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No. 115/M-IND/PER/10/2009). Indeed, there is
much potential for the domestic processing of
coffee beans into various consumer products.

At the 2010 census, Indonesia’s population
was nearly 238 million. Whilst accurate data on
domestic coffee consumption is difficult to obtain,
this vast population presents a lucrative market for
roasted and processed coffee products, and
Indonesian-based coffee companies have tended to
concentrate on this market. According to USDA’s
2013 Gain report for Indonesian coffee, 154.8
thousand tonnes (possibly a quarter of total
production) will be required for domestic
consumption in the financial year 2013/2014. The
Surabaya-based Kapal Api Group (Santos Jaya
Abadi), with leading brands like Kapal Api, ABC
and Good Day, has long been the leading player in
the domestic market. Other leading players in the
domestic market include PT Mayora Indah
(Torabika coffee), PT Nestle Indonesia (Nescafe),
PT Jaya Internasional Indonesia (Indocafe), and
more recently Wings Corporation (Top Coffee).
Indonesian  companies have pioneered  the

development of so-called ‘3-in-1" coffee products,
with premixed sachets of instant coffee, sugar and
milk.  The value of imported instant coffee
products has been relatively insignificant in recent
years (Figure 2). Domestic coffee manufacturers,
however, have successfully leveraged their
experience in the domestic market to successfully
launch export products, as reflected in the
continued growth of exports of instant coffees
from Indonesia since 2008 (Figure 2). These
products have been primarily successful in
penetrating other emerging markets such as Egypt,
South Africa, Malaysia, Philippines and Singapore.
Over the last decade, the international trade in
instant coffees has grown at a faster rate than trade
in both green beans and roasted coffees, and there
has been a trend towards the production of instant
coffees within producing countries (Sendall, 2013).
It should be noted that the volume of higher quality
roasted, non-instant, coffee (which is not shown in
Figure 2) imported into Indonesia is only 8% of
total processed imports and 1% of total processed

exports (Wwww. uncomtrade.un. org) .

Figure 2. Value of international instant coffee trade (HS Codes 210111 and 210112) to and from Indonesia (USD) (Source: UN

Comtrade, 2013)

Gambar 2. Nilai perdagangan internasional kopi instan (HS Codes 210.111 dan 210.112) ke dan dari Indonesia (USD) (Sumber: UN Comtrade,

2013)
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with  broader

objectives to proactively support the downstream

In line development
processing of Indonesian natural resources as a
means to increase the value-added content of
exports, the government may be considering
restrictive trade measures in the future to further
enhance the competitiveness of domestic coffee
processing. Industrial policy initiatives, such as
export taxes and bans, have been imposed on other
raw materials such as cocoa beans, rattan and
minerals in recent years. At least domestically,
these initiatives have generally been felt to have
been successful, especially in a political sense. As
presented in Figure 2, however, the Indonesian
coffee industry appears to be already expanding
into export markets without the need for
protective measures.

It is equally important to emphasise that
significant export potential exists specifically in the
global instant coffee and ready-to-drink market
segments, which Indonesia is already exploiting.
There are, however, several serious constraints for
processing and exporting whole bean, and roast
Coffee

roasting firms globally, particular in the high

and ground, coffees from Indonesia.

quality specialty markets, have tended to locate
proximate to their consumers and to modify

The Value Chain for Indonesian Coffee in A Green Economy
(Jeff Neilson)

product characteristics to satisfy rapidly changing
consumer tastes. Leading coffee brands will
attempt to standardise taste profiles year after year,
and this can only be achieved by skilfully blending
different origins from across the coffee-producing
world. This requirement for origin blending can
also impose limitations on the producing country
processing unless an open trade regime is
maintained for green bean imports. Some
destination markets, such as the EU, may also
impose escalating tariffs on processed products
affecting the competitiveness of Indonesian roasted
coffees.

Indeed, the potential for further growth in
this instant coffee sub-sector is supported by
broader trends in global coffee consumption.
Overall coffee consumption in the established
markets of the USA, Japan, and the European
Union, has not dramatically increased since 1990,
while coffee consumption in the emerging markets,
particularly Brazil, Russia, and Indonesia, has
3).

Furthermore, while total coffee imports into China

increased  more  significantly  (Figure
remain at less than 1% of world consumption, they
have increased nearly five-fold between 2000 and
2012 (ICO, 2013), and are expected to increase

further in the years ahead.

Figure 3. Global coffee consumption (1990-2009, in thousands of 60 kg bags)
Gambar 3. Konsumsi kopi global (1990-2009, dalam ribuan dari 60 kg)
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In the larger urban areas of Indonesia, out-
of-home coffee consumption in cafes and shopping
malls has grown rapidly over the last decade. This
has involved the emergence of a cafe-culture, an
appreciation of higher quality coffees, and a boom
in both independent cafes and larger roaster-
retailer chains. International roaster-retailer firms,
such as Starbucks (with 147 stores across
Indonesia'), Coffee Bean and Tea Leaf (47 stores),
and Black Canyon Coffee (31 stores) have now
established a strong presence in Indonesia alongside
domestic coffee chains, such as J. Co Donuts and
Coffee (owned by the Johnny Andrean Group with
135 stores) and Excelso (owned by the Kapal Api
Group, with around 100 stores). Some smaller
independent cafes in cities such as Jakarta, Bandung
and Surabaya, are also seeking to source high
quality coffees direct from producing regions and
competing with export-oriented supply chains that
have traditionally dominated in these specialty
regions.

Product upgrading

Product upgrading (quality improvement)
can also significantly contribute to domestic value-
adding, and may even have greater pro-poor
implications than functional upgrading in some
cases. The average per unit value of instant coffee
exports from Indonesia during 2011 was $3.5/ kg

(www.uncomtrade.un.org). ~ This  constituted

substantial value-adding compared to the average
price of green bean exports of Robusta coffee from
Lampung in 2011 of only $2.02/kg (BPS, 2012).
However, it is interesting that these processed
coffees were still valued less per unit than higher
quality Arabica coffee exported into the US
specialty market from Medan or Makassar, the
former of which averaged $6.6/kg in 2011 (BPS,
2012).

Unlike  Indonesian  Robusta  coffee,
Indonesian Arabica coffee has a strong international
reputation for high quality. The diversity of
growing environments across the archipelago
results in a number of internationally-renowned
Arabica coffees for the specialty market. Global
demand for specialty coffee is growing, providing

! Store numbers are based on company websites, accessed
September 15, 2013.
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an opportunity for smallholder farmers in
Indonesia to upgrade the quality of the coffee they
produce and to become linked in to these higher-
priced value chains. In the USA, specialty coffee is
now estimated to represent 50% of the national
coffee market by value share (SCAA, 2012). This
has increased from an estimated 30% market share
by value in 1999 (SCAA, 1999).

The production of specialty Arabica in
Indonesia is currently concentrated in Northern
Sumatra across the two provinces of North
Sumatra and Aceh, from where coffee is commonly
traded internationally under the trade names of
Gayo, Lintong, and Mandheling. Other important
Arabica-growing regions include Central and East
Java, dominated by the government-owned estates
of Kayu Mas, Dampit, and Belawan along with
smaller volumes of smallholder coffee in regions
such as the Situbondo district. Other small
Arabica-growing regions (each producing less than
five thousand tonnes annually) include South and
West Sulawesi (Toraja, Kalosi and Mamasa), Bali
(Kintamani), —and  Flores  (Bajawa). Despite
producing relatively small volumes of coffee, these
origins have established reputations in international
specialty coffee markets, and can be highly sought
after by specialty buyers. Coffee production is also
locally important in terms of livelihoods. The
Government of Indonesia has moreover recognized
the development potential of specialty coffee
through the establishment of ‘Specialty Coffee
Development’  Programs  (Ditjenbun,  2010;
2012a).

Some farmer organisations across Indonesia
have, moreover, been able to successfully develop
trade relationships with international and domestic
coffee roasting firms operating in the specialty
coffee sector’. These ‘relationship coffees’ in the
specialty market can be particularly advantageous
to farmers who receive elevated prices, and who
receive technical input and advice about how to
successfully upgrade the quality of their coffee.
These buyers are also frequently willing to provide

? For example, refer to

www.fivesenses.com.au/ coffee/single-origins/bali-

kintamani or www.camposcoffee.com/our-coffee-

producers/benteng-alla-village.aspx. for Indonesian
examples of ‘direct-trade’ or ‘relationship’coffees.



