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[bookmark: _Toc320957304]PrefaceThis draft background paper has been prepared for the government of Indonesia by Lynn Salinger and the Support for Economic Analysis Development in Indonesia (SEADI) Project, funded by USAID/Indonesia and implemented by Nathan Associates. It complements another discussion paper, prepared by Dr. C. Peter Timmer (2012a), that focuses on the changing role of rice in Indonesia’s food security. The food security scoping team held discussions in Jakarta with government and private sector representatives, as well as independent experts, February 9-25, 2012. Key points of both papers were presented, along with reflections shared by Dr. Thomas Reardon (Michigan State and Renmin Universities), at a seminar held at the Indonesian Ministry of Trade on February 17, 2012. The author is grateful to all who shared their time and insights with her while she was in Indonesia. 


[bookmark: _Toc320957305]IntroductionThe desire of Indonesia’s leaders to secure food supplies for the country’s people has been making headlines since the global rice market experienced convulsions in 2008. In early February 2012, political and agroindustrial leaders came together with the Indonesian Chamber of Commerce (KADIN) Food and Agriculture committee to reaffirm their commitment to Indonesia’s food security under the slogan “Feed Indonesia, Feed the World.” 
“Feed Indonesia, Feed the World” will be implemented through a three-pronged food security initiative. The Indonesian government’s international cooperation program and financing facility for food security, known by its Indonesian acronym KIKPI (and supported by the World Bank and possibly bilateral development partners), addresses three aspects of food security: 
Supply—revitalization of agriculture, from increasing yields to reducing postharvest losses throughout value chains; in 2012 the goal is an increase of 5–10 percent in paddy production over 2011 levels of just over 65 million metric tons of rough rice (Fadillah 2012);
Price volatility—development of early warning systems and other policy tools to mute the transmission of international price volatility to domestic markets; and
Safety nets—reinforcement of programs to protect Indonesia’s poor and vulnerable from shocks to the food economy. 
Donor financing will also be available to assist Indonesia with emergency food imports, if necessary. 
To define a strategy for food security, Indonesia needs to have a vision of the future of its food economy. In 2020, when average per capita income reaches $6,000 (compared with $2,500 in 2010) and the population approaches 280 million,[footnoteRef:1] what will Indonesians consume and from where will it be come? What conditions will characterize international food and agriculture markets in the face of strong economic growth in Brazil, Russia, India, and China (BRIC countries) and their rising demand for food? How will climate change, food price volatility, and domestic and foreign policy affect Indonesia’s food security? What can Indonesia do to secure food for its people in the face of these challenges? [1:  As posed to the food security consultancy team by Vice Minister of Trade Bayu Krishnamurti, February 10, 2012. ] 

Rice is the Indonesian agricultural policymakers’ primary focus because it makes up such a hefty share of the average Indonesian diet—almost half of all calories consumed (see Table 1), though its share in the Indonesian diet has declined slowly over the past 40 years (Timmer 2012a; Timmer 2012b). Government programs also subsidize fertilizer and credit for growing maize, sugar, soybeans, and beef, to encourage production of these commodities. 
The vision of where Indonesia’s food economy will be by 2020 should extend well beyond rice. By 2020 Indonesian consumers will spend a much smaller share of total expenditures on food. And of the total spent on food, a much greater share will be spent on a more varied and nutritious basket of foods. Consumers will probably buy food that has been produced, collected, processed, shipped, wholesaled, and retailed by a private food company. And imported feeds, food, and food ingredients will constitute a rising share of what Indonesians eat. 

[bookmark: _Toc320957306]The Evolving Indonesian Diet
[bookmark: _Ref316780797]Indonesia’s private food economy has blossomed in the past 30 years (Chowdhury et al. 2005), as Indonesian agriculture has shifted structurally—from exclusive production of cereals to more varied production of high-value commodities, such as estate crops, livestock, fisheries, horticulture, and floriculture. Economic forces are guiding these food sector dynamics. Historic and cross-country experience shows that with economic growth (such as Indonesia’s), agricultural productivity rises, fewer people are employed on farm, and labor is released into nonagricultural activities. Off-farm employment offers greater returns on labor, making labor on farm more costly and encouraging a shift to more capital-intensive agriculture. With the economy outside agriculture growing, the many nonagricultural uses for land—for cities, housing, factories, highways, golf courses—increase, and with the rising opportunity cost of land, farmers shift to cultivation of higher-value, non-grain foods on the land that remains in farm production. 
As people’s incomes rise, the composition of their food baskets evolves: from roots and tubers and basic grains such as sorghum, millet, and corn to rice and wheat-based bread and pasta that take less time to prepare; then to more diverse products that include oils and oil crops, sugar and other sweeteners, fruits, meats, seafood, and vegetables (Timmer 2012a, 2012b). The rise in demand for meats and seafood induces a rise in demand for corn and soybeans and other animal feed ingredients as well.[footnoteRef:2] These shifts, as Timmer has documented, are already underway in Asia, even in Indonesia and even for rice.  [2:  In some countries, the shift to a diet that is higher in fats, along with lifestyle changes that accompany growth, occurs so rapidly among higher-income and urban consumers that over nutrition and the health conditions associated with it (heart disease, diabetes) coexist with under nutrition and hunger (Popkin 2003). Dickey et al. (2010) argue that this is true in Indonesia today. ] 

These shifts require no government intervention; they occur as a logical outcome of economic growth. Programs that promote food other than rice in the media may have some, limited, impact on consumer tastes, but the real work of shifting Indonesians’ diets is taking place through structural economic transformation. 
Indonesia’s real per capita income more than quadrupled from 1970 to 2007—from $199 to $890 (in 2000 USD, WDI). With that, total calories consumed has risen 35 percent (Table 1), and Indonesians are eating less plant-based food and more animal-based food. Other shifts are evident as well—less rice and more wheat, less starchy tubers (especially cassava), and more oil crops and oils, and fruits, eggs, and vegetables. 
[bookmark: _Ref317802246][bookmark: _Toc320957313]Table 1
Indonesia’s Evolving Food Consumption, 1970–2007
	Food Item
	1970
	1990
	2007

	
	Kcal Per Capita Per Day
	Share (%)
	Kcal per Capita per Day
	Share (%)
	Kcal per Capita per Day
	Share (%)

	Plant-based foods
	1,826
	97.0
	2,245
	95.3
	2,378
	93.7

	Animal-based foods
	56
	3.0
	111
	4.7
	161
	6.3

	

	Cereals 
	1,198
	63.7
	1,564
	66.4
	1585
	62.5

	Milled rice 
	1,032
	54.8
	1,301
	55.2
	1238
	48.8

	Maize
	135
	7.2
	197
	8.4
	192
	7.6

	Wheat
	31
	1.6
	66
	2.8
	155
	6.1

	Vegetable oils
	88
	4.7
	164
	7.0
	218
	8.6

	Palm oil
	6
	0.3
	65
	2.8
	92
	3.6

	Soybean oil
	9
	0.5
	37
	1.6
	48
	1.9

	Palm kernel oil
	0
	0.0
	13
	0.6
	48
	1.9

	Coconut oil
	70
	3.7
	45
	1.9
	26
	1.0

	Starchy roots 
	256
	13.6
	161
	6.8
	153
	6.0

	Cassava
	178
	9.5
	125
	5.3
	122
	4.8

	Sweet potatoes
	41
	2.2
	24
	1.0
	18
	0.7

	Sugar and sweeteners
	116
	6.2
	138
	5.9
	142
	5.6

	Oil crops
	87
	4.6
	112
	4.8
	130
	5.1

	Coconuts, including copra
	39
	2.1
	47
	2.0
	62
	2.4

	Shelled groundnuts
	31
	1.6
	52
	2.2
	54
	2.1

	Soybeans
	17
	0.9
	12
	0.5
	13
	0.5

	Fruits
	38
	2.0
	40
	1.7
	82
	3.2

	Meat 
	23
	1.2
	52
	2.2
	60
	2.4

	Pork
	11
	0.6
	30
	1.3
	26
	1.0

	Poultry
	2
	0.1
	10
	0.4
	21
	0.8

	Beef and veal
	9
	0.5
	9
	0.4
	10
	0.4

	Fish and seafood
	21
	1.1
	31
	1.3
	49
	1.9

	Vegetables 
	18
	1.0
	20
	0.8
	33
	1.3

	Eggs 
	2
	0.1
	9
	0.4
	21
	0.8

	Milk, excluding butter 
	5
	0.3
	7
	0.3
	16
	0.6


Note: Columns do not sum to 100%, as not all food categories are shown.
Source: FAO, FAOSTAT, Food Balance Sheets
Indonesia’s per capita meat, egg, and seafood consumption in 2007 is still low, however, compared with that of neighboring Malaysia (Table 2). Per capita income is more than four times as high in Malaysia as in Indonesia, yet Malaysians consume fewer calories than Indonesians. Malaysians also consume a smaller share of their food as cereals, and the composition of cereals consumption is different, with Malaysians consuming far more wheat than Indonesians. Malaysians’ per capita consumption of edible oils, sweeteners, meat and fish, eggs, and milk is higher as well. 
[bookmark: _Ref317550017][bookmark: _Toc320957314]Table 2
Comparison of 2007 Food Baskets of Indonesia and Malaysia
	Food Item
	Indonesia
	Malaysia

	
	Kcal 
per Capita per Day
	Share (%)
	Kcal 
per Capita per Day
	Share (%)

	Vegetal products
	2,378
	93.7
	2,438
	83.4

	Animal products 
	161
	6.3
	485
	16.6

	
	
	
	
	

	Cereals
	1,585
	62.5
	1,346
	46.0

	Milled rice 
	1,238
	48.8
	755
	25.8

	Maize
	192
	7.6
	54
	1.8

	Wheat
	155
	6.1
	467
	16.0

	Barley
	0
	0.0
	3
	0.1

	Oats
	 
	 
	3
	0.1

	Cereals, other
	 
	 
	63
	2.2

	Vegetable oils
	218
	8.6
	338
	11.6

	Starchy roots
	153
	6.0
	64
	2.2

	Cassava
	122
	4.8
	41
	1.4

	Sweet potatoes
	18
	0.7
	1
	0.0

	Sugar and sweeteners
	142
	5.6
	395
	13.5

	Oil crops
	130
	5.1
	63
	2.2

	Coconuts, incl. copra
	62
	2.4
	37
	1.3

	Groundnuts (shelled)
	54
	2.1
	25
	0.9

	Soybeans
	13
	0.5
	0
	0.0

	Fruits 
	82
	3.2
	74
	2.5

	Meats
	60
	2.4
	236
	8.1

	Pork
	26
	1.0
	75
	2.6

	Poultry
	21
	0.8
	135
	4.6

	Beef and veal
	10
	0.4
	22
	0.8

	Fish and seafood
	49
	1.9
	90
	3.1

	Vegetables
	33
	1.3
	43
	1.5

	Eggs
	21
	0.8
	49
	1.7

	Milk, excluding butter
	16
	0.6
	79
	2.7


Note: Columns do not sum to 100%, as not all food categories are shown
Source: FAO, FAOSTAT, Food Balance Sheets
These comparisons give agribusiness companies in Indonesia a strong incentive to invest in preparation for increased consumption of these more income-elastic foods. 

[bookmark: _Toc320957307]Role of the Private Sector in Food Security 
In Indonesia’s economic master plan for 2011–2025 “agribusiness” is barely mentioned. The notions that the private sector is involved in value addition through processing of foods into higher-value food products, or that Indonesian farmers are progressively turning from the production of rice to the production of higher value horticulture, floriculture, and tree crops in response to more favorable market incentives, are not explored. 
Yet the private sector plays a crucial role in the supply of inputs, production, collection, processing, trade, and marketing of foods in Indonesia. And this role is evolving rapidly. In his February 17, 2012, presentation to a seminar on food security organized by SEADI and the Ministry of Trade, food value chain scholar Dr. Thomas Reardon highlighted the “double-revolution in food value chains” underway in Indonesia, as elsewhere in Asia, involving both significant churn and consolidation in the food industry as well as a quiet revolution that is transforming the way small farmers interact with food markets (Reardon 2012).
The supermarket revolutions—both the “modern” and the “quiet”— taking place in Indonesia and elsewhere in Asia have important implications for what farmers grow, how they grow it (what seed and agronomic practices are stipulated by buyers), when they harvest, and to what quality specifications they are expected to deliver to buyers (Reardon 2012). Of the final price of food paid by consumers, whether in a traditional wet market or a modern supermarket, 50 to 70 percent is derived from value added beyond the farm gate—that is, by private actors in the collection, processing, wholesale, and retail of foods. 
According to Reardon (2010), “Raising the efficiency of this end of the value chain is at least as important as raising farm yields.” As value chains become more integrated, costs are squeezed out, and food prices for consumers go down. Across Asia, modern retail outlets such as supermarkets are becoming the grocery shopping option of choice, even for poor consumers, because they offer lower prices, better quality, and greater choice (Minten and Reardon 2008). This trend holds true for the purchase of processed foods such as milled rice. 
Significant efficiencies in food value chains can be realized by the private sector’s investment in infrastructure, processing capacity, and sourcing and distribution. For example, postharvest losses by inefficient downstream value chain actors amount to 10–15 percent, on average, of farm production in Southeast Asia (Alavi et al. 2012). In rice, losses are incurred through inefficient harvesting, threshing, drying, milling, and storage. Reducing loss in the rice value chain in ASEAN by just 5 percent would yield more rice than the volumes imported into the region.[footnoteRef:3]  [3:  According to AFSIS (2010), 126 million metric tons of milled rice was produced in ASEAN in 2010, compared with 3.4 million metric tons imported by countries in the region, equivalent to 2.6 percent of 2010 production. ] 

Private agrifood companies are eager to invest in food production and post–farm gate value chains in Indonesia but are thwarted by an uncertain business environment. They see many agribusiness opportunities—in food estates for production of rain-fed rice, cassava, and maize; fish farming and animal husbandry (beef, poultry); feed grain production, needed with increased animal food consumption; and fish processing, rice milling and branding, and other processing industries—to take advantage of economies of scale that supermarkets make possible. But these companies face uncertainty in land and spatial planning, infrastructure and transportation, financing, technology and access to technology, and the business climate that makes responding to the government’s call for increased food production challenging. 
Of these uncertainties, Indonesian agrifood companies’ two most pressing concerns are land and infrastructure. Lack of access to land for estate farming, including aquaculture, is an issue. Resolution of this issue requires collaboration among national government agencies (including the Ministry of Forestry, Ministry of Agriculture, and the National Land Agency) and provincial and district officials. Private agribusiness leaders are calling for a “one map policy,” and for a consensus to be reached on an operational definition of what a forest is. The companies contend that too much land is classified as forest although the trees have long since been cut down. 
Road and port infrastructure is the second pressing concern of Indonesian agrifood companies. Poor roads and ports form the weak link in Indonesia’s food chain, to the point that importing food from Australia is often cheaper than growing it in Indonesia when Indonesia’s high transportation and logistics costs are taken into account. 
Food companies are exploring options to develop food estates in more distant regions of the country and contract farming-cum-community development packages to work directly with smallholder farmers. These packages would bundle technical services, marketing opportunities, and community development services to smallholder farmers to encourage higher production. 
Governments have fallen over poorly managed food security, so government attention to setting policy that will provide the framework for establishing food availability, access, and utilization is crucial. The economic context in which policy options are exercised, however, must be sound, or the government runs the risk of counterproductive or inconsequential decision-making. The food production system is affected by everything from natural resource endowments and weather to markets for land and rural labor, input and output prices faced by farmers, livelihood alternatives available to farmers, government agriculture and trade policies, consumer preference, and economic growth . 
Understanding how food value chains work today in Indonesia, which policy tools policymakers have at their disposal and how the policies affect food security, how to minimize food market risk while preserving domestic food market stability, how the international food governance system works, and how Indonesia can use international regimes to negotiate outcomes beneficial to Indonesians are each pragmatic elements of a strategic plan of action to achieve food security. Indonesia, a G20 country aspiring to upper-middle-income status and an ASEAN Member State committed to “conducive markets and trade” as through its commitment to the ASEAN Integrated Food Security Framework, seeks to strengthen its domestic food policy analytic capacity, while learning from regional and international food security best practices, to achieve this goal.

[bookmark: _Toc320957308]Role of Trade in Food Security 
Along with changes in the private sector’s role in ensuring food security, economic growth also brings about shifts in the degree of a country’s involvement in global food markets. Changes in food consumption preferences and in private agribusiness and the value chains in which they operate have implications for Indonesia’s interactions with world food markets. 
[bookmark: _Ref317802181][bookmark: _Toc320957315]Table 3
Food Trade (Imports plus Exports) and Agricultural GDP, within and outside ASEAN
	Country
	Per Capita Income (US$)
	Share of Agricultural GDP (%)

	
	
	1970
	1980
	1990
	2000
	2010

	Examples Within ASEAN

	Cambodia
	750
	Na
	Na
	Na
	14.6
	15.3

	Indonesia
	2,500
	8.5
	16.3
	17.9
	39.7
	34.1

	Philippines
	2,060
	30.2
	33.2
	29.7
	39.8
	41.7

	Viet Nam
	1,160
	Na
	Na
	Na
	58.6
	Na

	Thailand
	4,150
	24.0
	47.1
	77.7
	114.4
	88.4

	Malaysia
	7,760
	40.9
	57.3
	82.9
	112.0
	144.9

	Examples Outside ASEAN

	India
	1,330
	4.0
	5.7
	3.8
	7.3
	9.3

	China
	4,270
	Na
	Na
	12.9
	12.7
	18.1

	Brazil
	9,390
	39.1
	45.2
	28.9
	46.4
	59.5

	Japan
	41,850
	31.1
	48.1
	48.2
	61.3
	Na

	Russia
	9,900
	Na
	Na
	Na
	61.9
	67.7

	Peru
	4,700
	43.0
	Na
	58.2
	66.1
	79.4

	Korea
	19,890
	16.2
	33.8
	25.7
	42.5
	93.5

	Mexico
	8,890
	16.3
	33.3
	53.9
	68.3
	94.2

	United States
	47,390
	37.9
	77.7
	62.3
	92.8
	133.2

	Chile
	10,120
	34.2
	78.6
	84.5
	132.8
	240.4

	OECD
	35,075
	54.3
	94.3
	96.3
	134.2
	255.1

	European Union
	33,924
	81.1
	121.9
	130.0
	194.4
	379.9


Note: Per capita income is current 2010 GNI $; Food trade as share of agricultural GDP, author’s calculations
Source: World Bank, World Development Indicators, accessed February 2012
As the table shows, food trade (imports and exports) as a share of agricultural GDP increases as per capita income increases. As countries grow, their food economies tend to become more linked to global trade. This trend reflects two phenomena: increased export of higher value-added food products, both fresh and processed, and increased import of the same. Indonesia’s agricultural trade makes up 34.1 percent of agricultural GDP, but as the examples from countries in and outside ASEAN suggest, that share is likely to increase with economic growth. 
[bookmark: _Toc320957309]Advantages
Interacting with international markets for a share of food supply offers a number of advantages. As elaborated below, trade can be a critical part of a country’s food security strategy, facilitating the supply of a more diverse and nutritious diet, allowing the country to benefit from comparative advantage, providing a safety net in the face of volatile global weather conditions, and helping to stabilize domestic market supplies, and thus prices, to consumers. 
The list of the 15 most significant food imports (Table 4) shows that Indonesia accesses the world market to satisfy growing demand for a diversifying food basket. Wheat and wheat flour, soy and other feed ingredients, sugar, prepared foods, beef, and citrus figure prominently on the import side. Indonesia’s leading food companies process imported commodities for domestic consumption.[footnoteRef:4]  [4:  For example, Indonesia’s PT Indofood is the world’s largest instant-noodle manufacturer, according to a June 2011 Wall Street Journal article (Bellman 2011). ] 

[bookmark: _Ref317564221][bookmark: _Toc320957316]Table 4
Indonesia’s Top 15 Agrifood Imports and Exports, 2009(‘000 USD)
	Exports 
	US$ 000
	%
	Imports
	US$ 000
	%

	Palm oil
	1,0367,600
	48.9
	Wheat
	1,316,110
	14.8

	Natural rubber, dry
	3,231,160
	15.2
	Soy cake
	1,019,550
	11.5

	Palm kernel oil
	1,091,800
	5.2
	Cotton lint
	765,359
	8.6

	Cocoa beans
	1,087,490
	5.1
	Soybeans
	621,281
	7.0

	Coffee, green
	822,313
	3.9
	Refined sugar
	517,028
	5.8

	Coconut (copra) oil
	387,360
	1.8
	Feed supplements
	352,068
	4.0

	Fatty acids
	384,259
	1.8
	Prepared foods
	320,964
	3.6

	Cigarettes
	382666
	1.8
	Tobacco
	290,171
	3.3

	Prepared foods
	361,144
	1.7
	Skimmed milk powder
	238,330
	2.7

	Margarine
	264,208
	1.2
	Wheat flour
	223,286
	2.5

	Cocoa butter
	230,056
	1.1
	Beef  and veal
	182,241
	2.1

	Raw materials
	211,075
	1.0
	Citrus fruit
	166,835
	1.9

	Tobacco, raw
	172,629
	0.8
	Garlic
	166,372
	1.9

	Tea
	171,628
	0.8
	Whole milk powder
	153,435
	1.7

	Palm kernel cake
	143914
	0.7
	Groundnuts, shelled
	130821
	1.5

	Subtotal exports
	91.1
	Subtotal imports
	72.9


Source: FAO, FAOSTAT
Indonesia is expected to be the fourth-largest importer of wheat for 2011/2012, after Egypt, the European Union, and Brazil (USDA/FAS 2012). Indonesia also is an important importer of soybeans and soybean cake because, according to an Indonesian importer of soybeans, Indonesia cannot produce the quality of soybeans needed for domestic tofu and tempeh manufacturing. 
Indonesia’s food trade balance is overwhelmingly positive. With revenue gained from the export of palm oil, rubber, coffee, cocoa, and other products, the country more than affords the import of wheat, soybeans, sugar, and prepared foods (Figure 1). Even during the crisis periods of 1997/98 and 2007/08, the value of food exports exceeded the value of food imports. Some imported products are sourced broadly, while others are sourced from ASEAN-Plus-Three trade partners. For example, 30 percent of vegetables and 70 percent of fruit in Indonesian supermarkets come from Thailand and China (Reardon 2010). 
[bookmark: _Ref317564595][bookmark: _Toc320957320] (
Food Crisis of 2007/08
)Figure 1
Indonesia’s Food Trade Balance, 1970–2010
 (
Financial Crisis of 1997/98
)[image: ]
Source: Estimated from World Bank, World Development Indicators
One reason to facilitate trade is that it allows countries to realize economically optimal outcomes. Trade allows a country to benefit from comparative advantage—to sell in the international market what it produces most competitively, and with the foreign exchange earned, to buy what producers in other countries supply more efficiently. Comparative advantage is not static but evolves with the costs of land and labor, and with changes in productivity. So, too, Indonesia’s agricultural comparative advantage will shift as a result of these economic forces. The World Bank makes a distinction in its analysis of Indonesia’s growth prospects between “natural” and “created” comparative advantage—the latter being shaped by government policies and investment decisions (World Bank 2010). Investments in agricultural research, infrastructure, programs to attract foreign and domestic investment, and workforce development can shift comparative advantage by raising yields, reducing costs, and improving labor productivity. 
Comparative advantage is also a relative term. It is, for example, shaped by the level of a country’s wages, relative to wages in other countries. Thus, for example, rising wages in China mean that lower wage manufacturing platforms, such as Indonesia and other countries in Southeast Asia, will become relatively more attractive for labor-intensive manufacturing of basic consumer goods (apparel, footwear, luggage, sporting goods, etc.) as China’s labor supply becomes more productive and more expensive. Similarly, shifts in relative land prices may encourage shifts in agricultural production away from urban areas to less densely populated regions where less expensive land can be found for growing food. Exchange rates also help determine comparative advantage. Countries must beware of overvaluation of their currency, because an overvalued currency makes their exports less competitive in foreign markets.
[bookmark: _GoBack]Another reason to facilitate trade in food with foreign markets is climate change. The current literature on climate change and agriculture points to increased reliance on global food trade (Fischler 2009, Huang et al. 2011, Robertson 2012). As climates become increasingly erratic, temperatures will rise, evapo-transpiration will accelerate and become less dependable, and ocean salinity levels are expected to change as a result of melting ice caps. These changes will cause changes in yields of crop and aquaculture, and more frequent droughts and floods will make production more volatile. Countries will need to be open to trade and use world markets as a safety valve. Trade in food will become an increasingly significant part of countries’ coping strategies, allowing countries to maintain their food supplies through regional and global suppliers. 
Third, trade is also an important safety valve for managing domestic supply instability. Indonesia already uses trade to help stabilize rice prices, for instance. The government monitors local market prices, rice stocks, and rice balance sheets and makes recommendations to the Coordinating Ministry of Economic Affairs regarding rice import needs.[footnoteRef:5] Sudden increases in prices or decreases in reported stocks will trigger a recommendation to import. BULOG carries out imports of commodity rice on behalf of the government,[footnoteRef:6] managing stocks for the domestic rice subsidy program for the poor, Beras Miskin (or RASKIN), for emergency relief, and in rare instances for domestic market operations. Although sometimes referred to as an “early warning system,” this market monitoring program does not integrate warning system components found in other systems, such as nutritional surveillance data, livelihood data, or household food insecurity indicators.[footnoteRef:7] [5:  The Ministry of Trade monitors domestic market prices in 66 cities (about 200 markets) on a daily basis for rice, sugar, sweetened condensed milk, wheat flour, instant noodles, cooking oil, beef, chicken, eggs, soybeans, peanuts, green beans, chilies, shallots, dried anchovies, and sweet potatoes, among other products. BULOG reports on rice stocks. A new survey instrument is being developed to estimate rice stocks held by farm and nonfarm households as well as by mills and traders, in addition to BULOG. Rice balance sheet data are supplied by the Ministry of Agriculture. ]  [6:  Some rice types (perfumed, long grain) are imported into Indonesia by private traders. ]  [7:  See USAID’s Famine Early Warning System (www.fews.net), the FAO’s Global Information and Early Warning System (http://www.fao.org/giews/english/index.htm), the World Food Program’s Vulnerability Analysis and Mapping (http://www.wfp.org/food-security), the government of Indonesia’s RISKESDAS household health surveys (http://www.riskesdas.litbang.depkes.go.id/2010/), and USAID’s Food and Nutrition Technical Assistance Project’s Household Hunger Scale (http://www.fantaproject.org/publications/tn12.shtml) for more information. ] 

[bookmark: _Toc320957310]Risks
Indonesia’s concerns about the risks of increasing world market price volatility are understandable. The risks are real, making the reinvigoration of food policy analysis and policymaking capability in Indonesia all the more important. In addition to pressure resulting from climate change, as described above, global markets will continue to be influenced by structural demand shifts (including biofuel demand) and domestic food policy actions. 
Countries use a variety of border policies—tariffs, variable levies, domestic price bands, tariff-rate quotas with minimum market access, quantitative restrictions, nontariff barriers—to shield their domestic markets from international price volatility. Some countries used to define domestic price bands and impose variable levies or subsidies to ensure that the imported price of foods, adjusted for border costs, would not destabilize the domestic market. Variable levies are not compliant with WTO rules, but some countries still adjust their import tariffs in the face of high international prices in order to control the transmission of some or most of international price volatility to the domestic market. 
By aiming for a domestic price that is higher than world market equivalents, governments can absorb some or all of the international price volatility through their budgets (reducing their tariff revenues or increasing their budget outlays for subsidies, or both). For example, the price of medium rice in Indonesia, about 8,150 IDR per kilo in February 2012 ($900 per ton), compares with an FOB price of about $450 per ton for Vietnamese 5 percent broken rice (U.S. Department of Agriculture 2012). Given the structure of rice imports and import decision-making in Indonesia, this suggests that the control of the quantity of imports into Indonesia enables the domestic price to be maintained at a significantly higher level than CIF equivalents. In doing so, policymakers achieve domestic price stability, but stability translates into higher food prices for Indonesian consumers (though some receive rice rations through RASKIN), with possible nutritional consequences as well.[footnoteRef:8]  [8:  The rate of stunting (low height for age, generally caused by under nutrition) among children under the age of five in Indonesia is reported by UNICEF to be 37 percent. Among ASEAN nations only Lao PDR, with 48 percent, and Cambodia, with 40 percent, have higher rates. The rate is said to be 35 percent In Myanmar, 32 percent in Philippines, 31 percent in Viet Nam, 17 percent in Malaysia, 16 percent in Thailand, and 4 percent in Singapore. In comparison, China’s rate is 10 percent. See http://www.childinfo.org/undernutrition_challenge.html. A nutrition assessment prepared for USAID reported that donor and government interest in reducing stunting in Indonesia appeared to be coalescing (Dickey et al. 2010). ] 

Rising incomes in middle-income countries are leading to increased demand for food, especially for feed ingredients, as more people seek to consume meat. China, for example, imports most of its total soybean requirement and has also been building up its domestic stocks of soy (Abbott, Hurt, and Tyner 2011), putting upward pressure on oilseed markets. Abbott, Hurt, and Tyner (2011) also argue that the global demand for agricultural commodities is becoming increasingly price inelastic. 
In addition to climate change–induced volatility, structural shifts in global food markets have put strong upward pressure on food prices. Since the 2000s, biofuel mandates adopted by the United States and Europe have raised demand for grain and pushed prices higher. The U.S. Renewable Fuel Standard mandates that 15 billion gallons of corn-based ethanol be available for blending by 2015, while the European Union mandated a 10 percent biofuel share by 2020 (equivalent to 10.2 billion gallons of biodiesel and ethanol). Ethanol production in the United States has nearly reached the maximum mandated level, so although demand for corn for ethanol production probably will not decrease, neither will it continue to grow. Expiration of U.S. subsidies and tax credits for ethanol production on December 31, 2011 (Pear 2012), is thus expected to have little effect on U.S. demand for corn for ethanol production (Abbott, Hurt, and Tyner 2011). 
Food trade may be complicated by other countries’ domestic farm policies. The rice support program in Thailand, for example, establishes domestic purchase prices well above world parity, making exporting rice costly (Suwannakij 2011). India’s and Vietnam’s rice export bans and the Philippines’ panicked buying in 2008 (Dawe 2010) remind Indonesian policymakers of the importance of food trade policy coordination among countries. 
Maintaining coordinated, collaborative trade relations with partners in the region and beyond providing private agribusiness firms with transparent rules that ease their engagement with international food markets, facilitating movement of goods through ports and across borders, participating in trade facilitation programs such as the ASEAN Single Window,[footnoteRef:9] and strategically using nontariff measures such as product regulation and standards to protect animal and plant health and consumer safety (but not to thwart trade or protect domestic producers) will be necessary elements of Indonesia’s trade policy as it relates to its food security strategy. If instead food trade is constrained by lack of transparency, erratic participation in world markets (including unilateral export or import bans), difficulty in access to trade licenses and quotas, lack of mutual recognition agreements with trade partners for food inspection and quarantine procedures, limitations on port access, and the like, trade transaction costs will be higher, as will be food prices for consumers. These are among the issues raised by private agrifood companies during dialogue with ASEAN agricultural officials in 2010 and 2011.[footnoteRef:10] [9:  ASEAN heads of state have committed to the ASEAN Single Window—an electronic platform for the exchange of standard trade documents and data among ASEAN member states in 2005 and 2006. A pilot project to link seven ASEAN member states for the exchange of preferential certificates of origin and customs declarations is underway and should be completed by the end of 2012. A study to prepare a strategy for sustainability of the full-fledged ASW among all 10 ASEAN member states for the exchange of a potentially broader set of trade documentation is also underway. More information on the ASW is available at http://advanceiqc.com/category/advance/asw/. ]  [10:  See http://aseanfoodsecurity.asean.org/. ] 


[bookmark: _Toc320957311]Emerging Indonesian Food Policy Issues 
Attention to global food issues faded—not only in Indonesia, but around the globe—in the mid-1980s after the conclusion of the Uruguay Round, the signing of the Agreement on Agriculture, and the creation of the World Trade Organization. WTO members’ confidence in global trade was high, and stocks fell, as countries opened their markets to trade. 
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International Commodity Price Trends, 1970–Present
 (
$/metric ton
) Source: World Bank, Commodity Price Prospects, and U.S. Department of Agriculture outlook reports
As world food prices fell and remained low for a generation (Figure 2), universities and government officials turned their attention away from food security. Indonesian capacity for food policy analysis, developed since the 1970s through collaboration with international foundations and university partners, thinned. Yet with the upturn of world food prices in 2008, governments have again begun focusing on food security, and with that renewed focus comes a new interest in understanding what policy tools are available for preserving food security and the food baskets of the poorest and most vulnerable citizens.
A research agenda of private sector– and trade-related dimensions of food security in Indonesia could include the following topics (Timmer [2012a] suggests several others as well): 
Carry out value chain studies to understand the dynamics of integration and consolidation in collection, processing, branding, distribution, and retail to consumers in Indonesia. Rice is an obvious choice, given its sensitivity and the importance of understanding how the behavior of marketing agents, rice mills, and retail outlets are evolving. Other foods of strategic importance that would merit value-chain study are beef and poultry.[footnoteRef:11]  [11:  Beef is important because of its significance in food imports. A beef value-chain study was conducted by the USAID-supported AMARTA project in 2007 (Sullivan and Diwyanto 2007), and could be expanded and updated. Poultry is important because of the significance of soy cake, maize, and other feed ingredients in food imports. The U.S. Grains Council recently noted strong growth in Indonesia’s corn imports (U.S. Grains Council 2011). Imports of coarse grains by Indonesia, Malaysia, and Vietnam combined, are 50 percent greater in the past three years than China’s imports of these grains—18.5 million metric tons for the three Southeast Asian countries and 12.4 million metric tons for China (USDA 2012).] 

Improve understanding of non-rice food trade by developing databases on non-rice commodities and preparing business process analyses to identify the steps involved in food imports of private and public traders, as well as the government regulations, private standards, informal constraints, and time and costs that apply at each step. This could be undertaken in conjunction with the value-chain studies. 
Review best-practice examples from elsewhere in Asia and beyond for commercial legal and regulatory approaches to modern food retailing that balance competitive pressure between supermarkets and traditional wet markets. 
Conduct a survey of food price stabilization mechanisms used around the world, even those no longer WTO-compatible, to understand their impacts. 
Review best-practice early-warning systems to advise Indonesia on additional data that could be monitored to inform policymakers’ understanding of the impact of food market volatility on households and guide decision making about food imports. 
Review (and update) studies of the impacts of Indonesia’s free trade agreements with China, Japan, and Korea (through ASEAN) on Indonesia’s food economy. 
Assess the impact of nontariff measures on Indonesia’s food trade. 
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