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ABSTRACT 

 

IMPACT OF THE ASEAN-CHINA FTA ON INDONESIA’S AGRO-BASED PRODUCTS 

 

by 

Hamid Rizali Siregar 

 

After the success of free t rade agreements among ASEAN countries under the ASEAN Free Trade 

Agreement ( AFTA), A SEAN c ountries e xpand i ts i nternational t rade c ooperation w ith C hina a nd 

produced the ASEAN-China Free trade Agreement (ACFTA). There were apprehensions on the likely 

impact of this regional trade agreement. However, agro-based industries which known as one of the 

mainstay of Indonesia’s industrial development was belived would gain benefit from the agreement . 

The objective of this study is to explore the ACFTA impact on agro-based products to the economy 

and i ndustries d uring t hree d ifferent s tages o f t he i mplementation ( pre-ACFTA, E arly H arvest 

Program a nd P ost-ACFTA).  G enerally, t he d ynamics o f s everal indicator sh ows t hat C hina h as 

become more important market for Indonesia. Several industries emerges in the Early Havest Program 

and P ost-ACFTA an d sh ows t o h ave co mparative a dvantage r elative t o o ther ACFTA me mbers. 

However, there are a lot of space for Indonesia to improve i ts trade performance under the ACFTA 

agreement. Export c omplementarity w ith C hina’s import a nd compatibility be tween e xport pa ttern 

with its comparative advantage still have to be improved further to satisfy China’s import demand on 

agro-based product. 
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I. CHAPTER ONE 

I.1. Introduction 

 

The development of International Trade has main objective to foster trade among countries by 

liberalizing or reducing trade barriers which will expected to lead every countries to achieve 

economic welfare. Several international trade agreement between Indonesia and other countries have 

already in force, one of the succesful is the agreement among south-east Asian countries (ASEAN 

countries). ASEAN free trade agreement (AFTA) signed by the members on 28th January 1992. In its 

development, the trade agreement was extended by including other country outside south-east Asian 

region, such as China. Cooperation with China leads to the ASEAN-China free trade agreement 

(ACFTA). 

The ASEAN-China Trade Agreement (AC-FTA) which came to effect on 1st January 2005 

has made an impact on Indonesian industries and trade pattern.  AC-FTA lowered the rates on more 

than 7,800 types of product, or about 90 percent of imported goods, to zero. This decrement applies to 

China and six original ASEAN members: Indonesia, Brunei, Malaysia, Singapore, Philippines and 

Thailand. According to Yu Sheng et al. (2012), “as part of the agreement, the average tariff on 

ASEAN-origin exports to the PRC was lowered from 9.8 percent to 0.1 percent in 2010, while the 

average tariff on PRC-origin exports to the six original ASEAN members was reduced from 12.8 

percent to 0.6 percent. By 2015, the policy of zero-tariff rate for 90 percent of Chinese goods is 

expected to extend to the four new ASEAN members—Cambodia, the Lao People‘s Democratic 

Republic (PDR), Myanmar and Vietnam.”1 The implementation of tariff reduction was conducted in 3 

stages: Early Harvest Program (EHP), Normal Track (NT) and Sensitive Track (ST). EHP began on 1 

July 2005, while NT started on 1 January 2010. Tariff line belongs to NT has been reduced gradually 

and has been eliminated as shown in Table 1. Each member state can register up to 400 tariff lines in 

sensitive track (ST) as it will be postponed up to 2018.  All members also have to maintain no 

                                                           
1 Yu Sheng, Hsiao Chink Tang, and Xinpeng Xu. "The Impact of ACFTA on People’s Republic of China–

ASEAN Trade: Estimates Based on an Extended Gravity Model for Component Trade." ADB Working Paper 
Series on Regional Economic Integration, July 2012: 1. 
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quantitative restriction otherwise permitted under WTO disciplines and eliminate other non-tariff 

barriers. 

Table 1. Tariff Reduction in Normal Track for ASEAN-6 
X = Applied 
MFN Tariff 

Rate 

ACFTA Preferential Tariff Rate 
(Not later than 1 January) 

2005* 2007* 2009 2010 
X ≥20% 20 12 5 0 

15% ≤ X < 
20% 

15 8 5 0 

20% ≤X < 
15% 

10 8 5 0 

15% < X < 
10% 

5 5 0 0 

X ≤ 5% Standstill 0 0 
Source : Ministry of Trade, Indonesia 

There were apprehensions on the likely impact of this regional trade agreement on some 

sensitive sectors of Indonesia such as manufacturing as large numbers of people depend on these 

sectors for their livelihood. Indonesia is a large consumer of manufactured products and also exports 

goods to international markets. Many believe that this agreement will have a negative impact on the 

domestic market as well as its industries. Some of the ASEAN partners of Indonesia have a large 

presence in international agro-based products and there is a possibility that they can have more 

advantages to export these products to China in the post-FTA period.  After nearly seven years of 

implementation, we will look forward to seeing the impact of the agreement. 

Theoretically, free trade is expected to increase production, increase specialization and lead to 

an increase in other long-term welfare issues for consumers and producers. Each country has a 

comparative advantage that can be used as a pattern of production and international trade can provide 

maximum benefit to each country.  However, the experience and lessons learned from the 

implementation of the FTA in other countries do not give absolute support for conclusions that 

emerge from the theory of free trade.  Comparative advantage is not an imperishable advantage, and 

at a time when a shock is applied, such as the removal of barriers in the form of tariffs, the effects do 

not always have a positive impact upon a country.  The implementation of free trade has the potential 

to make domestic products fail to compete with more competitive products from other countries.  

Several industries could get hurt as competitors from ASEAN countries provide a challenge in seizing 
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markets in China, such as Thailand, Vietnam and Malaysia, who also have the same excellence in 

agro-based product. 

Laying aside skepticism on the ASEAN-China Trade Agreement that the agreement would 

create a negative impact on Indonesia, China provides a huge market and together with ASEAN it 

provides one fourth of the world population, which represents a massive potential market.  One 

outcome of a free trade arrangement is that the sector in which a country has a comparative advantage 

in production will benefit from free trade. Free trade provides an opportunity to maximize the benefits 

of national production in international trade. In 2004, access for agricultural products was opened to 

China’s market. In 2005, access to China’s market for 40 % of NT lines (± 1.880 tariff lines) are 

reduced to 0-5%.  In 2007, export to China’s market get an additional tariff cut down to 0-5% for 

another 20% of NT (± 940 tariff lines). And in 2010, Indonesia had a full access to all NT lines in 

China’s market. 

Wattanaputtipaisan (2003) argued that, as China joined the WTO, “...China’s share of global 

trade will be considerably higher, by as much as 30 percent each in both export and import volumes.  

In particular, the net import of selected agricultural products may increase by US$1.5 billion a year 

between 2000 and 2009.”2 Indonesia, which has advantages on its agricultural and natural resources, 

utilizes this opportunity especially in agro-based products, some of which are processed palm oil, 

rubber, coffee, cocoa and margarine. Indonesia’s agro-based products have high competitiveness in 

the world and China is a major importer from Indonesia.  

Agro-based industry is very important for Indonesia’s future mainstay.  It is seen in its 

relatively abundant agricultural endowment which comes from farm, fishery, livestock, plantation and 

forestry.  In 2012, the production of crude palm oil and crude palm kernel oil reaches over 25 million 

tons, rattan production for about 143 million tons, coconut production for about 3,3 million tons, 

rubber production for about 3 million tons, coffee production for about 750 thousand tons, and cacao 

production for about 0,8 million tons.3 These figures make Indonesia as the largest crude palm oil, 

                                                           
2 Thitapha Wattanapruttipaisan. "ASEAN-China Free Trade Area Advantages, Challanges, and Implication 

for the Newer ASEAN Member Countries." ASEAN Economic Bulletin, April 2003: 37. 
3 Data source: Ministry of Industry, Indonesia. Presented in the Workshop of Indonesia’s Ministry of 

Industry, Jakarta, 5-7 February 2104. 
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rattan and rubber producer in the world, the second largest producer of rubber and the third largest 

producer of coffee and cacao.  

 

Chart 1 shows Indonesia’s export composition to China’s market during 2001-2012. The 

highest contribution comes from oil, gas and mining products which contributed as high as 48.50 

percent of total Indonesia’s exports to China. Although it has the largest contribution, oil, gas and 

mining resources will be exhausted in the long term. And as a country becomes more industrialized in 

the future, it is expected that energy resources, such as oil, gas and mining products, to be utilized for 

the needs of domestic industries. According to statistical review of world energy 2013, Indonesian oil 

is estimated to be exhausted in 2023, coal is estimated to be exhausted in 2026, and gas is estimated to 

be exhausted in 2053, assuming that there are no energy reserve found in the future and a constant 

production as of the end of 2012.4 

For these reasons, agro-based industry will become more important because in the long term 

development, oil, gas and mining sector doesn’t have a good prospect. Agro-based products have a 

large proportion in Indonesia’s export for about 36.64 percent of total exports to China, while China’s 

agro-based export only contributed for about 17.58 percent of total exports to Indonesia.  

With the existence of this agreement, we argue that gains from the trade in agricultural and 

agro-processing products to China should increase and become more competitive than other country’s 

                                                           
4 BP. "About BP: Statistical Review of World Energy 2013." BP Corporation Web Site. 

http://www.bp.com/content/dam/bp/pdf/statistical-review/statistical_review_of_world_energy_2013.pdf 
(accessed November 10, 2013) 

Chart 1. Indonesia's Export Composition to China's Market 

Agro-Based Product

Chemical and Related Product

Machinery

Miscellaneous and Other 
Product

Oil, Gas and Mineral Resource 
Based Product
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products. The impact should likely be seen in export performance improvement to China’s market on 

agro-based products, enhancement on agro-based industry’s performance and also agro-product 

competitiveness in international trade within the scope of ACFTA market. 

As Jung and Marshall (1985) have pointed out, “Export growth may represent an increase in 

demand for the country’s output and thus serve to increase real GNP.”5 Park et., al (2008) stated that 

ACFTA will help ASEAN exporters of intermediate goods where China have comparative 

disadvantage and provide better market access for agriculture products.6 The WTO recorded that in 

2010, imports of agriculture products from Indonesia to China recorded as high as US$ 3 billion while 

for non-agriculture products (include oil, gas and mineral resource product) imports were US$ 17.79 

billion.7 If Indonesia utilizes the ACFTA effectively, this demand of natural resources and agriculture 

products will increase as Indonesia is relatively better compared to China. Therefore, we suggest that 

after the implementation of the ACFTA there would be an improvement in the export performance on 

agro-based products.  

Trade liberalization is found to generate intra-industry reallocations of resources, as 

businesses with low-productivity exit and more productive businesses expand to serve global markets. 

But according to a study by Ibrahim et al. (2010), China and Indonesia have a different commodity 

structure where in general are not competing with each other.8 Therefore, as trade with China will 

tend to be relatively complement each other, strong competition in China’s market would come from 

ASEAN countries. In the end, producers that will survive are firms which can compete in 

international trade providing a better price and qualities relative to others. The benefit of the ACFTA 

would likely be seen in the emergence of some industries under the agro-based industry which can 

relatively compete in the ACFTA market and will tend to specialize on producing goods where it 

could do relatively better than the other ACFTA countries.  

                                                           
5 Woo S.Jung, and Peyton J. Marshall. "Exports, Growth and Causality in Developing Countries." Journal of 

Development Economics, 1985: 2. 
6 Donghyun P., Innwon P., and Gemma E. B. E. Prospects of an ASEAN-People's Republic of China Free 

Trade Area: A Qualitative and Quantitative Analysis. ADB Economics Working Paper Series, Manila-Philiphines: 
Asian Development Bank, 2008:3. 

7 World Trade Organization. Statistics database: Tariff Profile. 
http://stat.wto.org/TariffProfile/WSDBTariffPFView.aspx?Language=E&Country=ID (accessed July 2, 2013). 

8 Ibrahim, Meily Ika Permata, and Wahyu Ari Wibowo. "The Impact of ACFTA Implementation on 
International Trade of Indonesia." Bulletin of Monetary Economics and Banking, July 2010: 51. 
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A country must have a comparative advantage in certain goods in order to be internationally 

competitive.  National production specializes in areas where it has comparative advantage.  Indonesia 

buys goods from China and other countries where it does not have a comparative advantage. This 

allows industries to use their resources in the most efficient way possible. To optimize the benefit of 

trade liberalization, a country would also follow the comparative advantage pattern on carrying out its 

trade. Therefore, goods which have comparative advantage relative to other ACFTA countries should 

be traded more.  

This thesis will focus on answering some primary questions: What is the probable impact of 

the ASEAN-China FTA on agro-based products on Indonesia’s international trade, and how does it 

performs relative to ASEAN countries? Does Indonesia utilized the agreement more effective than 

China or other ASEAN countries? Which agro-industries gain benefit from the implementation of the 

FTA and which agro-industries will be having a strong competition instead? Has the competitiveness 

level of agro-based industries in Indonesia improved, and in what ways? What opportunities and 

threats should Indonesian businesses be aware of? These are some of the issues that we address in this 

research. 

I.2. The Significance  

Protectionists make an impression that trade liberalization with China may lead to adverse 

conditions for domestic industries, job loss and a drop in income. This skepticism has appeared in 

several opinions in newspapers. According to the Chairman of the Indonesian Business Association 

(Detik Finance, 2013), “There would be no investment in labor intensive industries. Nobody would be 

interested in the textile industry or shoe industry. Nowadays, the investment is on capital-intensive 

industry.” The head of Market Union in the Tanah Abang Area (detik Finance, 2013) argued that the 

proportion between domestic product to import product used to be 70: 30 but it changed to 40 : 60 

after AC-FTA.  The Vice Chairman of the Gerindra Party (Antara News, 2013) also mentioned that 

Indonesia only functioned as a target market for foreign products. For example, import growth after 

AC-FTA was 54.97 percent, while exports from Indonesia to China only grew 25.08 percent. 

Indonesia has suffered a trade deficit with China since 2008.  Many people assumed that the trade 

deficit means that the trade gap has worsened and that the domestic industries can’t compete with 
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global competition. However, we also have to consider the economy and business cycle. If the 

economy is expanding, for example Indonesia in recent years, a country would likely import more and 

provide price competition.  Furthermore, it will restrict inflation and provide goods to meet the 

demand.  And it is undesirable if the country is in a recession. These opinions are too focused on the 

sectors where Indonesia has a comparative disadvantage with China such as textiles and garments 

while other sectors where Indonesia has comparative advantage, such as palm oil, rubber, cocoa, 

processed seaweed, are rarely discussed. Furthermore, not all tariff line on textile and related products 

are being eliminated.  Some tariff lines are in the sensitive list where the elimination of tariff will be 

executed around 2018 and possible for further negotiations. Textile and related products in a form of 

final products, such as clothing, are on the sensitive list. Despite its controversies, the agreement 

provide opportunities for clothing industry to grow more and to foster downstream industries by 

providing options on the input of production. 

An estimation by the ILO on the free trade with the PRC noted that Indonesia’s employment 

opportunities decreased by as much as 188,635 people.9 The estimation showed that the agricultural 

sector lost most job opportunities. However, it did not provide a clear cause-effect relationship 

between the increased exports of agricultural products with the reduction in employment opportunities 

in the agricultural sector. Logically, the increase in the value of exports of agricultural products 

should increase the employment in the related sector. Therefore, the results of this estimate need to be 

questioned.  

Trade produces losers as well as winners. However, there are still gains from trade in the 

limited sense that the winners could compensate the losers, and everyone would be better off.  This 

implies that there’s always gain from trade that makes both sides better off by buying goods that are 

not efficiently produced in the home country and selling goods that are not efficiently produced in 

foreign countries.  Research by Ibrahim et al. (2010) estimated that Indonesian commodity exports 

could increase by 2.1 percent (after the zero percent shock rate applied), mainly coming from the 

increased exports to China.  The opportunity for market expansion into China is supported by the 

                                                           
9 Taofik Hidayat. "A Social Accounting Matrix (SAM) Analysis to Assess the Employment Effects of Trade 

Liberalization: Indonesia-China." Fourth PWG Meeting. Jakarta: International Labor Organization, 2012. 12. 
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characteristics of the export commodities of Indonesia and other ASEAN countries which have a 

relatively low degree of competition. Thus, export goods from Indonesia and ASEAN in general are 

much easier to expand.10  In theory, free trade will result in specialization in products/industries that 

have a comparative advantage.  This research will address the specialization occurs in agro-based 

industries in which Indonesia enjoys a comparative advantage and will end up producing and 

exporting more products from these industries.  The findings of this research will give a better 

understanding on the outcome of free trade between Indonesia and China under the framework of AC-

FTA. 

I.3. Literature Review - Unscrambling the Free Trade Agreement 

Concerns regarding the AC-FTA are simply about determining the net effect derived from the 

benefit and the loss we could get from FTA. Most of the time people are more concerned with 

minimizing the loss from the FTA rather than maximizing the country’s advantage. To some extent, 

Indonesia has comparative advantage on several group under agro-based products and would be 

relatively more competitive than China.  This assertion is based on some theoretical foundations of 

economics and consideration of earlier studies.  

I. 3.a Economics of Free Trade 

I.3.a. i. The Gains of Free Trade 

Countries engaged in trade because of their differences from each other, trying to complement 

their needs by specializing in the things they do relatively well. Countries trade to achieve economies 

of scale by producing only a limited range of products rather than producing everything.  The 

economic reasons for a free trade system built upon a multilateral agreement focus largely on 

commercial common sense.  It is also supported by evidence recorded after World War II in the form 

of world trade growth and world economic growth trends.  After the war, tariff barriers were greatly 

decreased. This encouraged world trade to increase and hence economic growth.  Empirical data 

indicated that during 1950-1973, world trade grew nearly 8 percent a year, world GDP rose by nearly 

5 percent a year, and GDP per capita rose nearly 3 per cent a year.11 

                                                           
10 Ibrahim et. al., “The Impact of ACFTA Implementation on International Trade of Indonesia,” 52. 
11 Angus Maddison. The World Economy (Paris: Development Centre Studies: OECD Publishing, 2006), 24. 



 
 

9 
 

Economic theory suggests strong reasons for the relationship.  Every country is endowed with 

resources – labor, capital, land, and/or financial – which can be used to produce goods and services 

and supply domestic markets and/or foreign markets.  Theoretically, a country could maximize the 

benefits from goods and services produced by engaging trade.  The principle of comparative 

advantage simply says that a country should produce and export goods in which it is relatively better 

and import goods in which it relatively worse. The significance of free trade can be seen by the fact 

that there are currently 159 members of the World Trade Organization and many bilateral or regional 

free trade agreements are established. 

I.3.a. ii. Historical Background 

Although the embryo of the free trade idea emerged in 1776 in Adam Smith’s The Wealth of 

Nations, the urgency of free trade was proven theoretically by an economist named David Ricardo in 

the 19th century.  Ricardo demonstrated that under one factor of production, labor, if every country 

produces the goods in which it has a comparative advantage, then every country can benefit from 

trade.  The idea is that specialization in production will maximize overall production and increase the 

level of countries’ consumption through international trade. Ricardo’s idea has produced many other 

international trade theories showing that even under more complex conditions, it prevails that free 

trade will benefit each party.  

 Another economist added a new factor of production, capital, and introduced the Heckscher-

Ohlin theory, which stated that countries which are endowed with abundant labor have comparative 

advantage in labor-intensive goods while countries with abundant of capital have comparative 

advantage in capital-intensive goods.  In other words, the theory may be utilized to support particular 

empirical observations including proof that labor-abundant countries such as China and Indonesia 

tend to export labor-intensive goods such as agro-based products. 

I.3.a. iii. Barriers to Free Trade 

Given the theoretical foundation favoring free trade, it is amazing that there is no free trade in 

the world.  The purest form of free trade is export and import between countries which have no 

restriction and no government limitation on either side. However, barriers to trade exist in every 

country and include the following: 
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• Tariff barrier: levies imposed on goods when entering or exiting the country borders.  It is usually 

applied to protect domestic industries. 

• Non-tariff barrier: any restriction or limitation in the form other than tariff. A country could 

impose restriction on the amount of goods which enters or exits the country. A country could 

impose standards and safety regulations on products which will eventually inhibit certain goods 

from entering the country.  Other common form of non-tariff barriers are anti-dumping measures, 

countervailing measures and safeguards measures which are intended to restrict unfair trade 

practices. Nowadays, as tariff barriers become less of an obstacle, non-tariff barriers have become 

an increasing concern. 

It should be noted that there could be other measures imposed by governments, regulatory or 

administrative, which can indirectly restrict import quantities. 

I.3.a. iv. Trade Liberalization and Free Trade Agreement 

Given the fact that every country has barriers to trade, countries undertake measures to lower or 

even eliminate trade barriers among them. These efforts would be in the form of agreement between 

two countries, bilateral agreement, or in the case of more than two countries, multilateral agreement. 

The most well-known trade agreement is the General Agreement on Tariffs and Trade (GATT) which 

has become the basis of the broader agreement in the World Trade Organization, or agreements 

among a smaller set of countries.  Some countries might want to perform trade liberalization more 

extensive, only applied among a smaller set of countries rather than lowering their barriers in a 

broader set of agreements such as the WTO. This type of agreement refers to preferential trade 

agreements that correspond to our analysis of the ASEAN-China Free Trade Area (AC-FTA).   

Several benefits from free trade agreements have been analyzed theoretically and empirically. 

Theoretically trade openness will enable a country to achieve economies of scale and reduce 

inefficiencies from monopoly practices.  Feenstra (2004) showed that free trade agreement could 

produce trade creation,12 by eliminating tariff and reducing non-tariff barriers improving the market 

access. Broda and Weinstein (2006) showed an estimation of gain from imports in US and come up 

                                                           
12 Gains from Trade and Regional Agreement in Feenstra, R. C. Advanced International Trade: Theory and 

Evidence. New Jersey: Princeton University Press, 2004. 
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with a result of an expansion of import varieties as trade becomes more liberalized.13  Free trade 

agreement also has a plausible negative impact such as trade diversion,14 and unemployment. FTA 

members will have more advantage than non-FTA members because they lower/eliminate barrier on 

internal trade while retaining barriers to trade with non-members and are, therefore, trade diverting. 

In general, the benefits from elimination in tariff and non-tariff barriers to trade could be 

estimated by summing trade creation and trade diversion effects. Under a free trade agreement, trade 

creation take place when a more competitive export to trading partner decreased or replace domestic 

production or third country export with lower competitiveness, for example cheaper export to a 

country which substitute domestic production will result trade creation. A country's trade diversion 

take place when exports to its trading partner was displaced by export from third party countries, 

which still deal with high trade barriers. 

Because of its dicriminatory characteristics, trade creation in an FTA country to its internal 

member could result trade diversion on non-member country.  One would expect an FTA to generate 

in some amount of trade creation and trade diversion. Regional agreement woul be expected to 

produce a larger amount of trade creation than trade diversion. Some studies on several regional trade 

agreement indicate that FTA has been trade creating rather than trade diverting (Karemera and Koo, 

1994, Susanto et al., 2007, and Lambert and McKoy, 2008).  

I. 3.b China’s Market Opportunity for Agro-Based Product 

Studies shown that there are linkage between China’s rapid growth and trade liberalization 

(Marelli and Signorelli, 2011). Since the accession of China to WTO in 2001, China’s economic 

growth grew rapidly followed with a high trade volume competing United States and Europe. “In 

2009, China overtook Germany for the first time to become the world’s largest exporter. China’s 

exports accounted for nearly 10 % of the world exports.”15 This was followed by the increased of per 

capita income and structural changes from agriculture to industrial sector. China’s per capita income 

                                                           
 13 C. Broda, and D. E. Weinstein. "Globalization and the Gains from Variety." The Quarterly Journal of 
Economics, 2006: 541-585. 

14 Gains from Trade and Regional Agreement in Feenstra, R. C. Advanced International Trade: Theory and 
Evidence. New Jersey: Princeton University Press, 2004. 

15 Tao Yuan. 2014. On China's Trade Surplus. London: Springer, 1. 
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grew from $ 2,530 in 2000 to $ 5,720 in 2012 and around 30 percent of income share held by the 

highest 10 percent of the wealthiest population.16  

Aside from its rapid economic growth, agricultural sector has become concern of policy 

makers and academics. This is based on prediction that agricultural sector will took the hardest impact 

from trade liberalization which focuses on the drop of food security and farmers income. Studies have 

shown that the increase in consumer income in China tends to increase the amount of food 

consumption and change its composition (Liu et al., 2009, and Gandhi and Zhou et al., 2012). These 

will increase demand for agro-based product and demand for products with a better quality. 

In 2003, for the first time China was having trade deficit on its agricultural trade.17   “The 

share of agricultural trade was only 4 per cent in 2005, and the share of agricultural exports in China’s 

total exports declined even faster—from 7 per cent in 2001 to 3.5 per cent in 2005.”18  Since its 

accession into the WTO, “China’s agricultural trade has been moving in line with its comparative 

advantages and is now more consistent with its resource endowments of relative scarcity of land 

resources and relative abundance of labor.”19   

“With the rapid economic growth, especially since China’s entry into the WTO, it is likely 

that the comparative advantage of China’s agricultural sector has been declining, and in particular that 

the comparative advantage of China’s farming sector has been declining. This changing pattern of 

comparative advantage is consistent with China’s resource endowments. China’s per capita arable 

land is 0.11 hectares, only 43 per cent of the world average, and its per capita pasture land is 0.3 

hectares, only 33 per cent of the world average.”20 “According to a recent survey by Tsinghua Media 

Survey Lab and Insight China, nearly 70 percent of the Chinese population remains very concerned 

                                                           
16 The World Bank. World DataBank:Data. http://databank.worldbank.org/ (accessed January 2, 2014). 
17 Chunlai C., and Ron D. 2008. "Agriculture and Food Security in China - What effect WTO access ion and 

regional trade arrangements?" In China’s agricultural trade following its WTO accession, by C. Chen, 305-345. 
Canberra: Asia Pacific Press:137. 

18 Ibid., 318. 
19 Ibid., 321. 
20 Ibid., 318. 
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about food safety, and more than half of survey respondents view government failure as the key 

reason behind unsafe food.”21 

The rising household income, growing population and shrinking share of output from 

agriculture is an open opportunity for other countries, especially agricultural resource-abundant 

country, to fill the high demand and lack of supply in Chinese market. As for ASEAN countries, with 

the elimination of tariff and reduction of non-tariff barrier, market access for agro-based products will 

be more open and provide more advantage relative to other countries which has no free trade 

agreement with China. 

I. 3.c Existing Study 

Since the negotiation leading up to the implementation of the FTA, the ASEAN-China Trade 

Agreement has received considerable attention from researchers to observe its implication or impact.  

A number of empirical s tudies ha ve been c onducted r elated to t he impact o f t he A CFTA f or both 

China and ASEAN countries. Qiu H., et al. (2007) reveals, “...CAFTA will improve economic welfare 

and stimulate the economic growth of both China and ASEAN.”22 Combining qualitative method and 

quantitative method (CGE model), Park D., et al. (2008) arrived at a  conclusion that Indonesia will 

get a higher net trade gain and positive welfare gain but negative effect on output growth.23  

Using t he G TAP m odel, I brahim et .al. as sessed the l ikely i mpact o f the AC-FTA o n 

international trade of Indonesia.  They concluded that as the tariff barrier eliminated, Indonesia gained 

a net trade creation in international trade as big as 2.1 percent and total exports grew by 1.8 pe rcent 

(percent deviation from the base).24  Export commodities from Indonesia and other ASEAN countries 

are likely complementary in China’s market; thus it would be easier for ASEAN to expand its market 

share in China.25  However, their findings also showed that some highly competitive and highly intra-

industry l inked c ommodities have declined in export share.  Furthermore, Indonesia and other 

                                                           
21 The American Chamber of Commerce in Shanghai. 2011. Agriculture in China - Boosting American 

Opportunities in the World’s Largest Market. Market Report, Shanghai: APCO Worldwide:8. 
22 Huang Qiu et al. "Impact of China-ASEAN Free Trade Area on China's International Agricultural Trade 

and Its Regional Development." China & World Economy 15, no. 4 (2007): 83. 
23 Donghyun P. Park, Innwon P., and Gemma E. B. E. Prospects of an ASEAN-People's Republic of China Free Trade 

Area: A Qualitative and Quantitative Analysis. ADB Economics Working Paper Series, Manila-Philiphines: Asian 
Development Bank, 2008, 13. 

24 Ibrahim, "The Impact of ACFTA Implementation on International Trade of Indonesia,” 42. 
25 Ibid., 51. 
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ASEAN countries face new challenges as t he ASEAN market is f looded with products from China. 

Export f rom A SEAN c ountries t o the A SEAN m arket w as e stimated t o ha ve de clined, i ncluding 

export from Indonesia; meanwhile exports from China to the ASEAN market have increased sharply.  

To seize benefit from the AC-FTA agreement on e xport development, they found an evidence where 

there has been a “decrease in the intensity of competition between China and Indonesia accompanied 

with the structure of export commodities which does not compete one with another.”26  Amalia A. W. 

(2010) found t hat in g eneral, I ndonesia's sh are in C hina’s m arket t end t o b e stable w ith a slight 

increase. China has become a new market for several types of products but only a few industries could 

optimally seize China's market namely plastic, rubber, mineral products and footwear. Products which 

experiencing an increase of share in China are generally natural resources-based products comprises 

agriculture and mining.  

A different result comes from Aslam (2012)27 who was using two measurements of trade 

specialization indices to show the exchange of similar products in the same industry between 

ASEAN-China and to describe specialization and competition between ASEAN-China.  He found that 

the trade has favored China rather than ASEAN. Another founding is that ASEAN and China tend to 

have similar trade (export and import) in the manufacture of “machinery, electrical and electronics, 

scientific equipment, transport equipment, non-ferrous metal, basic chemicals, and manufacture of 

paper and paper products.”28  In terms of industrial product classification, intra-industry trade occurs 

in “labor-intensive products, labor-intensive intermediate products, non-durable consumer products 

and capital-intensive products.”29  Based on Aslam’s (2012) assessment, ASEAN will encounter 

competition from China in electrical and electronic products, food, textiles and clothing.30 This result 

was somewhat different from another study, especially with Ibrahim et al. (2010), which said that 

export commodity structure between Indonesia and China are not competing with each other. This 

difference might emerge from the different data sets and methodology uses by these two researchers. 

                                                           
26 Ibid. 
27 Aslam, “The Impact of ASEAN-China Free Trade Area Agreement on ASEAN’s Manufacturing Industry.“ 
28 Ibid., 66. 
29 Ibid. 
30 Aslam, “The Impact of ASEAN-China Free Trade Area Agreement on ASEAN’s Manufacturing 

Industry,“ 70. 
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Ibrahim et al. (2010) focuses on Indonesia’s impact of ACFTA and testing the Revealed Comparative 

Advantage (RCA) correlation using Spearman Rank Correlation while Aslam (2012) focuses on the 

ASEAN impact of ACFTA and analyze the changes over the year between RCA and Intra Industry 

Trade indices. But a study from Ibrahim would have a more reliable explanation as it provides a more 

thorough analysis to test the RCA indicator.   

It is important to note that data coverage of the above studies runs only up to 2010 when the 

tariff reduction was beginning to be fully implemented by ASEAN-China.  Also, no analysis has been 

made focusing on the impact on Indonesia agro-based industry under the AC-FTA.  The purpose of 

this study is therefore to fill this gap in assessing the impact of the AC-FTA on Indonesia’s economy. 

I.4. Methodology 

To see the impact of an FTA on the economy, we will first analyze the trends in the bilateral 

export and import growth rates as well as the import and export shares from Indonesia’s perspective. 

We will then present through the calculation of various indices such as the Hirschman index, the 

Export Intensity index and the Complementarity index. To see the impact of the FTA on Indonesian 

Industries, we will calculate Revealed Comparative Advantage (RCA).  RCA indices utilize the trade 

pattern to tell us the sectors in which an economy has a comparative advantage, by comparing the 

country of interest’s trade profile with the world average.   

Export-import data acquired from UN-COMTRADE database in a 3-digit Standard 

International Trade Classification Revision 3 (SITC Rev.3) classification. The data coverage is within 

AC-FTA members consist of ASEAN-6 and China in which divided into 3 periods of time, pre-

ACFTA period (2001-2004), Early Harvest Program (2005-2009), and Post ACFTA period (2010-

2012). 

Agro-based products are difficult to define precisely, especially in the context of international 

trade.  In this research, we broaden the scope of agro-based products into any related product derived 

from plants or produced by animals whether it is in a raw form, intermediate, or processed products.  

In order to have a general overview on the analysis and for the purpose of simplicity, we re-group the 

SITC Rev. 3 into a more general classification as shown in Appendix Table A. 
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Several literature has provided indicators and guidance which generally used in international 

trade analysis.  In this thesis, we apply indicators which considered practical to analyze whether 

Indonesian trade and industry become more competitive, or vice versa, after the implementation of 

ACFTA.  

I.4.a. Export Intensity Index (EII) 

The export intensity index is a measurement to determine whether a country’s export to a 

destination country or region is more or less relative to other countries in the world/region.  In this 

case, we will use EII to indicate whether Indonesia export its agro-based products to China more than 

other ACFTA countries on an average.  It is defined as the ratio between export proportion of an 

ACFTA country’s export to another ACFTA country in it’s export to all ACFTA countries and the 

export proportion of all ACFTA export to an ACFTA country in the total export within ACFTA.  The 

equation can be formulated as follows: 

𝑬𝑰𝑰𝑖𝑗 =

𝒙𝑖𝑗
𝑿𝑖.�

𝑿.𝑗
𝑿..
�

 

where xij is value of export from country i to country  j, Xi. is the total export value from country i to 

the ACFTA, X.j is the total export from the ACFTA to country j, X.. is the total export value in the 

ACFTA respectively.  If the index is more than 1 (EII>1), it will indicate that trade flow between 

countries is larger than expected, given their position in ACFTA trade.  

I.4.b. Sectorial Hirchman Index (SHI) 

The sectoral Hirschmann index is a measure of the sectoral concentration of a region’s 

exports. It tells us the degree to which a region or country’s exports are dispersed across different 

economic activities. High concentration levels are sometimes interpreted as an indication of 

vulnerability to economic changes in a small number of product markets. Over time, decreases in the 

index may be used to indicate broadening of the export base.31 

                                                           
31 UNESCAP. Interactive Trade Indicators-UNESCAP. 10 30, 2013. http://www.unescap.org/tid/aptiad/ 

Sectoral%20Hirschmann.pdf (accessed 10 30, 2013). 
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 Using the SHI, we might interested to find out the effect of ACFTA in broadening the 

economic activity of Indonesian within the agro-based industry towards China’s market.  The change 

will be seen by comparing SHI during the three periods of ACFTA implementation. The equation can 

be formulated as follows: 

𝑆𝐻𝐼 = �� �
∑ 𝑥𝑖𝑠𝑑𝑑
∑ 𝑋𝑠𝑑𝑑

�
2

𝑖
 

where s is the country of interest, d is the set of all countries, i is the sectors of interest, x is the 

commodity export flow and X is the total export flow. Each of the bracketed terms is the share of 

good i in the exports of country s. 

I.4.c. Complementary Index (CI) 

 The complementarity index measures the degree to which the export pattern of one country 

matches the import pattern of another. A high degree of complementarity is assumed to indicate more 

favorable prospects for a successful trade arrangement.32 Changes over time may tell us whether the 

Indonesian trade profiles are becoming more or less compatible with China.  The equation can be 

formulated as follows: 

𝐶𝐼 = �1 − �� �
∑ 𝑚𝑖𝑤𝑑𝑤
∑ 𝑀𝑤𝑑𝑤

−
∑ 𝑥𝑖𝑠𝑤𝑤
∑ 𝑋𝑠𝑤𝑤

�
𝑖

� ÷ 2�× 100 

where d is the importing country of interest, s is the exporting country of interest, w is the set of all 

countries, i is the set of industries, x is the commodity export flow, X is the total export flow, m the 

commodity import flow, and M the total import flow. 

I.4.d. Revealed Comparative Advantage (RCA) 

Revealed comparative advantage or also known the Balassa Index is one method of 

calculation that can assess the relative trade performance of individual countries in particular 

products/commodities.  It is an indirect way to identify in which sector a country has comparative 

advantage in production. In this case, “the comparative advantages concerned are those that are 

                                                           
32 UNESCAP. Interactive trade indicators-UNESCAP. http://www.unescap.org/tid/aptiad/ 

Complementarity.pdf (accessed 10 30, 2013). 
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revealed by the results of international trade.”33  In terms of ACFTA region, the equation can be 

formulated as follows: 

𝑅𝐶𝐴 =
𝒙𝑖𝑘 𝒙𝑖.⁄
𝒙.𝑘 𝒙..⁄  

where xik is country i export to ACFTA on commodity k, xi. is country i export to ACFTA and x.k is 

ACFTA export on commodity k, and x.. is the total ACFTA export. The numerator is the share of a 

country’s export on a commodity to its total trade, while the denominator is the proportion of a 

commodity export in ACFTA export.  A country is indicated to have comparative advantage on 

production relative to other countries if the RCA on the concerned group of products/commodities is 

larger than unity (RCA > 1) and it is indicated to have comparative disadvantage when the RCA is 

less than unity (RCA < 1). 

  

                                                           
33Kang Taeg Lim. "Analysis of North Korea’s Foreign Trade by Revealed Comparative Advantages." Journal 

of Economic Development XXII, no. 2 (1997):98. 



 
 

19 
 

II. CHAPTER TWO – Data Analysis 

 

The economies of China and ASEAN together comprise a $ 10,447.88 billion with a total 

population of almost 1.8 billion peoples. Indonesia and China are developing countries which is one 

of the major economies in the world and members of the G20 group that collects countries with the 

largest economies around the world. Together with other ASEAN countries, it has an increasing 

importance and influence in world trade and commerce. Indonesia already has an effective trade 

agreement with ASEAN countries (1992), Japan (2008), Australia-New Zealand (2010), India (2010), 

South Korea (2010), and a plurilateral agreement under the Global System of Trade Preferences 

among Developing Countries (GSTP). While China has free trade agreement in force with Hong 

Kong (2003), Macao (2003), New Zealand (2008), Singapore (2009), Chile (2006) and Costa Rica 

(2011). 

Total trade (export and import) as a percentage of GDP for Indonesia stands at 50.1 percent, 

and for China the figure stands at 50.8 percent. For certain ASEAN countries this figure goes up as 

high as 379.1 percent (Singapore); 163 percent (Malaysia); 148.8 percent (Thailand); and 112.5 

percent (Brunei Darussalam).  United States, Europe and Japan are the main trade partners for 

Indonesia and China.  China is the 4th largest export destination for Indonesia.  These numbers 

indicate that there is substantial opportunity for Indonesian businesses to improve and expand its 

trading relations within ASEAN-China cooperation. 

II.1. Indonesia-China Trade and Impact of the ACFTA on the Economy 

In this part, we present an elaboration of the recent profile of the international trade between 

Indonesia and China at an aggregate level. We first elaborate the trends in Indonesia-China export and 

import growth rates as well as the import and export shares from Indonesia’s perspective. We then 

provide Indonesia-China trade relations in the context of Indonesia’s trade patterns through the 

calculation of various indices such as the Trade Intensity index, the Regional Hirschman index and 

the Complementarity index. 

Indonesia’s agro-based trade with China accounted for $1.5 billion in 2001 consist of 30 

percent import and 70 percent export. This figure continuously grew up to $12.3 billion with 67 
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percent of import and 33 percent of export.  Although the trade growth was as high as 9.83 percent but 

the composition of trade had been reversed. 

  

Chart 2 shows the observed pattern of the two variable namely, Export Growth and Export 

Share (%) over the period of twelve years from 2001 to 2012 on the Agro-Based Products. 

The export growth variable plots the year-on-year growth of Indonesia’s export on agro-based 

products to China during 2001-2012. The export share plots the yearly proportions of Indonesia’s 

export to China on its total export to the world. The linear line provide a regression of the export 

growth.   

The chart exhibits a steep fall in export on 2009, when growth rates became negative.  This 

was due to the Global Financial Crisis of 2007-2009, where a number of large financial institution 

collapse causing slowdown or even negative growth in global economy including ASEAN countries 

and China.  However, once the unpleasant effect of the Global Financial Crisis subsided, Indonesia’s 

export to the region recovered  to pre-crisis levels.  There has also been a gradual increase in the share 

of Indonesia’s export as shown by a gradual rise in the export share variable.  The share of China’s 

market in Indonesia’s agro –based products has risen from 6 percent in 2001 to 14 percent in 2012. 
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With respect to imports, during the period of 2001-2012, though the growth of China’s export 

to Indonesia has the similar increasing growth trend, but at a time of crisis year 2009 the depression in 

import side is smaller.  It shows that export side is more volatile especially when it is being faced with 

crisis.  China’s import share out of Indonesia’s total imports in agro-based product has increased from 

6.7 percent in 2001 to 14.5 percent in 2012. 

 

 As a whole, the share of Indonesia’s trade with China has shown a steady increase over the 

period of analysis.  China’s share in Indonesia’s total trade on agro-based product has increased to 

14.1 percent in 2012 growing 280.5 percent since 2001. Although in 2008-2012 trade with China 

suffers a deficits, the trade balance on agro-based products stays on surplus.  In the other hand, 

China’s export on agro-based to Indonesia is always on deficit. But derived from Chart 2 and Chart 3, 

it has to be noted that the trend of import growth is steeper than the export growth.  

 

II.1.a. Indonesia’s Export-Import within ACFTA during Three Period of ACFTA 

The performance of Indonesia’s export on agro-based product was relatively doing well,34 

where each year the export value was rising continuously. There has been increased of export to 

ACFTA country during three period of ACFTA, with an average export of $ 3.68 billion in pre-

ACFTA, then rises up to $ 7.54 billion in the EHP and doubled as big as $ 14.79 billion in the post-

                                                           
34 Look at Appendix Table B.1. for more detail 
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ACFTA. Thus, every period of ACFTA Indonesia’s average export on agro-based product grew up to 

100 percent. 

 

The percentage of Indonesia’s export on agro-based products to ACFTA towards Indonesia’s 

export on agro-based product to the world was recorded to rise during the implementation of ACFTA. 

It is shown inn Chart 4. The percentage of Indonesia’s export to ACFTA went up from 19.63 percent 

in pre-ACFTA became 22.20 percent in the EHP and continues to rise in the post-ACFTA as much as 

26.70 percent of Indonesia’s export on agro-based product to the world. This hike was contributed 

from the rises of agro-based export to China.  Export on agro-based products to China hiked from 

$ 1.47 billion on average in pre-ACFTA to $ 3.45 billion on average in the EHP period and continued 

to goes up in the post-ACFTA became $ 7.14 billion. If it is compared with the development of 

Indonesia’s exports on agro-based product to ASEAN countries, Indonesia’s export to China grew 

faster. It is seen from Indonesia’s export proportion to China, 12.58 percent of total Indonesia’s export 

on agro-based products to the world, which was almost equal to Indonesia’s export proportion to 

ASEAN, 13.50 percent of total Indonesia’s export on agro-based products to the world, in the post-

ACFTA. 

The highest contribution of Indonesia’s export on agro-based products to ACFTA came from 

fixed vegetable fats & oil, crude, refined or fraction and natural rubber & similar gums, in primary 

forms. These two categories experienced a huge increase over the three period of ACFTA. Export 

under the fixed vegetable fats & oil, crude, refined or fraction category was recorded to rise from 
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$ 0.63 billion on average in the pre-ACFTA to $ 2.39 billion on average in the EHP period and 

continued to rise in the post-ACFTA as big as $ 5.61 billion. For the most part of this category, the 

export was came from palm oil and its derivatives which is already well-known as Indonesia’s top 

products. Meanwhile, in pre-ACFTA export on natural rubber & similar gums category reach $ 0.17 

billion on average and continued to grow as high as $ 0.93 billion and $ 1.92 billion on average in the 

EHP period and the post-ACFTA, consecutively. 

 Similar to the export figure, the development of import on agro-based products35 was also 

rising along with an improving Indonesia’s economic performance. Import on agro-based products 

from ACFTA countries shows an increase from $ 1.43 billion on average in the pre-ACFTA to $ 3.13 

billion and $ 7.42 billion on average in the EHP and post-ACFTA, consecutively.  

Proportion of import on agro-based product to ACFTA towards import on agro-based product 

to the world was having an increase during three period of ACFTA. Chart 5 shows the percentage of 

Indonesia’s import on agro- based product from ASEAN/China/ACFTA towards Indonesia’s import 

on agro-based product from the world. The percentage of Indonesia’s import from ACFTA went up 

from 20.73 percent in pre-ACFTA became 25.16 percent in the EHP and continues to rise in the post-

ACFTA as much as 28.01 percent of Indonesia’s import on agro-based product from the world. This 

hike was contributed from the rises of agro-based import from China.  Import on agro-based products 

from China hiked from $ 0.60 billion on average in pre-ACFTA to $ 1.37 billion on average in the 

EHP period and continued to goes up in the post-ACFTA became $ 3.79 billion. Indonesia’s import 

from China grew faster than import from ASEAN countries. In the post-ACFTA, the proportion of 

Indonesia’s import from China, 14.30 percent of total Indonesia’s export on agro-based products to 

the world, has exceeded the proportion of Indonesia’s import from ASEAN, 13.70 percent of total 

Indonesia’s export on agro-based products to the world. 

                                                           
35 Look at Appendix B.2. for more detail 
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The highest contribution of Indonesia’s import on agro-based products from ACFTA came 

from sugar, molasses and honey and cotton fabrics, woven. Import on sugar, molasses and honey 

category was recorded to rise from $ 0.16 billion on average in the pre-ACFTA to $ 0.35 billion on 

average in the EHP period and continued to rise in the post-ACFTA as big as $ 0.86 billion. Most of 

the imports came from Thailand that reaches ± 86 percent of the total import on sugar, molasses and 

honey. Meanwhile, in pre-ACFTA import on cotton fabrics reach $ 0.05 billion on average and 

continued to grow as high as $ 0.17 billion and $ 0.59 billion on average in the EHP period and the 

post-ACFTA, consecutively. Most of the imports came from China that reaches ± 91 percent of the 

total import on cotton fabrics. The high growth of export/import to/from China after the 

implementation of ACFTA signify the more open market access between Indonesia-China and also 

increasing trade relation between Indonesia-China. 

II.1.b. Export Intensity 

In this part, we will see the importance of China’s market by looking at the export intensity 

on agro-based product.  It is by looking at the share of each ASEAN country to China in an average 

share of ACFTA export. It is also important to see the importance of ASEAN’s market, especially 

Indonesia’s market, from China’s perspective within the scope of ACFTA.  Thus, we can know the 

importance agro based product trade between both parties engage in this agreement. 
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Before we see the export intensity from Indonesia to China, it would be useful to know the 

proportion of China’s import from each ASEAN country. Chart 6 shows us the proportion of China’s 

import from ASEAN country during three period of ACFTA on agro-based product. It is the ratio of 

China’s import from each ASEAN country to China’s import from the world. 

Among ASEAN members, China’s import are dominated by Thailand, Indonesia and 

Malaysia. Generally, China’s import from Indonesia was increased although it was declining in the 

EHP period but bounced back in post-ACFTA with a value higher than in the pre-ACFTA period.  

The import value from Indonesia rises from $ 2.2 billion in pre-ACFTA became $ 8.0 billion on 

average in post-ACFTA. The highest leap among ASEAN countries was made by Thailand with a 

rising import value from $ 1.7 billion in pre-ACFTA to $ 9.8 billion on average in post-ACFTA. 

Although China’s import from Indonesia seems to be rising during three period of ACFTA, 

the performance is not necessarily better relative to ASEAN countries. It is when we compare the 

figure with other ASEAN country. In pre-ACFTA, China’s import from Indonesia has the highest 

proportion relative to other ASEAN countries but in the EHP period Malaysia comes up to be the first 

and in the post-ACFTA Thailand became the highest agro-based exporter to China among ASEAN 
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country. This indicates a declining performance of Indonesia’s export to China on agro-based product. 

The relative value of export could be expressed in export intensity.  

To indicate the export intensity, we utilize export intensity index which already described in 

the methodology section.  The higher the index, the higher the intensity of export to the destination 

country.  An index valued 1 interpreted as a normal.  If a country's export share to a country of 

destination is greater than the export share of the ACFTA as a whole, the partner country has a great 

importance to the exporter country. 

Chart 7 plots the export intensity indices on agro-based product for each ASEAN country to 

the corresponding China’s market during three periods of ACFTA implementation. Each plot 

indicates whether each ASEAN country export more to China than the whole ASEAN does on 

average.  As we can observe, among six ASEAN countries, Indonesia, Malaysia and Thailand export 

intensity to China’s market are above normal.  A rise in a country’s export intensity will be followed 

by a decline in another country’s export intensity.  In early harvest program, a rise of export intensity 

in Brunei Singapore and Malaysia are followed by a fall in Philippines, Indonesia and Thailand. In 

post-ACFTA, a rise of export intensity in Philippines and Thailand are followed by a fall in other 

ASEAN countries. For Malaysia and Thailand the trend is rising while for Indonesia is declining over 

the three periods indicated by the decline of export intensity to China. This could be a sign of the 

slowdown in export performance to China which result in the decline of Indonesia’s export to China 

on an average of the ASEAN export to China. 
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 On the other hand, Chart 8 plots China’s export intensity on agro-based product to each 

ASEAN country during three periods of ACFTA implementation. A rise of export intensity from 

China to ASEAN country will be followed by a fall of export intensity from some ASEAN countries 

to the destination country. The highest rise occurred for Brunei in the post-ACFTA. This rise will be 

followed by a fall of export intensity to Brunei on some ASEAN countries.  

From Chart 8, we can see that China was having an intense export to most of ASEAN country, 

especially in post period of ACFTA. This might due to specialization of China’s production which is 

textile yarn and related product that contributed for the most part of China’s export to ASEAN.  On 

average, during the period of 2001-2012, for about 40 percent of total exports to ASEAN comes from 

textile yarn and related product.   

 

 

 Initially, China has already had an intense export to ASEAN countries and not much change 

shown in the after ACFTA implementation except for Brunei.  Moreover, export intensity from China 

to ASEAN is higher than the export intensity from ASEAN country to China. In terms of agro-based 

products, this could be one indication that China utilized the agreement better than ASEAN countries. 

II.1.c. Sectorial Export Concentration 

The sectorial Hirschmann index is a measure to see the overall concentration of 

commodity/sectors in a market. It will provide information about how broad types of products 

exported and scattered across different economic activities. An increase in Hirschmann index signifies 
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that the country’s export is becoming focused on a fewer products than scattered across a wide range 

of product profile. 

 

Chart 9 shows the sectorial Hirschmann index from both Indonesia and China on agro-based 

products during three periods of time. The “Indonesia’s export to China” and the “Indonesia’s export 

to ACFTA” bars explained the concentration of Indonesia’s agro-based export to China and ACFTA 

while the “China’s export to Indonesia”, and “China’s export to ACFTA” represent the concentration 

of China’s agro-based export to Indonesia and ACFTA.  The trend seems to have a rising 

concentration for Indonesia’s agro-based export to China and the ACFTA.  While for China, its agro-

based export concentration seems to be not having much change and relatively have a broader range 

of agro-based export products than Indonesia in general. 

II.1.d. Complementarity 

The complementarity index quantifies the level to which the export pattern of a country is 

similar to the import pattern of the partner. A high level of complementarity is considered to show 

more favorable prospects for successful trade arrangement. 
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Complementarity, as shown in Chart 10, tells us about whether the trade profiles of China and 

Indonesia becoming more or less compatible.  The trend of complementarity of Indonesia’s export to 

China seems to be declining, indicating an export pattern of Indonesian agro-based product is 

becoming less complement to China’s import pattern. In the other hand, China’s export pattern is 

becoming more complement to Indonesia’s import pattern, addressing that Indonesian market is 

becoming more fit to China’s trade pattern.   We could also see that in the post period of ACFTA 

complementarity of China to Indonesia is almost similar to the level of complementarity of Indonesia 

to China in the pre-ACFTA period. It means that the current state has been reversed.  

In the future, we could estimate that China’s interest in Indonesia’s market will increase. The 

trade profile of China is becoming more compatible to Indonesia, thus assumed to indicate more 

favorable prospect to China’s trade in the future. And as for Indonesia, there should be evaluation and 

improvement to its agriculture and agro-based industry to counterbalance the decline of trade pattern 

complementarity. If the trade profile with China becoming less compatible and declining importance 

of China’s market continues, Indonesia seems not utilizing the ACFTA effectively. 

II.2.  Impact of ACFTA on Indonesia’s Agro Based Industries using Revealed Comparative 
Advantage 

As we mentioned before, one result of an FTA is that the sector in which a country has a 

comparative advantage in production will benefit from it. If Indonesia has comparative advantage in 

agro-based production relative to ACFTA countries and China has comparative advantage in another 

0%

10%

20%

30%

40%

50%

Complementarity of Indonesia's
Export to China

Complementarity of China to
Indonesia

Chart 10. Indonesia-China Complementarity  
on Agro-Based Product 

Pre-ACFTA EHP Post ACFTA



 
 

30 
 

sector of production, Indonesia will specialize and export those agro-based products to China’s 

market.  Therefore, discovering the comparative advantage under agro-based industry will shed light 

on the specific impact of the ACFTA. 

Chart 11. Revealed Comparative Advantage on Agro-Based Products in Indonesia and China 

  

 

Chart 11 plotted RCA on agro-based products in Indonesia and China during three period of 

ACFTA.  The triangle symbol, “▲”, shows where China has comparative advantage in production 

relative to ACFTA countries (China’s RCA > 1 and Indonesia’s RCA < 1), the box symbol, “■”, 

shows where competition between Indonesia and China are high (both country has RCA > 1), 

diamond symbol, “◆”, shows where Indonesia has comparative advantage in production relative to 

ACFTA countries (Indonesia’s RCA > 1 and China’s RCA < 1) and the “x” symbol shows either 

Indonesia and China has RCA < 1. 

From chart 11 we can see the progress of group of industry under agro-based industry during 

three period of the ACFTA. Before the ACFTA, Indonesia only has one product which relatively has 

more advantage. But after the implementation of ACFTA more products emerged to have a 

comparative advantage, and this trend continues in the post period of ACFTA.  It is clearly seen that 

several group of industry which has low RCA number (RCA < 1) in the pre-ACFTA beginning to 
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move rightward, showing an improvement of performance on several sub-group of industry.  

Generally, in the products where Indonesia has comparative advantage, China has a disadvantage in 

that product. Only on several products, such as tea, textile yarn, fresh fish, veneer, plywood and spices, 

Indonesia have a smaller value of RCA. In Pre-ACFTA, Indonesia’s export to China with RCA > 1 

accounted for only 0.77 percent of total agro-based export to China. After the ACFTA, this figure 

increased to 81.79 percent of total agro-based export to China in the EHP period and 84.03 percent in 

post-ACFTA. The highest exports value from Indonesia to China comes from fixed vegetable fats & 

oils, crude, refined, fract. and paper & paperboard. 

Table 2. Revealed Comparative Advantage of Indonesia’s Agro-Based Industry 

No. 
Pre-ACFTA 

Products/Commodity Groups 
RCA 

Indonesia China 
1 Live animals other than animals of division 03 1.053 0.010 

 

No
. 

Early Harvest Program Post-ACFTA 
Products/ 

Commodity 
RCA 

Products/Commodity 
RCA 

Indonesia China Indonesia China 
1 Cocoa 3.721 0.006 Margarine and 

shortening 
3.764 0.007 

2 Pulp and waste paper 3.489 0.055 Pulp and waste paper 3.431 0.107 
3 Fuel wood (excluding 

wood waste) and wood 
charcoal 

3.485 0.142 Fuel wood (excluding 
wood waste) and wood 
charcoal 

3.297 0.115 

4 Oil seeds & oleaginous 
fruits (incl. flour, 
n.e.s.) 

2.797 0.046 Cocoa 3.011 0.010 

5 Margarine and 
shortening 

2.615 0.062 Wheat (including spelt) 
and meslin, unmilled 

2.743 0.000 

6 Wood in chips or 
particles and wood 
waste 

2.381 0.007 Fixed vegetable fats & 
oils, crude, refined, fract. 

2.685 0.002 

7 Fixed vegetable fats & 
oils, crude, refined, 
fract. 

2.242 0.005 Coffee and coffee 
substitutes 

2.660 0.118 

8 Coffee and coffee 
substitutes 

2.200 0.012 Oil seeds & oleaginous 
fruits (incl. flour, n.e.s.) 

2.486 0.407 

9 Paper and paperboard 1.980 0.809 Meat, edible meat offal, 
salted, dried; flours, meals 

1.823 0.169 

10 Tea and mate 1.609 1.758 Vegetable textile fibres, 
not spun; waste of them 

1.809 0.009 

11 Furskins, raw, other 
than hides & skins of 
group 211 

1.496 0.000 Wood in chips or 
particles and wood waste 

1.696 0.005 

12 Crude vegetable 
materials, n.e.s. 

1.445 1.318 Animal or veg. oils & 
fats, processed, n.e.s.; 
mixt. 

1.586 0.050 
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No
. 

Early Harvest Program Post-ACFTA 
Products/ 

Commodity 
RCA 

Products/Commodity 
RCA 

Indonesia China Indonesia China 
13 Fish, fresh (live or 

dead), chilled or 
frozen 

1.419 1.162 Paper and paperboard 1.448 0.953 

14 Tobacco, 
manufactured 

1.255 0.357 Crude vegetable 
materials, n.e.s. 

1.428 1.264 

15 Wood manufacture, 
n.e.s. 

1.252 1.010 Tobacco, manufactured 1.400 0.361 

16 Textile yarn 1.221 1.632 Tea and mate 1.359 1.558 
17 Cheese and curd 1.061 0.001 Butter and other fats and 

oils derived from milk 
1.280 0.304 

18 Natural rubber & 
similar gums, in 
primary forms 

1.060 0.002 Fish, fresh (live or dead), 
chilled or frozen 

1.203 1.931 

19 Leather 1.038 0.695 Veneers, plywood, and 
other wood, worked, n.e.s. 

1.181 1.386 

20 Animal or veg. oils & 
fats, processed, n.e.s.; 
mixt. 

1.038 0.035 Cereal preparations, flour 
of fruits or vegetables 

1.138 0.631 

21 Spices 1.026 2.276 Natural rubber & similar 
gums, in primary forms 

1.052 0.006 

 

 Table 2 provides an indication of export products which has a comparative advantage among 

ACFTA countries during three periods of ACFTA implementation and its comparison with China. 

Before the ACFTA, types of product which has comparative advantage are in a form of raw products, 

live animals. But after the implementation of ACFTA, types of product are more for downstream 

products where raw commodities are being processed and have more value added.   

Specialization of production of Indonesia’s industry is also visible after the ACFTA 

implementation. There are about 60 percent of products/commodities under agro-based in the Early 

Harvest Program repeated to have high RCA in post-ACFTA, see products/commodities which are 

bolded in Table 2. These industries have opportunities to achieve higher output and also opportunities 

to achieve economies of scale. A gap of improvement also seen in several export commodities, such 

as cocoa, rubber and palm based product, to be processed further creating a wide range of variety of 

products. 

In order to map the probability of intense competition for products with high RCA in post-

ACFTA period between Indonesia and another ASEAN country in China’s Market, we use two 

indicators which are the RCA value and the ratio of export from a country to China’s market and the 
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average of all ASEAN countries to China. It is considered “high” if an ASEAN country’s RCA is 

high (RCA > 1) and the ratio of export from an ASEAN country to China’s market and the average of 

all ASEAN countries to China is higher than one. It is considered “moderate” if RCA is higher than 

one and the ratio is less than 1, or if the RCA is less than one and the ratio is higher than one. And it is 

considered “low” if the RCA is less than one and the ratio is less than one.  This mapping is only 

provide a rough indication and only served as possibilities of intense competition in China’s market 

from another ASEAN country.  

Table 3. Probability of Intense Competition on Indonesia’s products (post-ACFTA with RCA > 
1) with Another ASEAN Country in China’s Market 

No Products/ Commodities Malaysia Singapore Brunei 
Darussalam Philippines Thailand 

1 Margarine and shortening Low Low Low Low Low 

2 Pulp and waste paper Low Low Moderate Moderate Low 

3 Fuel wood (excluding 
wood waste) and wood 
charcoal 

Low Low Low Moderate Low 

4 Cocoa High Moderate Low Low Low 

5 Wheat (including spelt) 
and meslin, unmilled 

Moderate Moderate Low Low Low 

6 Fixed vegetable fats & 
oils, crude, refined, fract. 

High Low Low Low Low 

7 Coffee and coffee 
substitutes 

High Moderate Low Low Low 

8 Oil seeds & oleaginous 
fruits (incl. flour, n.e.s.) 

Moderate Low Low Low Low 

9 Meat, edible meat offal, 
salted, dried; flours, meals 

Moderate Moderate Moderate Low Low 

10 Vegetable textile fibres, 
not spun; waste of them 

Low Low Low Moderate High 

11 Wood in chips or particles 
and wood waste 

Low Low Low Low High 

12 Animal or veg. oils & fats, 
processed, n.e.s.; mixt. 

High Low Low Low Low 

13 Paper and paperboard Moderate High Low Low Moderate 

14 Crude vegetable materials, 
n.e.s. 

Moderate Moderate Low Moderate Low 

15 Tobacco, manufactured High High Low Moderate Low 

16 Tea and mate High High Moderate Low Low 

17 Butter and other fats and 
oils derived from milk 

Moderate High Low Low Low 

18 Fish, fresh (live or dead), 
chilled or frozen 

Moderate Moderate Moderate Low Moderate 

19 Veneers, plywood, and 
other wood, worked, n.e.s. 

High Moderate Low Low Moderate 

20 Cereal preparations, flour 
of fruits or vegetables 

Moderate Moderate Moderate Moderate Low 

21 Natural rubber & similar 
gums, in primary forms 

Low Low Low Low High 
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As we can see from Table 3, Indonesia’s margarine and shortening industries are relatively 

facing a low competition with other ASEAN countries in China’s market. Its export value to China 

accounted for $25 million in 2005 and increased by $328 million in 2012 or grew 1200 percent in the 

past 7 years.  Several industries dealing with moderate or low competition with other ASEAN 

countries, such as Pulp and waste paper; Fuel wood (excluding wood waste) and wood charcoal; 

Wheat (including spelt) and meslin, unmilled; Oil seeds & oleaginous fruits (incl. flour, n. e. s.); Meat, 

edible meat offal, salted, dried; flours, meals; Crude vegetable materials, n. e. s.; Fish, fresh (live or 

dead), chilled or frozen; and Cereal preparations, flour of fruits or vegetables. 

High possibility of intense competition comes from Malaysia, Singapore and Thailand. 

Industries producing Cocoa; fixed vegetable fats & oils, crude, refined, fract.; coffee and coffee 

substitutes; animal or veg. oils & fats, processed, n. e. s.; mixt.; and veneers, plywood, and other 

wood, worked, n. e. s. facing a high competition with Malaysia. Industries producing paper and 

paperboard and also butter and other fats and oils derived from milk competing with Singapore.  

Industries which produce vegetable textile fibres, not spun; waste of them; wood in chips or particles 

and wood waste; and natural rubber & similar gums, in primary forms are facing high competition 

with Thailand in China’s market. And tobacco and tea industries are competing with both Malaysia 

and Singapore. In post-ACFTA, vegetable textile fibres, not spun; waste of them; wood in chips or 

particles and wood waste; animal or veg. oils & fats, processed, n. e. s.; mixt.; and natural rubber & 

similar gums, in primary forms accounted to have a higher value compared to Indonesia’s export for 

the similar group products. 

To see the overall changes on the comparative advantage of Indonesian agro-based products 

over the three period of ACFTA implementation, we conduct paired sample t-test. In this way, we 

want to see if the different of the average RCA number between two periods of time is statistically 

significant. The results consist of two pairs which are pair one, differences between pre-ACFTA and 

early harvest program, and pair two, differences between early harvest program and post-ACFTA. 

Table 4 shows that the changes of RCA after the early harvest program is statistically 

significant while after the post period of ACFTA the RCA did not change significantly.  From this test 

we could say that the effect of agreement on RCA has already emerged on the early harvest program 
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while in post-ACFTA there is no significant change in RCA. The effect could be seen in the 

improvement of Indonesia’s comparative advantage on agro-based products on average. 

Table 4. Paired Samples Test - RCA on Indonesia’s Agro-Based Product 

 Paired Differences t df Sig. (2-

tailed) Mean Std. Dev Std. Error 

Mean 

95% Confidence 

Interval of the 

Difference 

Lower Upper 

Pair 1 EHP - Pre .70003 .84784 .09251 .51603 .88402 7.567 83 .000 

Pair 2 Post -EHP .00424 .48299 .05270 -.10057 .10906 .081 83 .936 

 
 Table 5 shows changes of RCA in China during the three periods of ACFTA implementation. 

Unlike Indonesia, the changes in the overall RCA are negative means that there is a decline in China’s 

comparative advantage of agro-based products on average. Although there are negative changes, t-test 

shows that the differences in China’s RCA between three periods of the ACFTA did not show any 

significant differences in its means. The influence of the ACFTA on China’s revealed comparative 

advantage could be considered very small on the average RCA. 

Table 5. Paired Samples Test - RCA on China’s Agro-Based Product 

 Paired Differences t df Sig. (2-

tailed) Mean Std. Dev Std. Error 

Mean 

95% Confidence 

Interval of the 

Difference 

Lower Upper 

Pair 1 EHP - Pre -.01392 .69334 .07565 -.16438 .13655 -.184 83 .854 

Pair 2 Post -EHP -.10562 .62537 .06823 -.24133 .03010 -1.548 83 .125 

 
 To deepen the analysis, we try to examine the correlation between the export shares with 

RCA in each commodity. In this case, we want to know whether there is a correlation between the 

magnitudes of RCA with the export share of each product. We suggest that a high RCA will 

correspond with a high export share. To achieve the objectives, we use Spearman rank correlation.  

Firstly, we rank the export share of Indonesia to China on 3 digit SITC classifications and rank the 

RCA of Indonesia on 3 digit SITC classifications from the highest value to the lowest value. To see 
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the comparison between Indonesia and China, we do the same treatment in China by ranking the 

export share to Indonesia and ranking the China’s RCA. 

Table 6. Spearmann Rank Correlation Test 
Country Pre-ACFTA EHP Post-ACFTA 
Indonesia 0.383 

(0.001) 
0.567 

(0.000) 
-0.284 

(0.017)*) 
China 0.657 

(0.000) 
0.659 

(0.000) 
0.641 

(0.000) 
Note:    All correlations are significant at the 0.01 level (2-tailed), except *) 

               *) correlation is significant at the 0.05 level (2-tailed) 
 

 Table 6 shows the relationship of RCA and export share for Indonesia and China in three 

periods of ACFTA enforcement. Similar results are found for China and Indonesia where the 

relationship turned out to be positive and significant at the 0.001 level, except for Indonesia in post-

ACFTA which is negative and significant at 95 percent confidence level. China has a bigger 

correlation compared to Indonesia. This shows that China has a more efficient export than their 

partner, Indonesia. It is by exporting more on products which has a comparative advantage relative to 

Indonesia. 

In the EHP period, there is an increase correlation where Indonesia had a greater change 

compared to China. For Indonesia, this is a good pattern of trade to optimize benefit from the ACFTA.  

Negative correlation for Indonesia in post-ACFTA shows that Indonesia is exporting less on products 

where it has a comparative advantage and exporting more on products where it has comparative 

disadvantage.  This could be one of the reasons that cause a trade deficit with China after 2008.  

Export products which actually had a high RCA did not optimally utilized by increasing its export 

share to China.  
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III.  CHAPTER THREE – Conclusions and Recommendations 

 

III. 1. Conclusions 

Trade arrangement within the framework of ACFTA provides opportunities to increase 

Indonesia’s export on agro-based products.  The increase in export share of Indonesian agro-based 

products to China from year to year implies a growing importance of the Chinese market to Indonesia. 

Indonesia has been enjoying a surplus with China in agro-based trade and this surplus has grown. But 

in the other hand, the export intensity index shows that the exports of Indonesia to China’s market 

tend to be declining over the three periods of ACFTA in an average of ASEAN export to China.   

In general, trade among ASEAN-China has grew rapidly and China’s status as an export 

destination for Indonesia agro-based products will be further enhanced.  Based on the RCA, China 

will look forward to export more on labor-intensive goods such as textiles and Indonesia would be 

expected to export more on land-intensive goods such as palm oil, cocoa, coffee and its downstream 

products. 

Another setback accrues where Indonesia’s export patterns tend to be less compatible to 

China’s import over the three periods of ACFTA implementation. The complementarity index shows 

that the level of complementarity of Indonesian export is declining. The China’s figure seems to have 

an inverse trend to Indonesia. The level of China’s complementarity index in post–ACFTA was rising 

to nearly equal to the level of Indonesia in Pre-ACFTA. If the trend keeps going then it seems that 

Indonesia can’t utilize the ACFTA effectively. 

Despite the negative impacts that have been mentioned previously, at least there are several 

indications that Indonesia gained benefits from the trade arrangement. The sectorial Hirschmann 

index shows that Indonesia’s export of agro-based products become more concentrated on several 

sectors rather than exporting on a broad group of agro-based products.  This could be an indication of 

specialization in the production which is reflected in the export pattern.  

Although a high number of sectorial Hirschmann could also be interpreted as an indication of 

vulnerability to economic changes where there are only a small number of product markets, another 
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indicator reject the possibility. The RCA index during the three periods of ACFTA shows an 

emerging industries entering the competitions in ACFTA. In the early harvest program, about 21 

groups of products have high comparative advantage relative to other ACFTA countries, a large 

increase compared to the previous period. In the post-ACFTA, the number of products which has a 

comparative advantage maintained and most of the product groups are similar as in the early harvest 

program. The similarities of RCA composition between the early harvest program and post –ACFTA 

support the findings on a sectorial Hirschmann index where the rising concentration of export 

indicates the specialization of production and export to ACFTA, particularly to China’s market. 

The improvement also supported by several statistical tests. Using the t-test, we found that over 

time in general there is an improvement in the level of comparative advantage. And using the 

Spearmann rank correlation test, we also found that there is a positive and significant correlation 

between market share and RCA in the early harvest period.  In the post-period Spearmann correlations 

show a negative correlation which means that products with high comparative advantage are tend to 

have smaller export share in China’s market. 

III. 2. Recommendations 

To take advantage of the opportunity of the ACFTA arrangement, especially China’s market, it 

requires strategy to optimize the production which we have comparative advantage relative to other 

ACFTA members. The measurement approach to define the comparative advantage in this research 

might be far from perfect, but RCA could be useful for policy maker to make responsive measures 

related to trade policy. Creating production pattern and thus trade pattern which compatible with the 

needs of partner country import will result a best potential benefits from international trade.  

Products/commodities which has comparative advantage could be used by government to select 

sectors to be prioritized fro development.  Government support for industry will certainly affect the 

development of the domestic industry. By focusing on sectors that have high efficiency, the industry 

will promotes growth to the economy. However, as we already mentioned before RCA is an indirect 

measurement to identify sectors which has comparative advantage. The calculation could be affected 

by any distortion towards the trade patterns, e.g. subsidy from government or non-tariff barrier. 
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Therefore, the use of this research should be done with cautious, not to be geared for any bold 

intervention by the government, e.g. subsidy.   

Meanwhile, in accordance with the surge of Chinese product to the domestic market, Indonesia 

should utilize imports from China and also from other countries as it could provide options at a 

competitive price of intermediate products or products where Indonesia relatively have disadvantages 

and also provide good competitors for domestic producers to make Indonesian Industries more 

efficient and productive. Thus, the course of the ACFTA arrangement could intensify the welfare of 

the area. 
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APPENDIX A 

 

Reclassification of Industry from SITC Rev.3 
NO. INDUSTRY Standard International Trade Classification Rev. 3 

1 Agro Based 
Industry 

0 - Food and live animals;  
1 - Beverages and tobacco;  
2 - Crude materials, inedible, except fuels (not included, 232 - Synthetic 
rubber; reclaimed rubber; waste, parings and scrap of unhardened rubber; 
266 - Synthetic fibres suitable for spinning; 267 - Other man-made fibres 
suitable for spinning; waste of man-made fibres; 27 - Crude fertilizers, 
other than those of division 56, and crude minerals (excluding coal, 
petroleum and precious stones); 28 - Metalliferous ores and metal scrap);  
4 - Animal and vegetable oils, fats and waxes;  
61 - Leather, leather manufactures, n.e.s., and dressed furskins;  
62 - Rubber manufactures, n.e.s.;  
63 - Cork and wood manufactures (excluding furniture);  
64 - Paper, paperboard and articles of paper pulp, of paper or of 
paperboard;  
65 - Textile yarn, fabrics, made-up articles, n.e.s., and related products;  
8215 - Furniture, n.e.s., of wood 

2 Chemical and 
related 
industries 

266 - Synthetic fibres suitable for spinning;  
267 - Other man-made fibres suitable for spinning; waste of man-made 
fibres;  
5 - Chemicals and related products, n.e.s. 

3 Oil, gas and 
mineral 
resource 
based 
industry 

27 - Crude fertilizers, other than those of division 56, and crude minerals 
(excluding coal, petroleum and precious stones);  
28 - Metalliferous ores and metal scrap;  
3 - Mineral fuels, lubricants and related materials;  
66 - Non-metallic mineral manufactures, n.e.s.;  
67 - Iron and steel;  
68 - Non-ferrous metals;  
69 - Manufactures of metals, n.e.s. 

4 Machinery 7 - Machinery and transport equipment 
5 Miscellaneous 

and Other 
Industries 

8 - Miscellaneous manufactured articles (not included, 8215 - Furniture, 
n.e.s., of wood);  
9 - Commodities and transactions not classified elsewhere in the SITC 
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