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Indonesia has successfully built economic virtuous cycle,
bringing Indonesia to one of the global leading economies

Economic Cycle Improvement

Global GDP ranking?
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1. Based on data from ILO, average Indonesian’s earnings increased by 115% between the period 2004-2015
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Indonesia has an aspiration to be global top 10 economy by
2030; next growth engine must be net export

Factors contributing to Indonesia’s GDP growth
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1. Based on nominal GDP value in USD
Source: World Bank, A.T. Kearney
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The next 15 years will be a “golden age” for Indonesia as it will
enjoy a demographic bonus peak

Demographic bonus Average GDP growth

During After
demographic demographic
1920 1970 2000 2030 2050 bonus bonus
<«<—Demographic bonus —» To:ay

*: China 1970 9.2% 6.7%

_ Singapore 1970

= Thailand 1970

3 Indonesia 1975

1. Because of data availability, these data are only for 1961 to 1995

2. Note: A demographic bonus period is when the ratio of working population to dependent population is increasing, which has a high
correlation with a country’s economic growth. Average GDP growth for Indonesia is 1975 to 2016.

Source: The World Bank; A.T. Kearney
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Addressing labor productivity per cost would be key to improve
Indonesia’s position in the global competition

Comparative growth in labor cost and productivity?!

Labor productivity comparison Labor cost comparison Productivity/Cost comparison
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1. Unit labor cost and productivity rebased to 2005
Source: Total Economy Database “Output, Labor and Labor Productivity, 1950-2017”, Economist Intelligence Unit
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Indonesia needs to create more jobs; Reviving manufacturing
sector is imperative for Indonesia

Being the top 5 country with the highest ... Indonesia needs to revive manufacturing
working-age population increase by 2030... sector to absorb growing labor supply
Working-age population increase Indonesia’s working-age population
(2016-2030; Million people) (Million people)
@ India ‘154
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© Pakistan 39 working age 202
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@ = Brazil [l 9
E United
— 5
@D = 2016 Addition 2030E

Source: World Bank, Indonesia’s Central Bureau of Statistics, A.T. Kearney
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Industry 4.0 can be a game changer for Indonesia’s economic
growth which can create a better labor market

Factors contributing to Indonesia’s Impact of Industry 4.0
GDP growth (Index: 2000 = 1) mm) Direct impact
- Growth Indirect impact
GDP in 2000 1.0 Contributions
| e
Consumer | 4.3 @ Revive
Spending ' Production
| Sector
|
Government | .
Expenditures 0.8 e
| Robust Regain
| Economy IIBeI;ter Net
| abor Exporter
@ Investment 2.8 market Position
| Enhance
Investment
GNet Export Improve
Enhance 20U
Government
Next Growth Spending Strength

GDP in 2016 g.9 Driver

1. Based on nominal GDP value in USD
Source: World Bank, A.T. Kearney
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Industry 4.0 can revive the Indonesian manufacturing sector;
Indonesia should launch “Making Indonesia 4.0" initiatives

Making Indonesia 4.0 Aspirations

Global Top 10 Economy by 2030

Indonesia
. 4.0

10% Net Export : .
contribution to GDP Regain net export position (the same level as 2000)

2X current?! Enhance output while managing cost (Similar
productivity-to-cost improvement speed to India)

2% of R&D spending Build local innovation capabilities (Similar level to
share to GDP China?)

1. Basedon 2016
2. Indonesia’s R&D spending per GDP is currently around 0.1-0.3%
Source: World Bank, A.T. Kearney
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Indonesia has set 10 National Priorities for “Making Indonesia
4.0”, upgrading Human Capital is one of the key priorities

Reform Material Flow [3 Attract Foreign Investments

* Enhance domestic upstream material production; ' * Engage top global manufacturers with attractive
e.g. 50% of petrochemical is imported offer and accelerate technology transfer

pPd Redesign Industrial Zones F4 Upgrade Human Capital

* Build a single nationwide industry zoning ~ + Redesign education curriculum and vocational

|

roadmap (e.g. industry belts); resolve zoning training under 4IR era
inconsistency challenges - Create professional talent mobility program
Embrace sustainability B} Establish Innovation Ecosystem
» Grab opportunities under global sustainability « Enhance R&D&D? centers by government, private
trend; e.g. EV, biofuel, renewables sector and universities

48 Empower SMEs 8] Incentivize Technology Investment

« Empower 3.7 million SMEs? by technologies; e.g. | ¢ Introduce tax exemption/subsidies for technology
build SME e-commerce, technology bank adoption and support funding

9] Build Nationwide Digital Infrastructure I8 Reoptimize Regulations & Policies

|

» Advance network and digital platform; e.g. 4G to * Build more coherent policies/regulations by
5G, Fiber speed 1Gbps, Data center and Cloud cross-ministry collaborations

1. Including micro enterprises 2. Research & Development & Design
2. Source: Ministry of Industry, A.T. Kearney
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Upskilling is imperative to match the new labor market in
ASEAN and enabling companies to stay competitive

A structural lack of softer skills must be overcome
(Overall size in skills mismatch by skill category, ASEAN aggregate)

1.7 million 250,000 1.9 million

More workers will More workers will More workers will
need need
Cognitive skills Interactive skills

need
Foundationa
skills

Source: Oxford Economics; Cisco; A.T. Kearney
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Indonesia is facing talent development challenges as an

emerging economy...
Human Capital Trends

Government education spending (2014)?

% of GDP Per Capita
(USD)

== 2,661
= 2,938
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1. Korea in 2015

2. GDP per capita at constant 2010 USD
3. In 2015

Source: World Bank, A.T. Kearney

Tertiary school enrollment and GDP per
112
capita (x<) GDP per capita (USD ‘000)
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* Upgrading human capital is not possible in 1-2
years but can be done within a decade

— Korea and India more than doubled tertiary
education enrolment rates within 10 years

— GDP / capita increased by ~1.8x over same
period
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Indonesia will commit to upgrade Indonesians’ technological
capabilities (1/2)

Masterplan for National Education Curriculum Redesign

naAWNE

High school /

‘E" vocational {'z'\
Basic education! j school? | Universities?® '
* Improve participation in Improve coordination with  + Review / redesign
- basic education, employers; Vocation national education under
e particularly for lower education should be 4IR era
@ Income segments industry-driven to ensure . Concentrate on
® . Early exposure to 4IR that students have the educational areas
E foundational topics such requisite skills for 4IR aligned to 4IR needs
I as science and (i.e. engineering, coding, (i.e. STEM, ICT fields)
mathematics manufacturing)
* Philippines: Recently * Singapore: Introducing * Malaysia: Currently
o reformed the K-12 courses on loT, redesigning education for
"g education system with advanced 4IR; launched policies
= focus on learning & manufacturing and other  such as 2u2i (a work /
5 innovation, 4IR-relevant courses in learning program in
Q@ communication and vocational schools universities), and
3 information, media & (polytechnics and ITES) CEO@Faculty (trainings
technology on-campus by CEOs)

. Including primary school (Sekolah Dasar) / junior high school (Sekolah Menengah Pertama) and equivalent (i.e. madrasahs)

. Including high school (Sekolah Menengah Atas) / vocational school (Sekolah Menengah Kejuruan) and equivalent (i.e. madrasahs)
. Including bachelor / master / PhD degrees, diplomas and equivalent

. Including adult learning / upskilling or other programs to improve companies’ access to skilled labor

e

Mobility
programs#*

* Increased emphasis on
training for displaced
workers

* Encourage foreign talent
mobility program®

* Centers of excellence in
collaboration with private
partnerships

 Singapore: Offered
comprehensive adult
training and skilling
through SkillsFuture,
offering credits for mid-
career learning
programs

. Foreign talent mobility program can be launched only for a specific period of time and specifically intended for passing skills & expertise to local talents

ource: World Bank, OECD, Asian Development Bank, A.T. Kearney
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Indonesia will commit to upgrade Indonesians’ technological

capabilities (2/2)

Primary education

(2017) #1 -l—

Finland

#78 -

Indonesia

Higher education

& training (2017)
#1

Singapore

#64 =

Indonesia

Not exhaustive

@ Quantity Rank
Primary edu. — Net Secondary edu. — Gross Tertiary edu. — Gross
enrolment rate! (%, 2017) enrolment rate? (%, 2017)  enrolment? rate (%, 2017)

1668 1495 - A
China Finland Indonesia Belgium Finland Indonesia Greece Finland Indonesia

Government needs to improve overall enrolment rate especially at tertiary education
by increasing access to education through availability of funding & infrastructure

@ OQuality

« STEM-focused?: focus to expose children of STEM experience from early childhood and
to continuously train relevant STEM skills along the education path (e.g. Germany’s
Schulewirtschaft and the Excellent STEM School Network)

* Indonesia PISA score is still lower than the other countries

* Relevance: emphasis on relevance of skill sets (e.g. Finland has >100 vocational pro-
grams), hence intensively cooperating with companies for apprenticeship program to
ensure qualifications and smooth transition between school and work

» Teacher quality: academically-strong talents (e.g. Singapore recruits from top 1/3 of se-
condary grad class) undertaking continuous training & receive attractive compensation

While improving the above traits, government also needs to revisit existing educational
approach — world’s best education systems have different styles e.g. more ‘textbooks’ in
Singapore vs more experiential in Switzerland & Germany

1. Net enrolment rate: ratio of total enrolment in the corresponding school age over total population of corresponding school age; 2. Gross enrolment rate: ratio of total enrolment, regardless
of age, over total population of corresponding school age; 3. Indonesia’s PISA avg. scores on science and mathematics are below OECD avg. and lag behind other ASEAN countries, i.e.
Singapore, Vietnam, Malaysia, and Thailand; 4. Deutsche Bank

Source: WEF Global Competitiveness Index 2017-2018, Government’s websites, Press search, A.T. Kearney
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Industry 4.0 leading countries, Singapore, can be a good
example on its strategy for 4.0 talent development

Key Industry 4.0 Strategies and Initiatives?

Seven Key 4IR strategies

1

o O B~ W DN

7

Deepen and diversify our international
connections

Acquires and utilize deep skills

Strengthen enterprise capabilities to
innovate and scale up

Build strong digital capabilities

Develop a vibrant and connected city of
opportunity

Develop and implement Industry
Transformation Maps (ITMs)

Partner each other to enable innovation
growth

Singapore Example

Example of Talent Development: SkillsFuture

SkillsFuture is a online one-stop education, training,
and career guidance portal providing:

Sector Information
! Provides a uniform description of sector and
— employment landscapes in line with ITM.

Career Pathways
A A clear structure based on sector norm on vertical

. and advancement career progression.

= Skill Descriptions
A detailed framework containing the set of skills
each job requires for holistic development.

Job Role Descriptions
Avoid information gap between employers and
employees by improving job bank descriptions.

Training Programs
Online program with up-to-date content (e.g.
TeSA, which has 100% graduate placement rate)

1. The seven strategies developed by Singapore’s Committee on the Future Economy (CFE) to achieve its vision of becoming pioneer in the age of Industry 4.0
Source: Committee on the Future Economy Singapore, A.T. Kearney
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A.T. Kearney is a leading global management consulting firm with offices in 40 countries. Since 1926,

we have been trusted advisors to the world's foremost organizations. A.T. Kearney is a partner-owned firm,
committed to helping clients achieve immediate impact and growing advantage on their most mission-critical
iIssues. For more information, visit www.atkearney.com.
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