local BEV market and BEV industry
Continue short-medium measures are to widen BEV special zones and prepare FTA strategy to export BEV
The medium-long measures are to develop BEV raw materials and component industries as well as start
production of 2w (CKD, part-by-part), 4w (CKD, IKD, part-by-part), and charging station

Until 2030, the focus would be to develop BEV core technology (battery)

The battery technology aims to develop (non) Li-B battery and 2 improve Battery
System sfficiency, Battery and of Ifa, to increase localization of battery raw materials, and develop

(r 1-based E Investment provisions for battery is undar discussion.
20202021 < 2022-2025 A _2026-2030

Develop BEV industry |
{Creata initiativas lo

Develop local BEV market 1
(Creats initiatives to induce
demand side in short and induce supply side
medium terms) | in medium-lang terms) |
Source: IMATAR, Ministry of Industry (11 March 2021) "Strategy and Rosgmap for BEV Industry”
Figure 4.1.10 BEV Roadmap Formulaled by the Ministry of Industry

Develop local BEV market
(Create initiatives to induce
demand side in long terms)

Direction of automolive indusiry development

Indonesia ‘s Gross Domestic Expenditure on R&D (GERD) is still low at 0.24%. Developing
VA/VE engineers in the R&D field will be necessary with the advancement of CASE.
As CASE thara will ba. neads for design that takes a total view of products,

the environment, and urban infrastructure, as well as needs for human resources who can make product
o and Kaizen (VA/VE engineering personnel).

The luxury tax rale on PHEVS, BEVs, and FCEVs will be reduced (o 0% if they meet the nationali ileria.
However, there is  high hurdie of "domestic production of batteries” to obtain this benefit, and it is thought to
ba almost impossible to realize.

Table 4.1.6 Domestic Production Target of BEVs (Presidential
Requlation No. 55 /2018) Table 4.1.7 Calcutation Method for the BEV Domestic Production Rate
{Ministenial Regulation No. 27/2020, Ministry of Industry)

£ -
0 N :
o o "
et - b
— o p NS o ey
e i
“n
) 5
. o ® i 45 stam
X0, & Hamsover
£ - o -
== 100
s = o BCA Sty Toam based o Massiisl Rogudaion No. 2772020, Wiy o

Soarca Jusu.arr based an the Presidental
Reguation No. 557018

Fil

Indonesia’s GERD is lower than thal of
Malaysia‘s 1.44% (2016), India's 0.62%
(2015}, and Thailand's 0.78% (2017}, all
of which are potential competitors of
Indonesia. The reasons for this are
pointed out below.
There Is a strong preference for
RA&D to be conducted by private
sector but not by public.
High level human resources from
higher education institutions are
not emplayed in the automotive
industry but in cther industries
such as finance and IT.
Private companies with global
operations have already
astablished R&D canters in
Thailand.

Source: JICA Sty Team Based on the Indicators of Scienca and Technalogy, Ministry of
Education, Culiure, §9°ns Science and Technalogy (MEXT). 2018
Figure 4.1,18 Researeh Funds and GERD in Asian countrios

Direction of autemolive industry development

Indonesia will start aiming a full-scale linkage between low material processing and
manufacturing for EV battery, a Key EV Technology

Battery Col and EV C . which were (the previous) MORTHE and part of national
research flagship programs (PRN), consisted of government research institutes and six universities to conduct
research on EV.

The Coordinating Ministry for Maritime and Investments Affairs (CMMIA) orchestrate a general plan to produce
local LiB using domestic natural resources by 2024. CMMIA also promoting and harmanizing EV related policies
across the administration

The Ministry of SOE is focusing on
business side and currently forming
Indonesia Battery Corporation (IBC)
1o The “Battery Consortium® to
i produced batteries while

sharing the responsibility for cathoda
malerials, battery cells, and BMS.
Investment agreements for
battery p are currently
underway with two entities:

| Korea LG Energy Solutions:

UsS$9.88

2. Contemporary Amperex

wnhl "'-'-"“"'—’5 Technology Co. Lid (CATL):
Source: JIGA Study Team bused on BKPM materials, elc. US$6.28
Figure 4.1.13 SOE Battery Consortium 23

Directian of aulomalive industry development

The "Automotive Roadmap” aims o increase automobile exports to 900,000 units (a
threefold increase) by 2030 and 1.5 million units (a fivefold increase) by 2035.

Indonesia's exports have been on the rise in recent years, partly due to the partial transfer of
production from Thailand,

According to GAIKINDO statistics, exports reached 330,000 units in 2019, up from 210,000
units in 2015. However, the gap with the policy target is slill large.

In terms of EV batteries, the SOE consortium has only a few participating companies, and the
supply chain is not yet complete domestically, so it is far from being ready for export.

Table 4.1.4 Indonesian Production / Export / LCEV Ratio Targets
2000 015 200 208

In order to promote exports, the
government is implementing

150000 | 20mE0 | 300000 | AWR0K wo policies.
- X = = 5 LCEV policy and new luxury
VEHICLE 15 » 0 n tax (PPn) system
1350000 | 4mamo | 210000 | oo Expanding export
roow | wooe | wamn | 1soond destinations through FTAs
7sm000 | Km0I0 | Ss000 | 16750000 Indonesia's auto industry is
R % = = = moving into the black, and
omr f the strategy for the next 4-5
S | Wl | A7 | w0 | Akean | Am00m

years is particularly important if
the country want to be a
LeapFrog (next slide).

o | ety | 7mams | amamo | 1soso | imecs

Bt LBV LowCuton EmasinVeic  LGGE; LowCaatGrean Car
Sowca: MOI Regulaton No. 27/2020
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Reference: Indonesia needs more Expert Promation Reference: Indonesia needs lo reduce parts import and increase car exports for bettering of trade balance.
CBU export is directly linked to the trade balance, although the development of the
automotive industry differs from country to country, About 50% of imported parts are material-type parts.
*In 2017, the scale of Indonesia’s auto paris exports was US$ 6.5 billion, which is much smaller than
(UssMion) Traide balance of the automalive industry in four counirias that of Thailand (USS 21.0 billion) but slightly bigger than that of Viet Nam (USS 6.1 billion) and the
750000 Philippines (US$ 4.2 billion).
Voar duit LTI P

00 ~— Indonesia
50000
Malaysia
wowe o P gl i R
o apondix: Figwa 5.1,1 Automative ndusiry io Fout Fig. Structural Ghange in mm‘sm Parts Trade (2001, 2017)
26 a7

(Reference) MPV export potential of Indonesia (Reference) MPV excort olential of Indonesia
Currently MPV are sold in limited countries, thus prospective markets for export are few. SUV segment is the highest growing segment in the global automotive market at CAGR 15%,

Philippines and Vietnam have high demand of MPV, Indonesia already export to those countries.  Indonesia is 16" largest market and Auslralia and Saudi Arabia can be potential export market.

Global MPV Market (2010-2019): Countries with Annual Sales of 10,000 above units Global SUV Market (2010-2018): Countries with Annual Sales of 100,000 above wnits

Seamcn WS 28 == 201 Sowon B8 29

Preliminary analysis on Auto Export from Indonesia {Appendix 5)

Mamvarot | Percapis

CoPLUSS) i .
Mo particutar davalopmant concerms

Aumssba
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plan

Reference: Automative Export Strategy of Indonesia

|

{2) Current Situation and Needs of Indanesia

The value of CBU exporls and parts exports of Indonesia are both significantly lower than
those of Thailand and Turkey.

Runrmutes sy Bmbs
5 g e B et CONES
Soperny e . ar e e

Indo Thailand M, a Turk
(2019) (2019) (2018) (2018) T )
1 ExportStrategqy |
Production (1,000 unts) 1,286,848 2013710 664,071 1,660,160 1 !
1 R&D&D Incentive 1/
Domestic Sales (1,000 units) 1,030,126 1,007,552 508,714 641,541 : Urilization Protocol |
: 1
Export (1,000 units) 332,023 1,084,103 40144 1,318,869 | MatchingHub
‘- ——— - 4‘
CBU Export Ralio(%) 25.8% 52.3% T% B85% Pilot Activity
Thaoretical number of imports
et 78876 - - 410280 —ir—
CBU Export Amount
o 6.066 386435 520 21350
Auto Parts Export Amount o
Nlon 80 2,050 21,908 3,025 10881
Auto Parts Export Ratio (%) 253% 36% 85% 34%
“compied from Comirade dala (HSB708, HSBI0734, HSEA0820, HEE51140, HS851200) Indonesia AL" hiough s SME government 1 gel Them ivolwed, il dovoloping Counties uch A& ASEAN  intarests of bolh sides are imparant.
Sourca - UN Comirade, Markines ) o
32 Figure 6.1.1 Framework Formulation Process for the Developmant Pan and Pilot Projects in tha Next Phase 34
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Action Plan and Pilot Activity

Recommendation on Pilot Activilies

3 Pilot Activities are derived based on the action plans to implement corresponding
policy measures.
[ robevprogam | [ emiwyans) | [ ] Aty 11 ctity |
Policy [ and
nementnn e sove it~ "] Rrngnen mometarosony [~ Db erion (| g0 sty
[F T —— _.{c.:‘e: s
supporting 121 hsew anginewing. aualny, amd LT s atssmas s
pomees | [ [rirmrbiutonn 2 :
segomenssonet| OO0 rp—
wiopats | | LY innemuincunetor witsmmtment ol " Mangrnator o Fapr
industry and mponticense, $60 Wbe) oo of wase bariers
[ SiereRy | |
amenamencu | (0 e
1,500-+1,000 |
134 Factory management and prodvcton s wmmmn- ‘
enghcenng kil dcvelopment{ bty 1o Fanm Mazching b
il araspassgie ) ’I i et .
17 Promatona RRDR O nesdmact and J
lrabots
e I =
4 et whaints
engineering e Beesto ragquue kit
Capabil ty biadn i L
I

1. Export Strategy

The Pilot Activity 1.: ;auzm_zmmﬂmgm_.um BhDuId work with local companies on survey,

workshop, seminar. study tour to the 3rd tries. or business matching website.

Table 5.4.1 implementation Schedule of ActionPlan

Action Plan & Acthity Detail s|m]L
Resean:h and Framework Development and Policy Formulation

(0) Make .H.2

action plan

for axpont 1)

Policy andxEV |04
Implemen and | 0-5 | Measures to increase domestic sales

tation | strengthen | . | Technology sophistication thiough establishing R&D

implement Center

ation |07 | Sirategy 1o attract investment arlses by US China Friction
capability | Quick Policy Implementation
0-8 | Quick Policy Implementation
The Pilomcﬂvity should sludy the Iol\awlng items for i} Cars and ii) Motorcycles to be exported
from Ir @c ! St targel dasnna\vons(Enwrmmenta\
Vehicle safety, Manufa[:lurer ibilities), @E: @Sales/Retail
Regulations, ®Business Practices, ®Trade Insurance @Gavemmmt Supports for oversea
investments, @Preferenceiseieclion of export products.
37
2. Malching Hub
The Pilot Activity 2 Hmmculllvallnw Incﬂ Slers and of

Tier 2-3 ar export competitiveness.
Tabie 5.4.1 Implementation Schedule of ActonPlan
Expand Automotive Industry Course run by Polylechnical College

51 D4 and Recurrent Education (Utdize and strengthen
(6) Factory | | SMK/Polytechnic ram)

managem | 5 | Develon an OJT training plan on processing technologies
ent and at Polytechnical Col

production | Qu. Upgradir

enginearin | ., | Choosa necassary technology and implsment education
g skills both at academe and at businesses

FMS basad Human Resource

il (ability

1. Pilot Activity (Expert Strategy)

From a Workshop regularly conducted among MOI. JICA Expert and SME suppliers. the framework of Pilot
Activity will be gradually formed and implemented around 2022 afterwards.

2021 ! 2022 i 2023
e — — — — —— — —
Basic Research
+ Select about 10 target countries in the world for automobile export.
* Conduct local conformity surveys in the targel countries
- al enviranment of the foren countries
Status of appiication of intermational laws and regulations
Status of compliance with interational amvironmental regulations
in Indanes

_L
A

JEH

Y.

2. Pilot Activity (Malching Hub)

Thi

e Pilot Activity will promote matching between robotic makers, major Slers, local Slers, and

Tier 2-3 through collaboration with STMI as main CP and BSPDMI, ILMATE as ceordinator

£.4 | Develop a training plan based on the nesds on mocls:ng
1o improve/ technologies W Tlexible manulaciunng syst 5]
design rod Rrougr
process. et ul
€}

Imy emenunun D( an Plan " -
58 e 1 and seminars. < nd
illlla wentihed

Through matching hub activity, support local companies to realize PIDI4.0 or level up INDI4.0
score. The Pilot Avtivity will collaborate with other human resource development program such as
Lexer's project. (This activity is different project from Lexer Project.)

Phasat: Aps 2021 - DKM! alf yara)
Seminar for
staffs and
students

Phasa Jan 2022~ 2023 Mar (imes! year)

m
local Slers!

HCA Team (+Atomation experts - staffe. from other intitute)

of the pilot activity

3. R&DA&D Incentive Utilization Protocel

The Pilot Activily 3. : R&D&D Protocol, Developing protocol for Tier2-3 companies and
breaking into ASEAN' 3 R&D&D hub lally on D&D (D & Design)

3. Pilot Activity (R&D&D Incentive Utilization Protocall

The results of Pilot Activities are expected i) To promote utilization of R&D
incentives, ii) To build public services for implementation of R&D outcomes

Tabie 5.4.1 Implementation Schedule of ActonPlan 1 [fistvoor
E structure,
ing
for AT ncentive
Teohnical iwsistance to be: Technical
investment ‘Eush BB D60 molementaon Fatey o ES Foer Lo Boney é e s R \:I
and and others
transfer of Strengthen institutional ie-up with advanced OEMS, el
Ennance | “ganan | &2 | esearch insttute, and academe E st hist e
product | capaniny [ i¥ezod much = )
devetopm |~ S ; =
ent and =
through | 8-3 | Establish the Sistem Inovasi Nasional . SINAS 5
E"“n';““" incentives gﬁ I:I
capapnyy FRESRAOL 2
" . o Eligible for RAD
Survey the challenges/issues on the R&D&D incentives lo identify the reasons why it is not wall Di Tralth £ MO MR oat Tooh: arovision
utilized through collecting actual practices. iized much! ;:f Sainling i
The Pilot Activity demonstrates the process of obtaining tax incentives on R&D&D and 5
summarizes as a protocol (shown as "Casebook” in the nmﬂ allde) Make entrench the RED&D Tachrical
activities among Tier 2-3 ies and create ir P
JICAwill provide the technical assistance for the recipient companies during the R&D&D activity. Debriaf maating by targated companies
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Tentalive CPs for the next phase implementation

Next project will focus to implement 3 themes/pilot activities with ILMATE-MOI and

JICA will collaborate to supervise the entire project
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Figure 6.1, Image of Ripple Eflects in the Next Phase
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Pilot activities will support formulating export strategy and building capacity of local
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