INDONESIA CONNECT

Opportunities for
A-Indonesia Engagement

As the world’s fourth most populous nation, set by 2050 to be the world's
fourth biggest economy, Indonesia is critical to Australia’s future.

Such growth in our near neighbour, just four hours flight from Perth,
offers enormous opportunities to both countries.

Bilateral engagement has increased at a steady clip over the last twenty
years - from coordinated maritime patrols to police cooperation to an
annual program of ministerial meetings, culminating in the entry into
force of the Indonesia-Australia Comprehensive Economic Partnership
Agreement (IA-CEPA]) in 2020.

But despite political will, the Australia-Indonesia economic relationship
is still yet to realise its promise. Why is this, and what are the options for
Western Australia?

‘
@)
O
=
o
w
m
0
N
o
N
N

Perth
USAsia
Centre



OUTDATED PERCEPTIONS

Outdated perceptions are part of the challenge.

A 2016 survey by the Australia Indonesia Centre found only 22% of Australians agreed
with the statement ‘Australian businesspeople can be confident when conducting
business with Indonesians.

Yet the Indonesia of 2022 is a country that, just for example, trails only Singapore on the
most number of “unicorns” (start-ups with a valuation above US$1 billion) in Southeast
Asia.? It's already one of the world's top 20 economies and in 2019, established the
Indonesian Agency for International Development.?

By the end of this decade, Indonesia’s economy will overtake Australia in market value.

That's a long way from our perceptions.

THE OPPORTUNITY FOR AUSTRALIAN BUSINESS

As a trading nation, Australia’s first instinct when we consider boosting economic engagement
with another country is typically “what can we sell to them?”

That's a good question to ask.

But it's really only one half of the question. We also need to ask what might make Indonesian
business engage with Australia?

Right now, neither Australia nor Indonesia are amongst the other’s top 10 trading or
investment partners.

But we can, and should be.

Following entry into force of the IA-CEPA in 2020, the Australian Government, in consultation with
the business community, identified four key areas of focus for the Australia-Indonesia economic
relationship: health and aged care; education, skills and training; agriculture and food; and
resources and energy.

These are all areas in which Western Australia has a great deal to offer. Options for WA include:

Firstly, prioritising the Indonesian education market - both attracting students from Indonesia
to WA, and providing education services in Indonesia, from high school right through to vocational
training and tertiary education. Right now, half of Indonesia’s population is under 30 and Jakarta
wants to add 57 million skilled workers into its economy by 2030.

Secondly, foster relationships between WA and Indonesia’s critical minerals and renewable
energy sector. This will be a long term project, but with the country needing US$1 trillion
investment to realise its net zero ambitions, it's worth doing. (See attached paper - Opportunities
from Indonesia’s Energy Transition - for more detail).

1 The Australia-Indonesia Centre and EY Sweeney (2016), ‘Indonesia and Australia: A research report on the
perceptions of Indonesians and Australians’, accessed at https://australiaindonesiacentre.org/projects/australia-
indonesia-perceptions-report-2016/

2 Alisho Sulisto, Indonesia and the G20 Presidency: Jokowi on the world stage, Perth USAsia Centre Indo-Pacific
Analysis Briefs 2021

3  https://kemlu.go.id/portal/id/read/695/view/peresmian-indonesia-aid
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Thirdly, look for opportunities to provide WA's cybersecurity expertise to Indonesia. It has the
world’s highest rate of cyber attack, and is expected to be spending $1 billion on cyber by 2025.

Fourthly, finding ways to encourage Indonesian business to invest in Western Australia

will also be an important part of shifting the dial and building depth into the commercial
relationship. Identifying senior business champions in both countries has helped push our
economic relationships with other countries, like India, and Vietnam. It's worth WA doing this
for Indonesia too.

None of this will happen on its own - building economic relationships requires sustained effort
from federal and state governments and the business community. But the frameworks and
political will is there, and Western Australia is ideally positioned to seize this opportunity.

THINGS AUSTRALIAN
BUSINESS SHOULD KNOW
ABOUT INDONESIA -

o GROWING MIDDLE CLASS - Indonesian W~ AGRICULTURE - By 2050, Indonesia’s per
(L?) consumers will spend an acidltlonal @ person consumption of commodities like

US$1 trillion a year by 2030 beef and cereals is predicted to be greater
09 | YOUNG POPULATION - half of Indonesia's than China

¥ . population are under 30° &  HEALTH SERVICES AND AGED CARE -

_ I~ [Indonesia needs increased investment in
¥R EDUCATION NEEDS - Indonesia wants to healthcare of $13.8 - 22.2 billion per year
@ add 57 million skilled workers into its by 2030

economy by 2030
CYBERSECURITY - 175 million Indonesians
RAPIDLY GROWING DIGITAL ECONOMY a 1@/\3 use the internet. Its cyber spend will grow
NG6) - Indonesia is the largest and fastest to $1 billion in 2025
© ' growing digital economy in Southeast
Asia - expected to be valuated at $167 p INFRASTRUCTURE - Indonesia’s
billion by 2025 infrastructure funding gap is 2.2 per cent
of its GDP, and it wants foreign investment
S\ STARTUPS - Indonesia is second in
20 Southeast Asia for the most number of RENEWABLE ENERGY TRANSITION -
“unicorns” (startups worth over @ Indonesia wants 23 per cent of its energy
US$1 billion)* to come from renewables by 20257

FURTHER READING:

F— 1 Department of Foreign Affairs and Trade, Blueprint for Trade

and Investment with Indonesia, September 2021

2 Kyle Springer and Brian Kraft, Beyond the Bilateral: Value
Chains and the Future of Australia-Indonesia Economic
Engagement, Perth USAsia Centre, May 2021

4 https://www.dfat.gov.au/trade/engage/
economic-diplomacy/market-insights

5  https://www.dfat.gov.au/trade/engage/
economic-diplomacy/market-insights

6 Alisho Sulisto, Indonesia and the G20 3 Australia’s FTA opportunities:
Presidency: Jokowi on the world stage, Perth https://ftaportal.dfat.gov.au/

USAsia Centre Indo-Pacific Analysis Briefs 2021 4 1A-CEPA opportunities:

7  https://www.dfat.gov.au/publications/ https://iacepa-katalis.org/about-katalis/
trade-and-investment/blueprint-trade-and- 5 Report a non-tariff barrier:
investment-indonesia https://www.tradebarriers.gov.au/
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OPPORTUNITIES FROM

INDONESIAS ENERGY TRANSITION

Indonesia boasts one of the world's fastest-growing
major economies, with correspondingly large energy
needs. Indonesia is currently powered primarily by
fossil fuels and earns significant revenues from its
coal and oil and gas exports. It has, however, begun to
pay more attention to decarbonising its economy and
building its presence in clean energy value chains.
This could create new two-way trade and investment
opportunities with Australia.

Indonesia has committed to reaching net zero
greenhouse gas emissions by 2060 and 41 per cent
emissions reductions by 2030. Minister of Energy and
Mineral Resources Arifin Tasrif estimates the country
needs at least US$1 trillion investment to realise

its ambitions®.

To reach net zero, Indonesia needs significant new
commitments to energy efficiency, electrification,
renewables, and development of new technologies,
including hydrogen and nuclear energy’. Indonesia’s
greatest revenue opportunity from the energy
transition is likely to come from increased demand
for critical minerals and technologies such as electric
vehicles (EVs) and batteries.

Indonesia is already the world’s largest producer
of nickel and second-largest producer of tin, both
of which are vital to clean energy technologies.
The International Energy Agency estimates export
revenues from the critical minerals needed for the
energy transition could outstrip Indonesia’s largest
ever coal export returns by as early as 2030.

Indonesia is attracting international investment

in its critical minerals sector, predominantly from
China. Like Australia, it wants to develop value-
adding activity. Construction on its first ever EV plant,
worth US$1.1 billion, began in September 2021 and
Jakarta has signed memoranda of understanding
with companies such as LG and Tesla to potentially
develop further facilities. A $US9 billion deal between
an LG-led consortium and Indonesian partners for a
“mine to manufacturing” project was announced in
April 2022".

Indonesia could also emerge as a major producer
and/or Southeast Asian node for renewable
electricity supply, and potentially also hydrogen and
its derivatives. It is negotiating to provide renewable
electricity to Singapore and with Australian project
Sun Cable to allow transit through its waters.
Companies such as oil and gas giant Pertamina are
also considering diversifying into hydrogen to help
meet their decarbonisation goals™.




AUSTRALIAN OPPORTUNITIES

International cooperation will be essential to meet
Indonesia’s energy transition goals. Jakarta made
‘sustainable energy transition” a core priority of its
2022 presidency of the G20 for this reason. Indonesia
is also a focus country of the Asian Development
Bank's new Energy Transition Mechanism, which
aims to purchase coal-fired power generation assets
in Southeast Asia and retire them ahead of schedule.

The Australian government is doing its part to
support Indonesia, most notably through a $200
million partnership on climate and infrastructure
announced by Prime Minister Albanese during his
inaugural visit to Jakarta in June.

Australian and Indonesian businesses have also
begun exploring opportunities in the new clean
energy economy. Western Australia’s Fortescue
Future Industries has, for example, undertaken
feasibility studies on constructing a 3.7 million tonne

per year green ammonia plant in North Kalimantan'.

There are opportunities for much larger mutual gain
that Western Australia could consider:

1. Western Australian and Indonesian miners and
manufacturers could work to further diversify
international EV and battery value chains.

2. Energy companies could cooperate to kickstart
trade and investment in hydrogen and renewable
electricity and the deployment of associated
assets, such as electrolysers and grid
technologies.

3. Western Australia should keep an eye on
underexplored opportunities in emerging
sectors, such as the production of green steel
and other metals, as well as the decarbonisation
of regional shipping using next generation fuels
and electrification.

Indonesia’s energy transition is in its infancy.

The complementarity of Australia’s clean energy
strengths with Indonesia’s needs is also not as
clear as it is with more advanced and resource-
constrained economies, particularly those in
Northeast Asia. But the opportunity will be
significant, so Western Australia should continue to
invest in patient relationship building with Indonesia
and encourage two-way investment in developing
complex processing and technology value chains.
There will also be a strong need for cross-border
cooperation between business and government to
identify opportunities and establish new standards
for commerce.

8 https://www.g20.0rg/strengthening-a-just-energy-transition-with-sustainable-finance/

9  https://www.iea.org/reports/an-energy-sector-roadmap-to-net-zero-emissions-in-indonesia

10 https://perthusasia.edu.au/our-work/reenergising-indo-pacific-relations-australia-s-c

11 https://perthusasia.edu.au/getattachment/Our-Work/FUELLING-COOPERATION-THE-INDO-PACIFIC-
HYDROGEN-TR/PerthUSAsiaCentre-Hydrogen-Report-2021.pdf.aspx?lang=en-AU

12 https://www.iea.org/reports/an-energy-sector-roadmap-to-net-zero-emissions-in-indonesia
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