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Outline

ANavigating Indonesian Economic Development in the new
normal

AThe potential for the New Economy/Creative Economy for
Indonesian Economic Development

ARealizing economic development means structural
reforms and change in strategy/approach: how to make
that happen i 6 lessons in policy reform



New Normal for Indonesian Development

ANo easy money or fiscal stimulus, productivity driven growth

ALow commodity prices to stay, diversification of commodity
based exporters urgent T productivity based growth

AChina slowing down and structural reforms: opportunity for
labor intensive exports, and beware services and innovation

AChanging ways of doing trade, production networks to GVC
and as cross border barriers come down, NTBs and especially
standards will become a big issue

ATypes of goods and services demanded and supplied affected
by (lifestyle, environment, health): demographics (aging
northeast Asia and bonus in SEA and India) + middle class i
growth pole (40% now coming from emerging economies)

AUrbanization: smart, creative and livable cities



Diversification and structural
transformation

The more capabilities a country has, the
more diversified the country is

Products that need more capabilities will
be made by fewer countries, and products
will be more ubiquitous

Countries with richer set of capabilities will
be more diversified, and able to produce
more ubiquitous products.

Hence, the diversification that matters is at
the level of capabilities
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Example of Global Value Chains

AThe case of iPod (Linden et al, 2009), iPhone (Xing and
Detert, 2010), iPad (Linden et al, 2011) show that most
components are imported from outside China. The value
added made in China through the assembly process only
contribute small part of the final value of the products.
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e
Trade In Value-Added Data and Global

Value Chains

AUsing the conventional measurement of trade in goods,
the value of exports from China to US for 1 ipods is 187.5
USD, but with the concept of trade in value added, the
val ue of Chinados exports to

AScrutinizing the retail price of ipod, we can see that the
biggest value added is made by the US for branding and
IPR value of the product.

AGlobal value chain vs Flying Geese Pattern of Production
Network:

production fragmentation is more complex due to advancement in
technology (IT, Transportation, etc), cost, access to resources and
market, as well as reform of trade policy.



Case Indonesia: Animation
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A The chart shows the production
chain of Hollywood movie. The
boxes with blue color show where
Indonesian animation and visual
effects houses take part.

A Some examples of movies in which
Indonesian animation houses join
the production chains:




In the context of the Global Value chains (GVCO):

N\

Countries should no longer specialize in specific goods, rather
should specialize in task in which they have comparative advantage

Parts of our exports are our imports

What matters in a countryos <co
services sector.



Another revolution: offshoring

€ through the digital

The emergence of a
new global market
whose effect is to
slice production
process into _ _
The development of individual tasks that jll Offshoring might be
ICT allows production il may be performed at the next industrial
to be splintered locations around the revolution
- Bhagwati world) gives space - Blinder
for firms to promote
efficiency through
outsourcing.

- Grossman and
Rossi-Hansberg




Exports of computer services in selected

_ ) Developing countries have
developing economies, 2005-11

started to be source of
offshore services producers,
given their price
competitiveness.
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Services has become engine
of job creation. More than
that, it creates decent job with
the need of some level of
skills, not merely low-skilled
low-wage labors.
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The opportunity not only arise
from developing countries
with big population but also
relatively small countries,
even landlocked countries.
2005 2006 2007 2008 2009 2010 2011 The key IS to have access to
PERORe = the digital world.
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-
Digital age

Every technology disruption brings
changes In all aspects of life:

ANew business models

ANew approach of political campaigns

ANew methods of social support targeting
AEtC.



NEW ECONOMY: DestructiMechnology:

source of growth

ADestructive technologiesz the application of mobile
Internet, big data, internet of things, automationg¢loud, etc.
Z could modernize sectors across the economy and drive
major productivity improvements

AThis destructive technologies could produce up to U625
billion in annual economicvalue for Southeast Asia by 2030
(but the region need to prioritize building out backbone
Infrastructure to capture this opportunity)
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Destructive Technology: source ofrowth
(example)

AThe mobile Internet : It can pavethe way for productivity
gains and more efficient delivery of vital services. It is a
PAOOEAOI AOIl U OOAAEOI OAEEAI A
geographical barriers and widening access to information,
products, and services for ruralpopulations.

A Mobile banking and mobile payments, for example, are expanding
financial inclusion.

A Telemedicinecan deliver health care to remote areas, and digital

learning tools can improve the quality of education and teacher
training across the region.
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nNGrowth I n developing country expor
per cent annually for the period. Such exports of creative goods and
services reached USS$ 227 billion in

Creative Economy Report 2013, UNESCO and UNDP (Nov, 2013)

Creative goods: Exports, by economic group, 2002 and 2011 (in millions of USS)

All Creative

Goods 198'240 454'019 73'890 227'867  123'169 222'597 1'181 3'555
Art Crafts 17'503 34'209 9'201 23'383 8'256 10'653 45 172
Audio Visuals 455 492 35 90 417 400 3 2
Design 114'694 301'262 53'362 172'223 60'970 127'239 362 1'800
New Media 17'506 43'744 4'412 14'607 13'071 28'918 23 219
Performing Arts 2'754 - 250 - 2'478 - 26

Publishing 29'908 43'077 3'157 8'106 26'061 33'650 690 1'321

Visual Arts 15'421 31'127 3'474 9'456 11'916 21'631 31 40




NNeB® onomyo

The traditional view of structural transformation:

Agricultural Industrial Information Creative

economy economy economy economy




Indonesia new normal and new economy

AValue added in new economy and GVC world is about
competitiveness and where one is in the value chain or being
hub of the value chain, depends on
A openness in trade and investment for goods, services and people

movement.

A Competitiveness: infrastructure, access to internationally competitive
inputs and technology, and a conducive ecosystem.

A Its not about import substitution vs export orientation, or down stream
value adding, domestic content or self sufficiency.

A STRUCTURAL REFORMS and INFRATRUCTURE BUILDING NEED
TO CONTINUE.
Alts also about responding to the new economy challenges and
creative economy as a new source of growth and
competitiveness. CONDUCIVE ECOSYSTEM NEEDED

APolicies for empowerment and inclusiveness can be achieved
with other policies and built in or main streamed in the policy
taken.



Cognizant of the Nationalistic Tendencies:

Possible Packaging

AFOCUS on Human Capital this should be the new
NATIONAL INTEREST (government are bad at picking
winners and losers are certainly good at picking
government). Different type of industrial policy focusing
not on the sector/or outcome, but on the input side
(facilitation and incentives for R&D, training etc).

AfGenerally speaking however there seems to be an
acceptance in most countries that international trade is
better free than unfree (Fair not free), even if is often
politically- problematic for leaders and government
mi ni ster s t-dlews.comn Editarial, AgrilT8a x
2014)



6 lessons In policy reform and change

1. Political Commitment at the top: low politics and top
down in pre democratic period, much harder to
Implement and make reforms stick after democratic
period

2. Bad times lead to good policies: never waste a good
crisis (Winston Churchill). Boom and bust (1986),
financial crisis (1998, 2009), fragile five (2013)

3. Role of International Commitments and benchmarks:
WTO, APEC, ASEAN, UNESCO Creative City Network,
International experience, but need to be balanced



6 lessons In policy reform and change

4. Evidence Based Policy Making:
Changing laws and regulations (RIA)

Framing the issue, justification for change/reform and
benefits, packaging and making it resonate, role of media
and other stakeholders

Targeting and design of policy based on targeting
(industrial policy failures and lessons T criteria, SSN,
gender eq.)



6 lessons In policy reform and change

5. Implementing Reforms and making them stick
ASequencing, quick wins and islands of best practice

AChampions in govt, local govt and stakeholders

AOwnership of process: bureaucrats, stakeholders

APeer Pressure: with monitoring and targets (IFC Cost of
doing business), UNESCO

ATransparency and service level satisfaction

Alnstitutionalizing processes



What is Creative Economy?

“AFourth wave i after a(rzllfarian based economy,
iIndustrialization and IT based economy

Ekonomi Ekonomi Ekonomi Ekonomi
Pertanian Industri Informasi Kreatif

R

1 2

Creative Economy is the new economy based on
iIdeas and creativity which is based on creative
human resources and stock of knowledge
(including cultural heritage) as the main input

Creative industries is defined as industries which
result from the utilization of creativity, skill and , Bl
talent of individuals to create high economic value S SEEaE i =
added and employment A

Creativity is not just artistic based but also
based on science, engineering, innovation {4
and IT base i,



RN
\ \\\

Main input

Intangible

Tangible

Classification of Creative Industries

Film, Video,
Photography

Information
Technology and

Software

. Architecture

Performing Arts

Research and
Art and _ Development

Antiques Market
Cullinary

Handicrafts

Media Arts & Culture Design Science & Technology
Dominant Substance



ECONOMIC CONTRIBUTION

GDP/ JOB CREATION/
EXPORTS/ENTREPRENEURSHIP/EFFECT
ON OTHER SECTORS

CREATION OF VALUE ADDED

WHY CREATIVITY/INNOVATION/COLLABORATION

CREATIVE

- PROMOTING & DEVELOPMENT OF CULTURAL
ECONOMY HERITAGE AND LOCAL WISDOM, NATIONAL
IDENTIY

PRESERVING NATURAL RESOURCES AND CULTURAL

RENEWABLE RESOURCES/ GREEN
COMMUNITY/PRESERVATION, PROTECTION,

O P NMEDN AN AlINAR

SOCIAL IMPACT

INCREASING SOCIAL
TOLERANCE/PRIDE AND LOVE OF THE
NATION



EQ
Economic

Contribution
In Indonesia
2013

7%

National
Economy
(Rp. 641.8

10.7%

Labor Absorption
(11.9 m people)

9.68%

No Companies
(5.4 m co, alot of

Trillion i.e USD

58 billion)




nNGrowth I n developing country expor
per cent annually for the period. Such exports of creative goods and
services reached USS$ 227 billion in

Creative Economy Report 2013, UNESCO and UNDP (Nov, 2013)

Creative goods: Exports, by economic group, 2002 and 2011 (in millions of USS)

All Creative

Goods 198'240 454'019 73'890 227'867  123'169 222'597 1'181 3'555
Art Crafts 17'503 34'209 9'201 23'383 8'256 10'653 45 172
Audio Visuals 455 492 35 90 417 400 3 2
Design 114'694 301'262 53'362 172'223 60'970 127'239 362 1'800
New Media 17'506 43'744 4'412 14'607 13'071 28'918 23 219
Performing Arts 2'754 - 250 - 2'478 - 26

Publishing 29'908 43'077 3'157 8'106 26'061 33'650 690 1'321

Visual Arts 15'421 31'127 3'474 9'456 11'916 21'631 31 40
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nation branding which increases the economic value of the cultural heritage of the countn
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ltalia: italian cuisine,

: Thailand:thal cuisine
fashion

Japan: manga, Jbop, USA: Hollywood, China:chineserestaurant,
culinary musik museums & exhibitions




