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I. EXECUTIVE SUMMARY

The Indonesian poultry industry is a key sectotliernationakconony, supplying 65% oéll
animal protein and employing 10% of the natidahlour face. All over the countrythough
local productionsuccessfullycopes with domestic demandhe potential for growth is high,
consistent with expectatios rising GDP per caita. The market looks healthy and attractive,
which has resulted in this gradual entry of new foreign grdagsast decadeghe production
process has evolveahd modernizedThe market is dominated by five main playettree
foreigncompanie operatig in feed productiomndtwo in day-old chickproduction.

Eventhoughexpectations for the industry are strongly positpreges forbothbroiler chicken
and eggs are consistently higherindonesiathanin Europeand America From March-
October 2018Indonesian broilechickenmeatcost an average of abd@R 40,500/kg, while

in the EU thegorice wasaroundIDR 32,600/kg (+24%).Overthe same period, the average egg
price in IndonesiavasaroundIDR 28,000/kg compared tgust abovelDR 21,000/kg (+33%)

in the EU. The differences in price angartially due todifferences indemandand supply—
Indonesiais a Muslim country,so the demand for chicken meatay be stronger than in
countries \vith higher pork consumption. Howevel, n d o n bighér @rices aresurprising
given lowermproductioncosts In Indonesiafarm salaries are lower than in Europeaddition,
the EU banned egtnyer battery cages 2012, forcing layer farmers to decrease bird density
and therefore to implement magpensive methods of productippushing up egg production
costs So production costs are higher in the EU, but consumer prices are lower.

Price differences caalsobe explainedn partby general market conditionia the EU and
Indonesia. Whilethe European market is a mature one, the constant growthdonesia
supported by growing demand, is an important element keeping prices high.

While manyeconomicf act or s ar e out , prites draaldooaffeetedibyg * s c o
Indonesian publipolicy. Thereforewe propose policy modificatiortbat aimto support sound

growth of the industrywhich might be accompanied by lower prices. The first important act

would be taresolve conflictdbetweerexisting regulations, in particular betweragulation

the Minister of Trade (MOT)21/2018andRegulation of the Minigr of Agriculture (MOA)

57/20150n the ministerial recommendation letter for maize import and maize import rights.

Our second suggestion, relatedMOA 26/2016 is to liberalize parerstock imports, enabling
poultry producers tmore freelyimplement sound entrepreneurial strategies rather thangely
onincorrectgovernmengestimatiors. At the same timewe believe that it is necessary to open
Indonesia to the international market for maize, rather tisamg trade protections force
local production Current regulations haveriven domesticmaize prices incredibly high
comparedo the international pce. Since maize is the main component of poultry feed, and
feed is in turn the major cost indonesianpoultry production free accesto international
marketswould heavily and positively affect production costghe poultry industryhelping
prices tocool down.

Finally, the government could play an important roleriprovinginfrastructure, which, at the
moment, burdesithe industry—particularlyin the case of transportingw materials fofeed
from the ports to the mills. An improvement iioad irfrastructurewould also allow the
transport of heavy machingifurther booshg modernizatiorof the poultry industry

I'n the poultry industry, “parent stock” refers to ch
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I1. CURRENT SITUATION

The poultry industry playsnaimportant role in the Indonesian economy. According to the
Indonesian Feed Producers AssociatidPRI/GPMT), the sector is able to supply 65% of
Indonesia animal proteinprovides jobs for 12 million peoplandhas an estimatedhlueof
over 34 billiomn USD (Wright and Darmawan, 2017, p.2Estimatedor the year 2015 reported

a poultry population of 3.5 billion broilef200 million layers* and 24.8 million breeders

The poulty industry is spread throughduidonesigGraphl), with significant egg production
in East Java, due to tlaailability oflocally grown corn and theelative easef transporting
eggs tothe markets in West Java. Broiler productionvidespread all over the countbyt
focused in West Java (Bandung), clesés fresh bird markets whichlack anadequateold
chain(lowa Economic Development Authority, 2017, p..13)

Graph 1: Indonesian poultry production of broiler, egg, and wet corn production by region.
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Source: lowa Economic Development Authority (2017), p. 13

There is a correlation between regional broiler and egg production anpgogthgation
distribution.High temperatures, poor road infrastructure, and the high demand for fresh eggs
make it difficult to transporive birdsmedium distanceso demandnust be met within the
region(lowa Economic Development Authority, 2017, p. 14).

2 Total Indonesian GDP in 2017 was slightly above 1 trillid®D. While agriculture contributed around 14% of

GDP, it employed around 32% of the labour force. Valued at 34 bill&D, the poultry industry represents

around 24% of the agriculture sectoreThpoul t ry i ndustry’s 12 million worKke
Indonesian labour force (estimated, for 2017, in 126.1 million workers).

3 Broilers are chicken raised to become poultry meat. Male and females are usually grown together, as they are
slaughtered before reaching sexual maturity. In Indonesia, broilers are usually slaughtere@ &t.1The

structure of the broiler industry cée seen in the appendix.

4 Layers are chicken hens (females) raised to produce table eggs. The structure of the layer industry can be seen
in the appendix.

5 Breeders are chickens raised to produce fertilized eggs; according to the genetic of the, stesdeggs, once

hatched, can give commercial broilers, layers, or other breeders.
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The poultry industry in Indoneskasexperienced cyclical fluctuations bgriown congstently
over the past three decad€saph 2 shows the positive correlation betweelGIRP per capita
growth and the poultry per capita consumption.

Graph 2: Per capita poultry consumption and per capita GDP growth from 2014 to 2023 (forecast/f) in
Indonesia.
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Source: Mulder, Kumar and van Horne (2015), p. 5.

In order to understanghy per capitgooultry consumption hagrown slower tharper capita
GDP, we have to consider thad someextent, chicken can be considered an inferior good,
meaningts consumptionrmaydecreaseat the marginas consumers become richBeyonda
certain consumption level, consumstsft to more* p r e s t éxgensivel Boteisources
such as beéfRegardlesghe potential for growth ithis industry inlndonesia is high. In fact,

in a country with a similar consumption structuialaysia annual per capitahicken
consumptionhas already reached 4kg. In Indonesia per capita chicken consumption is
expected to reach 12.7 kycarcass weight (CWT}his year, which means amnualincrease

6 As explained in Varian (2010, p. 96), when «an increase of income results in a reduction in the consumption of

one [ good] [ ...] [ sl]uch a hlioxmdmay kel &@ldn carnma In,f”e rhb wtr vyt
inferior goods aren’t all that wunuswual. There are ma
examples might include gruel, bologna, shacks, or nearly any kind efuality good». Chickers the kind of

meat which can become protein (from farm to table) in the fastest period of time; this fact contributes to making
chicken among the cheapest sources of protein. Therefore, it is reasonable to assume that beyond a certain income,
consumers Vil shift toward, for example, beef or pork, rather than increasing their consumption of chicken. The

level at which this occurs depends on consumer preferences and tastes.

The weight of an ani mal’®s car ca sasimalHefore dlaoghterr ast to | i
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of around 5%resulting intotal consumption of 3.million tonne<CWT (3.2 million at the end
of 2017)(Mulder, 201&, p. 1J. Just few years ago, in 2012qnualper capitaconsumption
wasonly 7.5 kg (Wright and Darmawan, 2017, p. Zherefore, Rabobang&stimates robust
industrygrowth, though slowethan inpast decade@-igure 1) Growth in2017 and 2018vas
sostrongthat all the major players are planning further expangidnsnymous 2018, pp. 2
3).

Figure 1: The Indonesian meat market, 1990-2023.
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Indonesia is expected to play a growing role in world poultry production in the next decade,
together with other Asian countries, such as China, India, PalastdivVietnam This is
illustrated inGraph 3

Graph 3: Countries with the greatest share of additional poultry production. Growth from 2014-16 base
period average to 2026 projection.
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This quantitative growth igxpected to baccompanied byreongoingqualitativechange As

the industry has experienced production modernization and concentration, consumer
preferencesave gradually shifted toward broiler meanhd away frormative chicke® as
shown inGraph 4%°

Graph 4: Indonesian consumer preferences, broiler meat vs. native chicken.
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Source: Mulder, Kumar and van Hor(g915), p. 6

The growth proceskas beersupported by gradual modernization and concentratsnof

2017, the number one player in the Indonesian poultry market, PT Charoen Pokphand
Indonesiayetaineda 31% market share in the production of poultry feed and a 41% market
share in the Dapld-Chicks DOCS9 production(Partners, 2014). As of 2015, thdndonesian

poultry and feed markethad beerconsolidated, with 80% and 63% of the market share
captured by the tofive players respectivelfPartners, 2017b)

Figure 2: Feed and DOC production shares in Indonesia (2015).
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8 As explained in USAI2013,pvil) , native chickens, “are breeds speci
eggs. They are much hardier than broiler or layer chickens and suited for scavenging in village environments.

They have less meat than broilers and the meat is much darker due to the exercise that the birds get. This is
preferred by many customers and the price of native
chickens. The breeding of native chickenaugially very informal and takes place at the village level, but
specialized native chicken breeding units are devel op
9 Spent hens are a breeder or commercial type of egg laying hen that no longer performs at a desired production
level.

10 Some initatives are now in place to preserve some varieties of native chicken, such as the production of pelung
chicken operated in West Java by Unggas Lestari Unggul (Fachrudin, 2018).
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Source: seekingalpha.cof@PIN = Charoen Pokphand Indonesia, JPFA = Ja@pfafeed! MAIN = Malindo
Feedmill SIPD = Sierad Produg¢éWJ = Wonokoyalaya Corporinds).

Figure2 alsoshows that the Indonesian market is dominated by foreign plgdlerszo, 2016)
Charoen Pokphand Indone$iaelongs to a Thai grous Malindo'® is the name for the local
operations of the Malaysian based Leong Mugnd C38is a Korean corporation which was
part of Samsung until the 19985The growth potential of the Indonesipaultry market has
recently attracted more foreign investets he most I mportant ‘new
group New Hopg®which started operations in Indonesia in 2006 under the name of New Hope
Indonesia, and more recently, Bounty Fféstom the PHippines.Bounty entered Indonesia

in 2015 thanks to a joint venture wilhiputra Group and Persada Capital Grorgdled Bounty
Segar Indonesidn 2016Japfa, through its subsidiary So Good Food, and tBedwned agH
business firm PT Cargill Food Iestment Indonesjagreed to establish PT Cahaya Gunung
Foods, a 4®0 joint venture to produce fullgooked poultry product&Sulistiyono, 2016)

The presence of big corpdi@shas played an important role in allowing Indonésiachieve

a growing level otechnologicamodernizatiorandsupply independence. It is estimated that
60% of poultry production comes from industrialized farms (closed housing system), while
40% remains in the hands of small and medium players (open housing s{Bteakptter,
2017) Among the small players, the role of independent farmvlis arenot bound to any
bigger poultry company has sharply decreagemtordingto the Indonesian Public Poultry
Association PINSAR Indonesia)the number oindependent farmeisas fallen from 00,000

in 2008 to 6,000 todaycorresponding with a decreasetine market share of independent
farmersfrom 70% in 2008 to 186 in 2016(Wright and Darmawan, 2017, p..2)

Graph 5 shows thadbcal production has beamnsistentlyable to meet domestademand and
that theinternational poultry trade is virtually inexistent in IndoneBigniler meat production
suffered a heavy cut in 1997 and 1998, thig crisis momentanbe attributed to the general
macroeconomic diftulties experienced by several Asian countries in that pé&agtana and
Rusastra, 2001puring recovery from this crisis999 productiongrew rapidly beforslowing
down and themstabilizng after 2012 Graph 5)?2

Graph 5: Indonesia broiler production and consumption (x1000 MT), 1995-2018.

11 https://www.japfacomfeedccid/id.

2 ywww.sieradproduce.com/

3 http://www.wonokoyo.co.id/

14 https://cp.co.id/To the public, CP is mostly known through and for the Fiesta bvanidh appears in super
and minimarkets.

15 http://www.cpgroupglobal.com/

16 http://www.malindofeedmill.com/

17 http://www.leonghupinternational.com/

18 hitp://www.cj.co.kr/cikr/. CJ is very active in business diversification; theligtih Southeast Asia is familiar
with Tous Les Jourghttps://www.tljus.cony, a bakery franchise part of CJ foodville, a business group of CJ
Group.

¥ The separation took place between 1993 and 1997; shgu®p D13

20 http://www.newhopegroup.com/

2L http://www.bountyfreshchicken.com/

22The exceptional drop in 2005 was mainly due to an intense anviluenza outbreak, hich killed 100 million
birds (Collins, 2007, p. 4).
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Indonesia broiler production and consumption (x1000 MT) - 1995-2018
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In the last decade, egg production laso experienced robust growthn 2009 Indonesia
produced slightly more thaone million tons of eggswhile production reached 1.7 million
tonsin 2017(+624%). Egg productioralsoshowedclear signs of modernization; native egg
productiongrew between 2009 and 2017 from 160,920 tons to 210,924 tonsl{#4Bwhile
layer egg production in the same period greamf 909,519 tons to 1.5 million tons (+67.9%).
Between 2009 and 2017, ttegal percentage of native eggs declined from 15% to 12%, while
layer eggs grew from 85% to 88WWhile native chicken eggs are normally produced in small
sized backyard farms, layeggs are the result of intensive caged hen farnfifgattery cage
layer house caaccommodate 50,0860,000 hens, which can produce 200;€0M,000eggs

per week(a farm usually consists of more than one hause)

Graph 6: Indonesian egg production, 1999-2017.



Indonesia Egg Production - 1999-2017
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This scenaricaffectsbroiler meat and egg prices. Ase would expecicommodity prices are
affected by both economic amsbrnreconomicfactors The interaction between supply and
demands importantandin Indonesias quite equilibratd. Per capitaGDPtrends and general
macroeconomic conditions of the courding also important, as evidenced by the effect of the
Asian financial crisis (19971998)on poultry productionThe risk ofavian influenza and the
impact on demand of seasonal festivitege important no®conomic factors affecting the
industry. Finally, an exogenous, yet importagtonomicrole is played by the institutional
framework and specifically by government regulatithe suoject of the nexsectior).

Unfortunately it is not easy to sour@completedataseriesof broiler meat and egg prices for
the Indonesian markebut hanks to thd?IHPSNasionaldatabase, we were able to trace the
weekly price fluctuations of the last two yearkese are illustrated in Graph 7.



Graph 7: Indonesia broiler meat prices, all provinces (IDR/kg), 2016-2018.
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Source: Our elaboration amHPsNasional dataeferring toall provinces
Thebreakin the lines is due to the absence of data for the week of 27/06/2018.

Broiler meat pricedeclined steadiljor the entire second half of 20X6pving from more than
IDR 38,450kg to close tdDR 35,000/kg.After this period, and for a period afoundone and

a half yeas between the beginning of 2017 ahthy 2018, pricesfluctuatedbetweenIlDR
33,000/kg andDR 36,500/kg Prices surgedn June and July 2018, reaching a new peak of
IDR 45,650kg on 8 August(an increaseéhat may be partially attributed to the Hari Raya
festivities thoughanimportant rolewas alslayed by the bullish marKet

Mulder (2018b, p. 11deports “broiler retail prices ranged betweldR 35,500/kgCWT and

IDR 39,500/kgCWT in May 2018—well above the government reference pricelDR
32,000/klCWT. [ ...] We expect prices to moderate by
And indeed pricesbegan coolingdown in August 2018 The last observed pric&om 26
September, wakDR 40,750kg.

The average price over the pericavered by Graph wasIDR 35,873kg, with a standard
deviation ofIDR 2,42390kg, 6.76% of the average valu&or comparison, the broiler price

(CWT) in the European Uniorie(U) betveen August 2017 amsigust 2018luctuated between

€1.83/kg and€1.90/kg (DR 31,707/kg andDR 32,919/kg)(European Commission, 2018a)

In the same period, prices in tbaited StatefluctuatedbetweenJSD 1.9/kg andJSD 2.5/kg

(IDR 27,973/kg andDR 37,587kg) (Ycharts, 2018 This meanghat at the peak of the

festivity season, chicken prices in Indonesire somewhathigher than in Europe and the

United StatesAverage prices Indonesiearemoremo der at el y hi gher than
somewhasurprisingconsidering n d o n leveei ladbouiscos which in Indonesia represents

9% of the production cost in broiler farming and 16% in layer farming.
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We believe thategulations concerning the import of raw matergadd poor infrastructunelay
a role inthesehigh prices.Graph 8shows not only that prices in Indonesia epasistently
higher tharin Europe, but also th#te latter are more stable over time.

Graph 8: Broiler prices in Indonesia and the EU, March-September 2018 (IDR/kg CWT).

Broiler pricesin Indonesia and ru, March-September 2018 (10s/kg cw1)

Source:Our elaboration o IHPSNasional dataeferring to all provinces anBuropean Commission (2018a)
The cut in the blue line is due to the absence of data for the last part of June 2018.

While datafrom Graph 8 refeto March-September 2018, langer historical series is also
available for comparing Indonesian retail prices with world retail pitesween 2010 and
2016 as is illustrated iGsraph 9

23| would like to thank Assyifa Szalmi llman, researchetiat for providing me with those data.
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Graph 9: Retail Price for Chicken (IDR/kg), Indonesia and World prices, 2010-2016.

Retail Price for Chicken

35000

19000

— WS s 2l Price, Chcken (Rp/Kg)

— Dorretic Retad Proe, Oneken (S1g)
Sourcs are collated from Statistics Indonesia (2&4@L6) and the World Bank (2042016)

Data elaboration by Assyifa Szalmi lIman.

Egg pricegGraph D) have shown aimilar dynamido that ofbroiler priceg Graph8).

Graph 10: Indonesia egg prices, all provinces (IDR/kg), 2016-2018.

Indonesia Egg Prices (all provinces) (Rp/Kg) - 2016-2018
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Source: Our elaboration dfIHPSNasional data referring t@ll provinces

Egg pricedeclinedfor most of the second half of 2016 arenainedetweenDR 22,000/kg
andIDR 25,000/kgfor almostall of 2017.1n 2018egg prices have beatable an&bovelDR
25,000kg, peaking aiDR 30,100 on & July 2018. Aswith broiler meat pricesegg prices
have beemleclining since August and the latest observatdénSeptember) showed a price of
IDR 28,200/kg. In general, we can say thfaictuationshave not been particularly violent over
the past two years, with exception in few
average egg priosasIDR 25,220/kg, with a standard deviation ¢DR 1,95030kg, 6.7% of

the average value.

Over the past year, egg prica the European Unioihave fluctuatedbetween a peak of
€1.92/kg (December 2017) and a minimumédf13/kg on August 2018DR 33,270/kg and
IDR 19,580/kg) European Commission, 2018bn contrast tothe broiler market, the egg
market in Europe has been more subject to fluctuatielaive tolndonesiaGraph 11shows
that in the past six months the situation in Europe stabilizéd, prices fluctuating around
IDR 21,019/kg, while in Indonesia the erage pricewas close toIDR 28,000/kg. This
illustrates that eggs imdonesiaendto be more expensive comparedithe European Union,
in spite of cheaper labour in Indonesia and2B&2ban in the EU obatterylayer cagesyhich
forcesEuropean producers tsemorehumanegbut more expensive, mettsaf production?

Graph 11: Egg prices in Indonesia and the European Union, March-September 2018.

he Furopean Unic and in Indonesia (all provinces) - March-September 2018(1DR/ke

24 The 2012 battery cages ban was approved with the Eurdgeiam Council Directive 1999/74/EC. The
directive banned conventional battery cages in the EU from 1 January 2012. Cobgeosystems and furnished

cages are now allowed. Furnished cages must provide at least the following:24&€r ¢r@n, of which 600 ¢m

is 45 cm high, a nest, a litterecka for scratching and pecking, 15 cm of perch and 12 cm of food trough per hen
and a claw shortening device. Such a ban necessitated not only a restructuring of egg production at the farmer
level, but also the introduction equipment producers had beeadfdo implement new systems and, in turn,
reshape their production processes.
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Source: Ouelaboratioron PIHPSNasional dataeferring to all provinces anduropean Commission (2018b)

Following Mulder (2018, p. 11), it is interesting tanalyzethe price of broilers atheir live
weight (LWT)Y? in the West Java region, one of the Kaglonesiarmarkets. In thisegion

broiler prices have been strong sirtbe beginning of 2018 (averadieR 20,000/kgLWT,

+20%YOY?9), butfell beginning inFebruary 2018IDR 18,123/kgLWT) (Graph 12) Day-

old-chick (DOC) priceshave been more stable over the past two ydéartuating between
IDR 4,500 andDR 5,000.In May 2018, broiler prices averagtaR 21,345/kgLWT (+15%
YOY) in key markets of West Java whilEOC prices rose téDR 5,300/chick, with ayearly
increase of 19%.

Graph 12: Indonesia broiler, DOC, and feed-ingredient prices, Q1 2015-Q2 2018.
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Source: Mulder (20118, p. 11.

To closethis section, it is useful to provide a brief comparison of poultry prices in Indonesia
and inneighboimg countries in Southeast Asihese data are presented in Table 1.

Table 1: Price of breast meat, meat, and eggs in Indonesia, Thailand, Malaysia, Vietham, and the
Philippines, 2016.

_Country Price of Breast Meat (Kg) Price of Meat (Kg) Price of Egg (Kg)
In(lomsm 42.024 30.000-60.000 13.200-22.000
Thailand 39.034 30.179-57.598 16.127-25.343
Malaysia 36.379 25.722-48.229 12.861-19.291
Vietnam 52.137 36.917-79.988 14.767-21.535
Philipines 43.983 35.282-52.923 ) 17.641-22.983

Source: Wahyono arldtami (2019, p. 2.

In Thailand and Malaysia, where tpeultry meaindustry ismore highly develope(lhailand

is among the top exporters to the)Eprices are cheaper when compareddonomiesvhere
the sector is still growing ammperates witla lower level of infrastruatre,as inindonesia and
the Philippinesin Vietnam, where the industry is still its infant stage (Vietharoonsumers
prefer pork, ithas the second highest consump#ama, after China), prices are much higher.

% Live weightis the weight of a live animal before it is slaughtered. It generally refers to price quotes (eg ¢/kg
LWT) where the price for the animal is quoted per kilograntlie live animal.
26YQY = year on year.
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1. EXISTING POLICIES

There areseveral policies affecting poultry production in Indonesia, and therefore the prices of
eggs and chicken at the markistost of the relevant policiesere implemented in 2016 and
revised in 2018According to Article 14 of he Regulation othe Minister of Agriculture
(MOA) 57/2015 on the export and import of pkuatsed animal feed, product qualdgnnot

be based omn internationallyapproved standard, but dhe Indonesian National Standard
(SNI). Thismeasure, asne would expe¢cimakes impoihg processes more complicated.

While broiler and layer chickesmare produced in Indonesia, the differéméeders with the
specialgeneticlinesnecessaryor producing hatching eggs are mainly importedfact, 81%

of Indonesian poultry has genetic stock thagioated from the United States (Wright and
Darmawan, 2017, p. 2J.he different stages of the breeding proatsgend orgreat grand
parent stockGPS), graneparent stock (GPSY andparent stock (PS)

In Indonesiathe governments involved inthe procurement d6GPS, GPS, and RBrough
MOA 26/2016 Accordingto Articles9 and 11 of this regulation, poultry producers are not free
to import breeders according to their expected business needs. Insteads argregulated

by supply and demanchliculationsmadeby an analysis team appointed by the government
Theteam consists of government o#frs, academics, experts, poultry breeder operaaacs
chicken farmersThere is no transparent methfmat the selection of theseam membersso

it impossible to know whether there might becanflict of inteest that could lead to
inaccurate calculations

Also important isMOA 34/2016 which regulatethe imporationof carcasses, meat, intestine,

and/or their processed products into Indonésiemake things more complicatediiticle 2 of

this regulatiorestablishes thiealal requirementsis stipulated by the Islamic Supreme Council

of Indonesia Majelis Ulama Indonesia MUI), which officially recognizes 45 Islamic halal

bodies in 26 countriesThe information on halal requiremerissonly available in Bahasa
Indonesiawhichmaymake it difficultfor importers to fully understarttie requirementd his

means tht this regulationcan be used as an excuse to blimegorts ofchicken meatas was

the case wheBrazil complainedtoth&V T O about | ndoim20%6i a’' s pract.

To obtain all required documents stipulatedhe tegulation of the Minister of Trad®1QT)

202018 in Articles 10 and 11importers needupporting documents that takeé leat 20

working days tawomplete This slows down the imporprocess and burdeimporters withthe

extra cost and tim&his extra cosis likely to be passed do consumers, driig prices even
higher.

We strongly believe that the most importaagulatiors affecting the poultry industry in
Indonesiaare thoseegardingthe imporation of maize,which have beedeeplyanalyzel in
Freddy and Kumara Gupta (2018)OT 21/2018 replaced older regulatiopsverningcorn
imports, specifically MOT 20/2016 and MOT 56/2016. The most critical aspeatf this

2’GGPSandGPBel ong to the “primary breeding sector”, whict
(“pure line”). Their e ¢ghmtcheny.dheteadgsthea go to arspecidla®iPery c i a | p €
to produce parent stock, which passes to the production sector. In a nutshelk andilleryes hatch from eggs

coming from secalled commercial hatcheries, which receive eggs from breeder farm, where parent stock breeds.

PS, in turn, hatch ém eggs coming to GPS hatchery from grpadent breeder farms and so on.
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important regulatioiis the powegrantedo BULOG.?8 Article 3(1) ofMOT 21/2018 stipulates
thatBULOG remains the sole importer for maize for animal feed, inclutbngoultry. This
makesBULOG crucial n the development of all farming activity.

According to a StatisticiddonesiaBadan Pusat Statis)ikestimation, poultry fed represents

almost 57% of the production cost for broiler chickens and almost 72% in layer farming, while
wages represent 9% &ri6%, respectively. These figures can helpaisinderstand how
importantMOT 21/2018is to the poultry industry. According to Freddy and Kumara Gupta

(2018, p. 7), it is'estimated that 58% of the national demand for maize is for livestock feed,
while30% i s for human consumption [ ..]. The po
livestock feed supplies

In contrast tothe previousMOA regulation, MOA 21/2018 does not require a letter of
recommendation fronthe ministry to authorize th@nport of maize While this is an
improvement, the regulation also introduces potential problsnause it contradicts other
older regulations. In fact, accordingAdticle 16 ofMOA 57/2015aletter of recommendation
from the MOA is still arequired document to impomaize. Moreover, Article 3(1) dOT
21/2018contradictsArticle 4(1) of MOA 57/2015 which governs thexport and import of
plantbased productsAccording toMOT 21/2018 only BULOG is allowed to import maize,
while MOA 57/2015 which wasnever formdly abolished givesany private sectoor State
Owned Enterprise(SOES) in the area of animal health and husbarttgyright to import and
export These contradictionsreateconfusions in the industgnd give discretionary power to
the officials who authorize importén the worstscenario, the port authority may confiscate
imported maize if the recommendation letemissing.

28 The Indonesia Logistics Bureau (Indonesian: Badan Urusan LoBistiKDG) is a governmerndwned
company in Indonea that deals with food distribution and price control. 8eaekura (2005).
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V. ANALYSIS

Understanding how and why tpeliciesdiscussed aboveavefailed to drive industry growth
and improve prices for chicken and eggs important to understanding the best policy
recommendations

Introduction The Method

This sectionconstituteswo main partsPart 4.1 (parts-4) discusses theoreticabverview
of some crucial aspects the market procesmdpart 4.2(parts £3) featuresamore technical
discussion oaccess to some key raw materials.

4.1.1 Costsand price adjustments

It is important thathe reader not fall into therap of thinkirg that reducinghe coss of
productionis enoughto get cheaper market pricas a directly proportional wayWhile
economists agree that the value of a good is subjectiady believe that the costs are
determined by objective conditionBhis is a misike.

Costs like values, are subjectivditchell and Boettke2017, pp. 3435). The real cost that

matters in economic decisigis the opportunity costthe value that one assigns to the highest

valued alternative that one must forgo in order to thkeactiori. Costs refer to actiorsto
choices—not to thirgs, whicheconomically speakingave nocostTher e are no “ob
costs. All costs are costs to someone who places value on forgone oppofttufhitsse,

Boettke and Prychitkd@2014, pp. 7&/7).

Opportunity costs are, at the same timayginalcosts While opportunity cost is the value of

a foregone opportunity because afi action/choice, marginal costs focus on the change in the
existing situation that the action entaitef/ne, Boettke and Prychitko, 2014, p. ®hat will

matter in the following discussion is that changes in the marginal cost of production will tend
to change the supply curve

In the case of the policy recommendations we make, a fall in the pridacibaof production
will lower marginal cost§meaningalternatives become relatively more expensia)d
therefore lead to a different supply curve, characterized by an increase in overall(aodply
alternative courses of action become more expendites new supply curve corresponds with
farmerswho arewilling andableto deliver their product at a lower price than before. (Heyne,
Boettke and Prychitko, 2014, pp. &86).

It is difficult to predict thequantitativeimpact of policy suggestions. T effect we just
described has to be consideredcateris paribugall other things remaining equal) aad a
resultof theadjustment process taking plandgime Cost of production is not the only element
affecting price movement3 heyare subject to a much wider range of factors; theretbee
guantitative supply change and the consequent price reduetsnlting from the policy
changes wesuggestare impossible to predictThesetheoretical considerations are the
necessarynterpretative keythat makest possible for economisto understand the reality
under observatiarData are not objectivetheyrequire interpretatiofMitchell and Boettke,
2017, p. 12Huerta de Soto, 2000, pp.-73; Mises, 195Y.

4.12 The information andriowledge problem
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A detailed discussionf the critical aspestof existing polciesrequires an understanding of
some general argumeraisout whycentral plannings, in general, a nesolution for economic
development. Even if the attempt to centralfmeimport of parent stoékand feed ingredigs
like maizeis done with the intention afchievingidealized development of the market, such
solutions fail to recognize the difficulties impliedy central planning, which can be
summarizedsthe calculation (Mises1920) and knowledge problartHayek 1937, 1945%.

Individuals, when exercising human action as purposeful behaviouhesegoals based on
their expectations. Having defined ithends, the means for achieving them must be chosen
througha process that unfolds over time. Attaining certain objectivestinvolve costs that
arise from the subjective perceptiontbé foregone opportunities to achievher goalqas
discussed aboveThe expectatiom the case of any action takesthat the subjective benefit

of achieving goalsvill be higher tharthe cost. The concept antrepreneurial profities in

this differencebetween this cost and benefit

Kirzner (1973,p. 14) defines entrepreneurs as thageecial individuals  w hre able to
perceive opportunitieor entrepreneurial profits; that is, they are able to see where a good can
be sold at a price higher than that for which it can be bdu@irice entrepreneurships
alertnesdo profit opportunities deriving from market ignorance, and the market process is the
set of revisions in plans following the modification of knowledge, the two coneept
intrinsically bonded.

In a entrally planned systerthe central authority tries to collect the necessary information
from the minds of individualsclaimingto be able to provide all the information regarding
prices,which goods to produce, how many, and so on. Howevendhge 6 the information
necessary foto make the choices that individuals would esonomic actionmakes it
impossible fora central planneto collect and distributsound informationThe information
neededs, byits nature, tacit and not articulated, disperagtbngindividual minds, an@éver
changing over time

There is, among economists, an attempt to imitate the method of physical sciences, with its
possibility of exact predictions (Hayek, 1974), but this atteaesptimes away the impossibility

of gathering the required informatioMoreover, while it might be possible for a government
body to possess technical/scientific knowledge (how to do thirtgs)impossible for it to
gatherentrepreneurial knowledgeyhich is based on the (uncertain) intuition that to do
something somewhere can generate a pdiis is the essence of the knowledge problem.

4.1.3 The calculation problem and the market

Even if the knowledge problem could be overcome and this information could be gathered, the
calculation problem remains. The calculation problem concerns the intenaciacass of price
formation as the interaction between subjective evaluations over time

Competition is a discovery proceseé Hayek, 1946 antP68) The process of interaction
betweencompetingsupplersas well as competing consumers aciimghe market should be
consideredh restless process in the seav€imot an objectively corregioint, butthe mutual

®From now on we use the synt het ithedéfergntierets sfithe breedingar ent
process as described in the previous section.
30 See also Lavoie (19851985b), Huerta de Soto (1992) and Ferlito (20h8pter 4).
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coordination ofconstantly (and unexpectedly) changiplgns (Shackle, 1972, pp. -78;
Lachmann, 1976, p. 56).

The market is therefor@ot a thing or a pla¢éuta processn whichindividual purposes and
plans matteandtendtoward coordinaton throughanongoing exchange of information made
possible and intelligibléhanks to shared institutiorisconomistgan interpret and understand
this process, buheycannot guide or predict itheoutcaneof the market process orderly,
even though no one is in charge of ordering iis,Itthe result of human action, but not the
execution of dFergusdnunda)n desi gn”

For this reason, only under a free market regime can entrepreneurial action bring about the best
set of entrepreneurial decisions, which are revised in response to competition and changing
conditions in the dynamic discovery process implied in the market prolmepsoving
entrepreneurial decisions fitene the production proces$rofits reward the wiser
entrepreneurs (the ones egechoices better meet consumer neaida lower cogtandlosses
penalize lesdnsightful or inefficient decisions The survival and consolidation of better
entrepreneursand corporations is possible only if entreprenearg able togain from
competitionby offeringbetter products or better prices.

Prices arise fronall of thesenteractiors betweerthe subjective evaluationsf entrepreneurs
and consumeris the market proces8Vithoutthe marketmeaningil prices cannot exisand
soany consideration about success and faidirentrepreneurial venturesimpossible.

4.14 The law of comparative advantage

In order to understand the reason for preferiimigrnational trade specializationne must
undersandthe law of comparative advantagé)ich wasdeveloped two hundred years ago by
David Ricardo (1817, chapter . According tothis law, a country hasa comparative
advantage in pitucing a particular good that good can be producel at a lover relative
opportunity costhan in other marketd-ollowing Rothbard (1995, pp. 99 5 )countrfes

should specialize in what they are best or most efficient at, and then exchange these products,
for in that case the people of both countries will be befter o

Ricardoalso discussetthat protectionis oftendemanded by domestic producersr{as/be the

case for Indonesian producers of maizZdjhough producers and governments may try to
argue thapoor or developing countries may be left oubrder tomaintain trade protections

these protections mean that both consumers and indlstrihe benefits of international trade

and as discussed above, all market decisions are affected by the interfgfEmedaw of
comparative advantageheans that eveii a country is in such poor shape that it has no
absolute advantage in producing anything, it still pays for its trading partners, the people of
other countries, to allow it to produce what it is least wotstal Rot hbar d, 1995,

31 Ricardo developed what was already explained by William Spence in 1807.
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4.21 The import of parent stock

The calculation and knowledge problerhslp illuminate our concerns aboMiOA 26/2016
andMOT 21/2018 and also reveal problems wiMOA 57/2015(regardingthe export and
import of plantbased animal fe¢d? As mentionedibove Articles 9 and 1bf MOA 26/2016

do not leavepoultry producers free to import breeders according to their expected business
needs. Instead, impsrareregulated by supply and demand calculations implementeleby

g 0 V e r nanaysis ttam

The intent of MOA 26/2016 isto determine in advancéhrougha pool of‘experts, the
objectivemarket need for parent stock, or, in other words, to simulate on paper, and in advance,
the supply and demand dynaminsorderto determine thenarketequilibrium point.Even if

we do not take into account the possibility
the knowledge and calculation problems meandRkpertswill fail to predict the outcomes of

the marke(Koppl, 2018).

In a nutshell, thgovernmerit attempt to set a plan contia demand and supply behaviour

is alwaysand everywheredestined to fail because the market process can only be interpreted
and not guidedr predictedfrom the outside Sound plans can be implemented only by
individuals participating in the market process,iethis the only institution thaprovides the

tools to ensure thainformation can be acquired, interpreteahd transmitted among
individuals. This discovery process is never at rest and drives purposeslamgias well as
theirrevision,in orderto increase the degreémutualcompatibilityof plans.

So far the market though not perfecthas proved to be the best systéonenablesuch
consistency to emerge aspontaneous ordefthe result of human action, but not of human
design.

4.2.2The role of maize

The same argument can be used again&theOG monopolyof the import of feed products,
and in particular of maize. Freddy and Kumara Gupta (20483alreadyprovideda brilliant
analysis of the maize market in Indonesgiaalready discusseM|OT 21/2018 does not require
a letter of recommendation froMOA in order to import maizebutaccording toArticles 16
and 22 oMMOA 57/2015 aletter of recommendation froMOA remairs arequired document
to import maize. Moreover, Article 3(1) &1OT 21/2018contradicts Aticle 42) of MOA
57/2015 onwhether only BULOGis allowed to import maize for animal feed. These
contradictions not onlgreat confusions in the industry, but in the wocstsescenariomay
result in confiscation of imported maizéhesecontradictionscreate arbitrarypower in the
hands of port authoritiesyhich is difficult (if not impossible) to predict

The importance ofmaize for the poultry industry cannot be underestimatekcall thatfeed
represents almost 57% of the production cost in broiler farming and almost 72% in layer
farming and thab8% of the national demand for maize is for livestdé&ed, while 30% is

for human consumptioand thepoultry industry consumes about 87% of livestock f@atian

Pusat Statistik and Freddy and Kumara Gupta (2018, p. 7)

32 A reminder that, according to Article 14 of tmEgulation, product quality cannot be based on internationally

approved standards, but must be based on a sgediinesian National Standar8@NI), which makes the import

processes more complicated.

33To avoid confusions, itisapprp r i ate to clarify that here by ‘livestoc

20



Following Dr. Vijaya Kumar we know that50 kg bag of broiler feed contains 7.2 kg of whole
maize and 11.9 kg of maize geland a 50 kg bag diroiler starter feed (4 weeks)ontains
28.6 kg of whole maizéKumar, n.d.) A 70 kg bag of layer mastiof birds older tharl8
weeks) has 24.3 kg of whole maize and 7.1 kg of maize brase claims arsupported by
similar figures produced byJSAID (2013), according to which (p. 16), feexpresent$5.1%

of the total costs of the production ché@raph 13)

Graph 13: Breakdown of costs in broiler production chain to consumer (IDR/kg dressed weight and as a
percent of total costs by subsector in the chain).
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SourceUsAID (2013), p. 16.

Thecrucial role of maize is amplified by the high level of dependence on foreign production
(Table 2)

Table 2: Volume and value of imports for broiler and layer feeds.
Volume of Imports Value of Imports Protein Import Value

Brotler feeds 6% 6Py R5%

Layer feeds 7% 60%%

SourceUsAID (2013), p. 32.

Dependence on foreign productiorakes industry supply vulnerabledorrency fluctuations.
The government is optimistic about domestic production and Andi Amran Suldiin@ster

of Agriculture, declared that Indonesia was -seifficient in 2017 (Anonymous, 2018b, p. 3).
However, according to official data, despite the increaseced production, consumption has
grown faster and Indonesmnot selfsufficiert. Thesedata are illustrated iGraph 14

Graph 14: Indonesia maize production and consumption, 2008-2018.
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Indonesia Maize Production and Consumption - 2008-2018 (000 tons)
14,000

10,000

8,000

4,000

o
S008/300% S008/2080 21072011 ML Mnms 2013/2m34 SOLA7200% 11572018 01672017 20027018

—— CCOVAZN UGN L0800 9,000 .00 10500 1,900 11.%0 12,200 12,100 12,50 12,200
e iy i Frociuctan L7200 A 500 .80 L L) 8100 8000 10,500 10,900 1A%

o COMMPEEN. e Dot Procuction

Source:lUSDA Grain and Feed Annual Report

A half million tons of maizewereimported in 2017 (not enough to cover the domestic
demand)putthe government claigto be ready to expothat amountn 2018(Graph 15)

Graph 15: Indonesia maize imports and domestic production, 2008-2018.
Indonesia maize import and production - 2008-2018 (000tons)
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Il n spite of t he gqtheproblemasottsélfsuffi@aepqy.anraglobalized o al s
economy, international trade can fill gaph domestic productioand itmay bethat impors

area bettersolutiont han t he autarchi c pr thatseenmsioenspod * doi
some of the most recentdonesian policiedRRespatiadi and Nabii2017 have expanded this
argumentn the context obeef impors and productionThe power of trade and the law of
comparative advantage (Cowen and Tabarrok, 2015, chapterm®t baeroverestimated.

Graph 16llustrates thainternational maize prices are much cheaper than domestic Indonesian
prices.Over the past 10 years, while international prices have shown a cyclical dysraanic
decrease sincetheir 2013 peak, Indonesian prices haanstantly risenindonesi a’ s r i s
pricesshouldbe considered mostie result oconstant demand pressyo@red withimport

restrictions Demand pressureffectscould have been mitigated by foreign maize inflow if

policy enabled importaccording to market conditionstiner than political considerations
motivated by autarchic desires.

Graph 16: Maize price comparison between domestic and international markets, 2009-2017.
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Source: Fredy and Kumara Gupta (2018), p. 9

Table 3illustrateshow the small quota gfermittedimports keegs prices high when compared
with neighboing countries.

Table 3: Maize imports and domestic consumption in Southeast Asia (2018).
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Domestic Domestic
Maize Import Imports as % of Domes-
Consumption . Price (IDR/
m o ‘ (Tons) e He Consumptien ko)

South Korea® 10.200.000 10.211.760 99.9% 4178
Thailand** 250.040 4.820.230 5.2% 3.031
Vietnam*** 8.917.120 14.208.480 62.8% 3.198

China**** 5.000.000 219.230.140 2,3% 3.122
Mexico***** 16.700.000 38.005.290 43.9% 3.909
Indonesia+ 500.000 23.300.000 2.1% 7.138

Source: Fredy and Kumara Gupta (2018), p. 9

The previous section reviewgge regulation omaize whichis mainly characterized by two
factors: complex andcontradictory rulesand theBULOG import monopoly BUL OG’ s
government monopoly is doing no gofwit poultry prices.The monopoly makes the use and
discovery ofentrepreneurial knowledge artle market processnpossible.In addition,
because BULOG ia government body it is naturally subject to political consideratoes
actual market needBased on these characteristics of the market, we would expect prices to
be higher than they wouldleerwise.

The price of maizesupports this claim. Even thougfternational feed prices remamuch
lower than Indonesiaprices the governmentontinues to pursue its political goal sélf
sufficiency in spite of the fact that it caudegh productio costs in several industriefhe

final result ofthis strategy is that consumer prices remain high, penalizing the people with
lowestpurchasing powethe most Therefore, while a sort of autarchic approach may seem
inspiredby the defence of theational interest, that very interest is harmed by forcing people
to buy chicken at a price high#tran whatwould haveemerged if the impaation of a basic

raw material vereliberalized.

4.2.3The weight of the infrastructure gap

The lasfpoint wewant to touch and which suggepblicy recommendations in the next section
is related theoroblem ofinsufficientinfrastructure in Indonesia and e$fecton the poultry
industry.In particular portinfrastructureand road connections between cits insufficient

Andersson and Andersson (2018, p. 1) recently argued thigieiflermance of any economic

system depends on its infrastructure, because infrastructure changes at a much slower pace than
other relevant factotsand they added thdtmateria infrastructure consists of networks for
transmitting information and energy or for transporting goods and ge@pl2) Even if the
infrastructuresituation is improving, in particular in Jakarta, itwell known that Indonesia
suffersfrom a lack ofadequate infrastructure

It is estimated that the country needs USD 157 billion to fElfil e s i d e n five-yeark o wi ’ s
infrastructue plan Accordingto this plan, only USD 15 billion should come from the
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government, while the rest of the money is expgtocome fromprivate and international
investors (Salna, 2018; see aB@xrford Business Group, 2017

According to data published by the Indonesian Chamber of Commerce and Industry (Kadin
Indonesia)around 1% of a company ®tal expenditures in Indonesia is absorbed by logistics
costs, while in peer economiesstfigure is belowi0% Suchdiscrepanciesan make investors
morereluctant tanvest in Indonesia (particularly the case oforeign direct investmentpt

the @ame time logistics problemsmake it difficultfor existing entrepreneuts expandtheir
businesslimiting their potential ijndonesia Investments, 2017

In the poultry industry,ransport costs are estimated to be 4.7% of the retail price for broilers
(USAID, 2013, p. 21)This problem is linked with the impaationof raw materialganalyzel

in the previous sectignin the case of imported raw materials, the price of transporting feed
from the port to the mill can be up to 35% of the total transport Assstressed by SAID

(2013, p. 21),his cost ipeculiarly highfor severareasons, including the high impaxntent

of Indonesian poultry feed (¥bof broiler feed raw materials are imported), inefficient port
handling facilities (insufficient berths in Jakarta), excess demurrage due to slow turnaround of
vessels, slowtransporttime from port to mill and therefore aigher number of trucks to
execute the process.

Graph 17: Transport costs for broilers to consumer in Indonesia.

a50 35.2%

20.1%

15.7% 15.7%

9.1%
4.2%

RM ex port to mill RM ex local to mill DOC to farm Feedmill to farm Birds to SH Blrds SH 1o market

SourceUsAID (2013), p. 21.
RM = Raw Materials.
SH = Slaughter House.

A similar situation affects the egg mark&tansport is 5.% of the cost of the retail price for
eggs. Simildy, the highest transport costtigat ofimported raw materials from the port to the
feed mill.

Graph 18: Transport cost for egg production in Indonesia.
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SourceUsAID (2013), p. 22

The situation igurtheraggravated by the fact that poultry facilities are not located in the main
cities or inthe neighbarrhoods of ports They are located in rural areas, reachable only after
many hours of travelling by truck.

To understand how the infrastructussue affects poultry operatioirs particular consider
that for example, feed bins are usually not usedpoultry farmsin Indonesiabecauset is
impossible on the existing roagddo transport thea to farms Feed bins for pdtry farms
usually rangdérom a threemetric tometo a100 metric tonecapacity, with a diametermging
from 1.5 to 5 meters andteeight from3 to 12 metersand special trucks, which Indonesian
roads often cannot support, are required to transport. tharms insteadbuild local small
hoppers, which are continuously manually fed by workers

In five weeks, a broiler chicken consunasund 33 kg (for an average body weight of 2.0

kg) of feed(Akinbobola, n.d). An average broiler house (and a farm usually consists of several
housesholdsaround 25,000 birdso consumptiorwill reach around1.7 tonnesof feed in

five weeksor 2.3 tmnesper day According to the same source, the cumulative feed intake of
layerchicken over 42 weeks is 4.7 kg. For a layer cage house of 50,000 birds, this means 232.8
tons in 42 weeks, or 0.791 toes perdayGi ven t he vol ume of feed in
system is only viable for as long as labour costs remairHasvwas otlined above Badan

Pusat Statistik estimeg thatvages rpresent respectively 9% and 16% of the production cost

in broiler and layer farming.

An improvement in infrastructure will have several benefits on the final price of chicken and
eggs.Not onlyshouldthe impact of transport codbe reduced lowering acost of production

but better roads would allow theansport okpecialized equipment suchfagd bins.
Infrastructurehas to be taken into account also from a more general perspéative4 shows

some poultry welfare measureslatedto loading and transport of the chickeinom the
hatchery to the farm and from the farm to the slaughter house.

Table 4: Poultry welfare standards with related to the loading and transport of chicken.
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compulsory rules.

The transport of chickexfrom hatchery to farm and from farm to the slaughter plan¢ ha

be done in a way that does not dam#gebirds. While the welfare and safety of the birds
matters,in poultry farming chickes also represent the main capital goad production.
Damage to theibodes translates tdamage to th@roduct and therefore thmain income
source.Poor road conditions can damage the birdducing meaguality. In addition,as
mentioned in Table 4, chicksust bedelivered to the place where they will be reared as soon
as possible after hatchinBad nfrastructures, thus, coutdsult ina delayto thebirds access

to feed and water

As explained by Bergoug et al. (2013, p. 33&L),legislation specifies that broiler chicks can
be transported for a maximum of 24 hours and deprived of feed orfagté2 hoursat most
after hatcing. Thesestandards arbased on the fact that chicknetabolic reserves last up to
threedays. The first week of life is the most crucial in the liféd@Cs. Therisk of mortality

is higher in this period and can becreased by combined stress of gaatch handling in
hatcheriesfransportation and poor adaptation to gresut conditions (Bayliss and Hinton,
1990).
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V. POLICY RECOMMENDATIONS

Consideration of the topics in this report leagptdicy recommendationfor the Indonesian
government. Tis section highlighg four poins of action: harmonization of regulations, parent
stock import liberalization, maize import liberalizati@md infrastructurénprovement.

5.1 Harmonization of reguteons

In previous sections, this repdiiscussed contradictiobetweerregulationof maize impors.
Harmoniang existing regulationdy clearing up contradictions between MOT 21/2018 and
MOA 57/2015is importantto help importersavoid confusionand to reducediscretionary
powerin the import procesthat might affect the smooth progress of the industry.

The government shouldbolish the requiremerfor a letter of recommendation from the
Ministry of Agriculturethat isstipulated in MOA 57/201%rticle 16 in order to expedite the
import licensing process

5.2 Parent stock import liberalization

This report has discussed that the breeders that provide the genetic lines for broilers and layers
are mainly importedAccording toArticles9 and 11 oMOA 26/2016, poultry producers are

not free to import breeders according to their expected business needs. ingesd, are
regulated by supply and demand calculations by an analysis team appointed by the government

Theinteraction betwae demand and supply is a dynamic procesih unfolds overtime. It
is based on the discovery, interpretation, procesamtjexchange of informatioBxperts can
observethe outcomesof the market process @ emerging coordination patterbut they
cannot control it.

The final outcome of a market procegsleashed from mandates based on government
calculations would beetter organization of the poultry value chain, followed by a reduction
in prices due to competition and the consequent cost redythhanks to the implementation

of better production methods in order to wmarketcompetitiors).

Under a free trade regime, breeder import decisions would be left in the handplafydre

in the poultry industry and thereforebe based on profiexpectations and entrepreneurial
calculationsTo make this possible, the government should abolish the parts of MOA 26/2016
(Articles 9 and 11) that make it illegal for private producers to import parent stock.

5.3Maize impat liberalization

The argument in section 5.2 can be extended to the import of maddndonesias mai z e
industryshould beoperedto the international markeln addition to the arguments made for
parent stockwhich also apply to the maize marktte law of comparative advantage explains

why Indonesia and its trading partners would both benefit from an opened maize market.

Underexistingregulations)ndonesian poultry producers grayingvirtually doublethe price
they could bepaying for one of their key raw materials. It goes without saying ttas
additional cost is reflected in market prices for chicken and egdshis limitsboth domestic
consumption possibilities and further expansion of the industoyeover,sincechickenis a
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mgor sourceof proteinin Indonesig higher pricesare particularly hard otine lower income
population.

The government should liberalizeaize impors in Indonesiathrough revisiors to MOT
21/2018 andMOA 57/2015 Thiswould allow the country to specialize the productionof
goods in which it can perform more efficientindonesia clearlgoesnothavea comparative
advantag@ maize production and coulehport it at a lower priceThis would decreagmultry
produdion costsbenefiting not only poultry producers but alsonsumers, in particular low
incomeconsumersby making it possible to providsheaper chicken and eggs.

Eliminating rade protections for maizeould alsoallow Indonesiato modernize its poultry
industry, becoming more efficieand perhapslevelopng its owncomparative advantage

the future potentially turning the country into a poultry exporter, enhancing business
opportunitiesand creatingudvantages in the labouranket.

5.4 Infrastructure improvement

Although the Indonesian poultry market would benefit frahe removal of government
interference in théiberalization oftrade instrategic elements such as parent stock and feed,
we can recognize a role for the government in supporting economic develojmoergh
infrastructure projectdnfrastructure isa strategic part of a sound development framework.
This report has discussélde reasons thdtansporationis an important element in the total
production cost both for chicken and eggs, #mat the most intensive transportation costs
occurbetween the port and the feed mill.

The government should invest in improvithg roadsystemwith a focus orconnecting ports
with nearbyagriculture areasThiswould naturally benefit the production procéssmaking
lower freight farespossible Improved transportationinfrastructurewould also allow the
movement of heavy equipmethiatwould help Indonesian poultry farms modernize and make
them better able to deal with rising wagd$is would enablemore efficient production
processes and thus better prices.

34 Between 86 and 87% of total meat consumption is poultry maat@So, 2016, p. 5).
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APPENDIX

Figure 1A: The Broiler Industry Structure according to McKay (2008).
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Figure 2A: The Layer Industry Structure according to McKay (2008).
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