
Consumer Goods

Indicator 2015 Source 

Total size of sector ($) $319.7 billion BPS

Share of sector in the economy (% GDP) 40.1% BPS

Sector ranking in the Indonesian economy Largest sector BPS

CAGR 2010-14 (%) 3.5% BPS

YoY sector growth 2014-15 (%) -4.21% BPS

Largest company in sector HM Sampoerna AmCham 

Largest US company in sector HM Sampoerna AmCham 

Size US companies in sector ($) $22.8 billion BEA**

% share of US companies in sector 7.1% BEA**

Domestic sales by US companies in sector ($) $8.5 billion BEA**

FDI (realized) by US companies in sector ($) (BEA Version) $752.0 million BEA**

FDI (realized) by US companies in sector ($) (BI Version) $95.3 million BI

GoI revenue by US companies in sector ($) $476.8 million BEA**

Exports of US companies in sector ($) $7.5 billion US Census

Imports of US companies in sector ($) $4.2 billion US Census

Total workforce in sector 41 million BPS

% employment of total workforce 35.7% BPS

% of workforce in the sector employed by US companies 0.1% BEA*

NOTE *2013, AS NO BEA DATA FOR 2014-15. ** BEA DATA FOR 2014 

NOTE *BEA DATA FOR 2014.

BPS BADAN PUSAT STATISTIK / STATISTICS INDONESIA

BEA BUREAU OF ECONOMIC ANALYSIS, US DEPARTMENT OF COMMERCE 
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FIGURE 8.2
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Sector Overview  

With its rapidly growing middle-

class and high rate of urbanization, 

Indonesia continues to offer significant 

growth opportunities in the consumer 

goods industry, despite the economic 

slowdown and lower levels of consumer 

confidence seen in 2015. The Boston 

Consulting Group (BCG)11 estimates 

that the size of the current middle 

class in Indonesia is about 74 million 

and that this could almost double to 

over 140 million by 2020. Meanwhile, 

Euromonitor International finds that 

Indonesia has the world’s fourth-

largest middle-class with 17.3 million 

households as of 2014, behind the US 

at 25.3 million, India at 74 million and 

China at a huge 112 million.12 In addition, 

BCG finds that individual Indonesians 

seem to have internalized the promise 

of future growth, with 91 percent 

feeling financially secure—a higher 

percentage than anywhere else in the 

world. The Global Confidence Report 

in 2014, published by AC Nielsen, 

shows that the consumer confidence 

index (CCI) in Indonesia is 120, the 

second-most-optimistic in the world 

after India (129). This helps to explain 

why private consumption in Indonesia 

has accounted for an average of 56 

percent of the country’s output over 

the past five years, protecting the 

economy to some extent from external 

shocks.13 The combination of a growing 

middle class, together with high levels 

of consumer confidence, offers a major 

opportunity for companies operating 

in the consumer goods sector in 

Southeast Asia’s largest market.

Despite the slowdown in consumer 

spending witnessed in 2015, signs 

now point towards a gradual recovery 

into 2016. Sales of cars in the first 4 

months of the year, at 360,000 units, 

are on a par with the first 4 months of 

2015. This bodes well for a return to 

sales growth in the second half of 2016, 

and serves as a reminder that Indonesia 

continues to be Southeast Asia’s most 

promising consumer market. 

Nonetheless, the government needs 

to avoid killing the goose that lays the 

golden eggs of consumption growth, 

particularly following the downturn 

in 2015, and the weak nature of the 

current recovery. There are several 

issues that are cause for concern. 

First, an issue that affects all sectors, 

but that is particularly important in 

consumer goods, is the quality of the 

regulatory environment. Over-specified 

regulations, as well as conflicting 

regulations and onerous requirements 

to obtain numerous permits, are major 

disincentives to investment in the 

consumer goods sector and in the 

plans for companies in the sector to 

expand. One major US company in the 

sector informed us that it was required 

to have more than 6,000 permits.   

11  http://jakartaglobe.beritasatu.com/
economy/indonesian-middle-class-will-reach-
141-million-by-2020-bcg/

12  http://blog.euromonitor.com/2015/09/
top-5-emerging-markets-with-the-best-middle-
class-potential.html

13  https://www.bcgperspectives.com/content/
articles/center_consumer_customer_insight_
consumer_products_indonesias_rising_middle_
class_affluent_consumers/?chapter=2
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Second, and a more detailed example 

of the first point, a cloud is still 

hanging over the food, beverage, 

drugs, cosmetics, and chemical and 

biological products sectors in Indonesia 

due to the promulgation of Halal Law 

No. 33/2014 in late 2014. The law 

states that halal checking will also 

include the manufacturing process, 

packaging, distribution, and sales 

and serving, so that Muslims can be 

assured that halal products are not 

mixed with non-halal products during 

production and distribution. Previously, 

halal certification was supervised 

by the Indonesian Council of Ulema 

(MUI). However, the law mandates 

the establishment of a new agency, 

the Halal Product Guarantee Agency 

(BPJPH), to be responsible for issuing 

halal certificates to producers. A 

halal certificate, once secured, will 

be valid for four years and subject to 

extensions. The government is required 

to issue implementing regulations 

before the end of this year and the 

law will become effective in stages, 

making halal labeling mandatory for all 

products available in Indonesia. Based 

on a current draft of the implementing 

regulations, the new rules will become 

effective for food by the end of 2016, 

for cosmetics by the end of 2017, and 

for pharmaceuticals by the end of 

2018, although there is some possibility 

that further delays will be possible over 

concerns about negative economic 

and health impacts. Privately, both 

local and foreign investors have raised 

serious concerns over the sweeping 

nature of the Law. The EU’s Delegation 

to Indonesia has said that if the law 

is implemented “in the same spirit as 

its far-reaching provisions, it will no 

doubt put in place one of the most 

extensive and draconian halal regimes 

of any country.” What appears clear is 

that implementation of the law will add 

significant additional costs to products, 

especially those imported from 

overseas, implying unnecessary trade 

barriers on imports. The law will also hit 

SMEs particularly hard. 

Third, there is some concern in the 

industry that the government may 

use sales and excise taxes as a means 

of making up for weak tax revenue 

realization in 2015, in an attempt 

to achieve the higher tax revenue 

projections in the 2016 budget. The 

worry is that revisions to tax and 

a cloud is still hanging over the food, 
beverage, drugs, cosmetics, and 
chemical and biological products sectors 
in Indonesia due to the promulgation 
of Halal Law No. 33/2014 in late 2014. 
The law states that halal checking will 
also include the manufacturing process, 
packaging, distribution, and sales and 
serving, so that Muslims can be assured 
that halal products are not mixed with 
non-halal products during production 
and distribution
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tariff rates may be directed more 

towards existing taxpayers, particularly 

foreign investors, instead of making 

efforts to broaden the tax base by 

identifying new taxpayers, although 

the introduction of the tax amnesty 

program may help expand the tax 

base over time. Additional taxes in 

the form of VAT changes or higher 

excise rates could undermine consumer 

goods manufacturers, potentially 

affecting competitiveness and 

employment. It is worth mentioning 

that Indonesia’s largest contributor to 

government revenue in 2015 was PT. 

HM Sampoerna, a subsidiary of Philip 

Morris International, at IDR 67.2 trillion 

(about $4.9 billion). Here the concern 

is that higher taxes and excise could 

adversely affect the labor-intensive 

hand-rolled cigarette segment, 

threatening thousands of jobs. 

Fourth, the draft Tobacco Law is 

another source of concern by limiting 

the share of imported tobacco to 20 

percent. Foreign tobacco is a vital 

ingredient in the blending of local 

tobacco. In addition, the restriction 

would create problems of supply in the 

sector as Indonesia does not currently 

have the capacity to provide the 

necessary volume of tobacco needed 

by the industry. Based on Ministry of 

Agriculture data for 2015, the tobacco 

yield in Indonesia is under 200,000 tons 

annually, while the industry requires 

400,000 tons. Meanwhile, the draft law 

also proposes to levy an import duty 

on imported tobacco at a minimum 

60 percent. Such a duty would be in 

violation of the GATT agreement.    

Fifth, at the time of writing we are 

awaiting to see what become in the 

DPR of an Alcohol Prohibition Law. 

In its current draft form, the law 

will impose a full nationwide ban 

on the production, distribution and 

consumption of drinks containing an 

alcohol content of between 1 and 55 

percent. Reminiscent of the disastrous 

prohibition experiment in the US in the 

1920s, the law is strongly opposed by 

producers and tourist industry players. 

PT. Multi Bintang Indonesia, a Dutch-

owned company that is Indonesia’s 

largest producer of beer, has put IDR 

635 billion ($48 million) of expansion 

plans on hold pending the outcome of 

the draft law. It would appear that as 

the reality of the economic costs of 
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imposing prohibition are starting to 

play on the minds of legislators, there 

is an increasing likelihood that the 

passage of the draft law will be delayed. 

Finally, there is the concern shared 

by many foreign investors across 

the country that the ability to 

bring in foreign talent is becoming 

increasingly difficult. US companies 

in general employ a far higher share 

of Indonesians than foreign workers, 

with our 2016 survey of US companies 

showing that US companies employ on 

average about 1,160 Indonesia workers 

for every expat employee. However, 

there is often a limited availability of 

locally sourced skills and technical 

capacity. It is therefore crucially 

important that companies are allowed 

to bring in foreign talent according to 

their own needs, not only to maximize 

production but also to help transfer 

knowledge, expertise and experience 

to local employees. Restrictions on the 

employment of foreign workers, and 

the ease with which they can come and 

go depending on work requirements, 

also make it very hard for potential 

investors to consider making Indonesia 

a regional hub or ASEAN headquarters. 

While some of the more impractical 

suggestions such as forcing all foreign 

workers to become fluent in Indonesian 

have been quietly shelved, the issue 

remains of considerable concern, and 

appears to fly in the face of President 

Joko Widodo’s appeals for greater 

foreign investment in Indonesia. 

The Role of US Companies in  

the Sector 

As the largest sector in the economy, 

the consumer goods sector also sees 

the largest total economic activities by 

US companies across all nine sectors 

in our analysis, at $22.6 billion, or 7.1 

percent of the total. The sector has 

remained robust despite the economic 

slowdown, posting a CAGR of 3.5 

percent in 2010-14. However, the 

year-on-year growth seen in 2014-

15 was -4.2 percent, confirming that 

2015 was a tough year. Noteworthy 

US companies operating in this sector 

include 3M, ACE Hardware, Amway, 

Coca Cola, General Motors, Goodyear, 

HM Sampoerna, Levi Strauss, Mattel, 

Procter and Gamble (P&G), UL 

(Underwriter Laboratories), and food 

outlets such as Starbucks, Burger King, 

KFC, McDonalds, Pizza Hut  

and Wendy’s. 

Our 2016 survey of US 
companies show[s] that 
US companies employ 
on average about 1,160 
Indonesia workers for 
every expat employee.
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+ Improving the 

regulatory environment 

would offer considerable 

benefits. This is a huge 

area, however, with few 

quick-fixes. Nonetheless, 

a concerted effort 

across ministries and 

government agencies 

could yield important 

results in areas such as 

removing unnecessary 

permits, improving 

regulatory compliance 

and enforcement, 

simplifying excise taxes, 

streamlining regulations 

on the payment of 

income tax and VAT, and 

reducing the number 

of permits required to 

employ foreigners and 

extend existing foreign 

employees’ contracts. 

+ The draft Halal Law 

still looms over the 

sector and remains a 

major source of concern. 

To date, we have seen 

few signs that the 

Ministry of Religious 

Affairs is taking into 

account the views and 

concerns of companies 

operating in the sector, 

both Indonesian and 

foreign. The law will have 

a huge impact on the 

sector if implemented 

in its current form 

and assuming that 

the current technical 

aspects of the law stand. 

It can only be hoped 

that there will be a last 

minute review based on 

the impact of the law 

on business operations 

and subsequent inflation. 

Ideally, the law should 

be made voluntary, as 

opposed to mandatory. 

This would allow 

consumers to choose 

those products that suit 

their religious needs 

based on clear product 

descriptions, which 

would be more in line 

with the regulations in 

other countries  

across ASEAN. 

+ Likewise, the draft 

Alcohol Prohibition 

Law poses risks for the 

sector. An alcohol ban 

would likely impact US 

companies operating 

in the tourism sector. 

It would be hoped 

that any restrictions 

on the availability 

of alcohol would be 

sensitive to the needs 

of the tourism sector 

and avoid impacting 

Indonesia’s policy 

objectives of promoting 

itself as a major tourism 

destination in the  

coming years.   

+ The draft Tobacco 

Law is another source 

of concern by limiting 

the share of imported 

tobacco to 20 percent 

when it is clear that 

Indonesia does not 

possess the capacity 

to meet the needs of 

the domestic tobacco 

industry. A better 

approach might be 

to discuss with all 

stakeholders how to 

maximize local yields, 

while protecting the 

competitiveness of the 

industry by avoiding 

restrictions and 

excessive duties.  

This could help 

to achieve a win-

win solution for all 

stakeholders, including 

Indonesian tobacco 

farmers.

Ideas for Incentivizing Growth in 

the Consumer Goods Sector 
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