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Indonesia – Value Added and Exports, Coconut and Products, 2010/2011
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Total 17.0

billion coconuts

estimated 21.0

MM MT,husked nuts

0.16

production 3.4

MM MT copra equivalent

direct use 37% 1.3

copra 45% 1.5 ► copra export 0.05

food industry 16% 0.5 dom. crush 1.45 ► CNO 0.95 ► CNO export 0.60

export 2% 0.1 CM 0.50 ► CM export 0.20

CSAC export 0.03

100% 3.4 CSC export 0.22

PRICES US$ / MT

direct use 37% 250

copra 45% -- ► copra export 950

food industry 16% 250 dom. crush -- ► CNO 1,350 ► CNO export 1,350

export 2% 250 CM 180 ► CM export 180

CSAC export 1,400

CSC export 300

MM US $

direct use 37% $1,941

copra 45% -- ► copra export $48

food industry 16% $839 dom. crush ► CNO $1,283 ► CNO export $810

export 2% $105 CM $90 ► CM export $36

CSAC export $35

CSC export $67

Total estimated value added, coconuts and derivatives

$4,407 million

CNO

coconut oil

CM

copra meal

CSAC

coconut shell activated carbon

Total est. value of exports, coconuts and derivatives

$1,100 million

CSC

coconut shell charcoal
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1. Introduction

P.T. Ikaindo Industri Karbonik Indonesia was established in Medan, North Sumatra, in 1986 to produce activated carbon products from coconut shell charcoal. Its first owners were unable to operate the company successfully, and it was acquired by its current owners in 1988.

Activated carbon is used in water purification and in a wide range of industrial processes. Coconut shell activated carbon (CSAC) is considered to be of the highest quality because its hardness provides for durability and its porosity provides high adsorptive capacity. High-quality CSAC commands the highest prices in the bulk activated carbon market, and a many specialized filters and other devices are made from it. Technical and quality standards for it are stringent and it is very difficult to sell any inferior product.

Activated Carbon in the Indonesian Coconut Industry
With close to 4 million hectares in production each, Indonesia and the Philippines are far and away the world´s largest producers of coconuts and coconut-based products. India, the third largest producer, has less than 2 million hectares of coconuts, while the whole of Africa is estimated to have only 650,000 hectares in production. Brazil, an agricultural powerhouse in its own right, has a mere 275,000 hectares of coconuts in production, which is equal to about 7 percent of Indonesian acreage. Indonesia alone has about one-third of the world’s acreage of coconut production. This is a huge resource, already responsible for large export and domestic sales of nuts and derived products, employment in otherwise impoverished areas, and the basis of new products with excellent export potential.

CSAC is one such product. Since 1987 it has been the principal product of PT Ikaindo. Activated carbon is used in liquid and gas filtration applications and as a catalyst in certain industrial processes. The biggest users of CSAC are municipal water purification plants, wastewater treatment plants, irrigation water filtration plants, and purified water and other beverage bottling plants. Activated carbon can be made from a variety of raw materials, the most widely available being coal. CSAC is preferred for many applications because its porosity and hardness make it more effective and durable than other types of activated carbon. CSAC has such high microporosity that an effective surface area of 1,500 m2 can be produced from just one gram of the powdery material. Adsorptive capacity is generally proportional to porosity and effective surface area. As a "green" product presumed to pose fewer risks to human health than coal-based products, coconut-based activated carbon is also preferred in many industry applications.

No one knows exactly where coconuts originated but fossils of the modern coconut plant up to 70 million years old have been found in India and Australia. It stands to reason that their presence in Indonesia is also of very long-standing and it is also a good bet that human beings have been making regular charcoal from coconut shells for cooking, smelting and making ceramics for about as long as there has been fire. 
Coconut shell charcoal is the raw material used in making CSAC and it is widely available as an artisanal and a light industrial product in all of Indonesia´s principal coconut-growing regions. As demand for coconut shell charcoal as raw material has grown, CSAC producers have set up buying stations and improved logistics in coconut-growing regions to the point that the production and sale of charcoal has become an important source of additional income for small growers and processors.

Charcoal and activated carbon from coconuts currently represent a relatively small proportion of total added-value generated from the production of coconuts, but this will change as water filtration needs keep pace with population growth and urbanization over the next couple of decades. The table below presents a  snapshot of coconut production and value added in Indonesia, including the contribution of activated carbon products for the 2010/2011 crop year.

The top panel of the table presents estimates of 2010/2011 physical production of coconuts and coconut-derived products from various industry and official sources. As indicated, roughly 17 billion nuts were produced in that year, which is approximately equivalent to 21 million metric tons of husked nuts, and to approximately 3.4 million metric tons, converted to copra equivalent. About 53 percent of production was consumed domestically as fresh coconuts by households and small business establishments, or as raw material for the domestic food industry. Only 2 percent of fresh nuts were exported while 45 percent or all but 50,000 MT were exported as copra, and approximately 1.45 million MT of national production was dedicated to the extraction of coconut oil. This process yielded about 950,000 tons of coconut oil (CNO) and about 500,000 tons of coconut meal (CM), some of which was exported and the remainder consumed domestically.

In that same year, other sources indicate that about 220,000 MT of coconut shell charcoal (CSC), and 25,000 MT of CSAC were exported (almost the total of domestic production). The middle panel gives approximate prices
 for each coconut product, and these are used to generate total value-added and value of exports estimates during that recent year, as shown in the bottom panel of the table.

Table 1-1

Indonesia, Value Added and Exports, Coconut and Products, 2010/2011

Sources:  Asian and Pacific Coconut Community (APCC), Cocommunity Newsletter, various issues; Coconut Development Authority of Sri Lanka (www.cda.lk; USDA Foreign Agricultural Service, GAIN Report; Indonesia Oilseeds and Products Annual, most recent years; UNCTAD INFOCOMM-COMMODITY PROFILE-COCONUT, 2009.

These data allow several observations. First, at about $4.5 billion total value-added, the coconut industry is a very large one in Indonesia. Second, the CSAC export business is very small in comparison, at $35 million accounting for less than 1 percent of value-added. Third, the relationship between recent export prices of activated carbon (approximately $1,400 per metric ton) and of the main raw material, coconut charcoal ($300 per metric ton), suggest the gross margins enjoyed by the industry, the opportunity to generate value for the domestic economy, and the profit potential for the activated carbon industry. Entering that industry, however, requires relatively large investments leading to high fixed costs. Production must then be significant before economies of scale realize the profit potential.

Finally, while the activated carbon industry must be prepared to compete with foreign buyers in the prices they offer to charcoal makers, coconut charcoal is abundant in Indonesia and should be sufficient to support a rapid expansion of the activated carbon industry for the foreseeable future. This will be especially true if government, industry, and farmers in Indonesia increase investment and production in the coconut sector. As discussed below, such investment is justified on the basis of opportunities presented by a growing market for activated carbon, by consumers’ growing appreciation of the health benefits of coconut oil, and by rapidly expanding markets for subproducts, ranging from coconut water to a variety of fiber products made from coconut husks. Ninety-eight percent of coconut production in Indonesia is by smallholders, many operating on land not suitable for other types of agricultural production. Coconuts appear, therefore, to provide a good opportunity for providing employment and a good livelihood for large numbers of rural Indonesians.

Indonesia in the Global Market for Activated Carbon
The major activated carbon products used worldwide are mainly manufactured from coal (lignite, sub-bituminous, bituminous and anthracite), coconut-shell charcoal and wood (hardwood, soft wood, and bamboo). Most carbons used in water filters are manufactured from coconut shell or coal. ... The reasons coconut-shell charcoal and coal (prices) have such a big impact is that the ratio of raw material to finished activated carbon product is close to 3:1.—Ken Schaeffer, The Activated Carbon Market 2012 Supply and Pricing Update,  Water Conditioning and Purification, June 2012
As alluded to above, the APCC reported Indonesian exports of 24,003 MT of CSAC in 2011, with a value estimated at $33.3 million, down about 3 percent from export volumes reported for 2010. In 2010, PT Ikaindo exported approximately $7.3 million and reported domestic sales of only about $260,000. Thus Ikaindo represents approximately 22 percent of Indonesian production and exports. Though still a relatively small company by international and Indonesian standards, PT Ikaindo maintains a leadership position among Indonesian manufacturers of coconut shell activated carbon.

Industry analysts estimate the global activated carbon market to be about $1.8 billion for 2011
 and predict sustained high rates of growth in the next few years, with global consumption going as high as $3 billion by 2016. Rates of growth in excess of 10 percent per annum (perhaps tempered by the impact of global recession on certain manufacturing industries) will be driven by China’s high rate of urbanization and its need to address air and water pollution problems aggressively, as well as the anticipated impact of new Mercury and Air Toxics Standards (MATS) put in place by the U.S. Environmental Protection Agency. These standards require drastic reductions in mercury emitted by coal-fired power plants, industrial boilers, cement kilns, and other sources. Activated carbon is considered the most economical and effective method for controlling these emissions, and very large amounts will be needed to capture mercury in flue gases. Accelerated demand over the next few years will most strongly affect powdered and granular forms of activated carbons, such as produced from coconut shell carbon in Indonesia.

With a $33 million (1.8 percent) share of a $1.8 billion market, Indonesia is well-positioned to benefit from rising demand for activated carbon products, and PT Ikaindo is prepared—thanks to its advanced technology, high quality standards, and the strong market relationships—to continue to lead the development of this  niche market.

2. The PT IKAINDO Story—How Did They Do It?

The original PT Ikaindo activated carbon processing plant in Medan, North Sumatra, was built in 1986 and was the first in Indonesia. The plant failed by 1988 because of poor technological design, inadequate quality control, and weak management. The present owners took over in that year and, under the leadership of President Director Michael Darwis Karim, initiated a painful process of redesign, reinvestment, learning, product development and marketing that only in 2006 resulted in sustainable profitability and growth. Several companies in Sri Lanka and the Philippines had entered the CSAC business by that time, using mainly British technology, and it was becoming clear that the industry offered profit opportunities for other large coconut-producing countries like Indonesia.

The five small, low-cost rotary kilns installed by the plant´s original builders proved unreliable, and defects in basic machinery affected product quality. Process designs were also so inefficient that it took 300 employees to run the plant, far more than the 130 employees who now run it. Understandably, the new owners and managers attempted a series of "quick fixes" that would solve problems inexpensively and piecemeal. But after two or three years they realized that the original kilns—the main process equipment used in the manufacture of activated carbon—simply had to be replaced. The search for new equipment led PT Ikaindo to Great Britain´s Sutcliffe Speakman Company. Through its subsidiaries, Sutcliffe Speakman Carbons Ltd. and Sutcliffe Speakman Engineering, the company was a leading manufacturer of activated carbon products and purveyor of specialized technology and equipment for the industry.

In 1996, after a one-year period of construction, a large rotary kiln designed for continuous operation was installed at the Medan plant. This cost more than $1 million, including ancillary equipment needed to operate the line. Fortunately, PT Ikaindo was also able to contract long-term technical assistance from Sutcliffe´s chief engineer, Mr. John Baxter, and production manager, Mr. Brian Guest, who then joined the company in 2002 to take charge of the technical supervision of plant installation and subsequent operations in Medan. Mr. Guest continues to manage the company´s manufacturing facilities and has contributed to the company´s success, not only through his plant management experience and skills, but also through his extensive technical and marketing contacts developed over decades of prior service with one of the industry´s global leaders in the UK.

With the installation of the new kiln, PT Ikaindo was on the path to profitability, though it faced more trials. To finance the purchase and installation of the kiln, Ikaindo had assumed a foreign currency debt large relative to its earnings at the time—and when the Asian financial crisis of 1998 hit, the company was hard-pressed to stay afloat. The Rupiah went from Rps. 2,500 to US$1.00 in mid-1997 when the crisis erupted in Thailand, to Rps.11,000 to US$1.00 in January, then to Rps. 14,000 to US$1.00 in June-July of 1998. In less than one year, the value of dollar-denominated debt owed by Indonesian companies went up by a factor of more than five and one-half times in Rupiah terms. 
Private bank failures were rampant, commercial bank credit dried up, and domestic interest rates reached nearly 100 percent per annum. Indonesian GDP contracted by about 13 percent in 1998, and food prices more than doubled. Street protests led to the resignation of President Suharto in late May, and the institution of a harsh IMF-sponsored structural reform program that continued until 2003. And, while stability was achieved in mid-1999, the nation´s currency had lost more than 60 percent of its value and years would pass before economic growth could be restored.

PT Ikaindo was temporarily not able to meet its financial obligations. The owners had to invest more capital and bank debts had to be restructured. The company had shown that it was able to sell a high-quality product and achieve profitability before the crisis hit, and this induced all parties, including the company´s lenders, to stand by the company rather than allow it to fail due to strictly external circumstances. Had creditors not been willing to restructure their loans, these would have been lost almost in their entirety, as would have all the investment and hard-won "know-how" of the company´s owners and managers.

The investments and the company’s marketing efforts started to pay off in 2000 when Ikaindo secured new sales contracts on the basis of its product quality and ability to meet customers’ stringent technical specifications. An important relationship was established with Calgon Carbon Corporation, a global technology leader and the world´s largest supplier of CSAC.  Calgon Carbon has provided strong motivation to PT Ikaindo, especially in bringing more sophisticated testing technology to the company, a key factor in its obtaining NSF and ISO 9001 certification for its IKASORB activated carbon products. These certifications are prerequisites for products used in the filtration and purification of water and other beverages for human consumption in the United States and Europe. The Ikaindo testing laboratory also makes it possible for the company to offer consistency in manufacturing more than 100 customized products for individual clients in many different countries and industries. Ikaindo individually tests each 500 kilogram bag of activated carbon that it exports on up to 10 technical parameters, and its ability to meet unique specifications is a strong competitive advantage.

A reputation for consistently high quality and a continuous presence at international trade fairs, such as the annual U.S. Water Technology Fair and Singapore´s Water Week, have allowed Ikaindo to continue expanding export sales to the United States, Great Britain, Germany, the Netherlands, Japan, and China. Ikaindo is in a strong competitive position in relation to low-cost suppliers such as from India, primarily because it can consistently supply a top quality product. Plans to expand sales in the United States and China are based on high-quality and diversification into higher-value niches such as acid-washed activated carbon for use in the food industry.

Despite encouraging sales, lack of access to financing for expansion slowed the growth of the company until 2004, when it was able to begin a new investment program and install a second high-capacity rotary kiln line in 2005 and then a third in 2006. With these expansions, the company achieved the economies of scale needed to become consistently profitable for the first time in 2006, after 17 years of many challenges and unrelenting effort. Export sales have grown consistently since then, from approximately Rps. 36 billion in 2007 to almost Rps. 65 billion in 2011.

In 2003, a sister company, Freeman Carbon Indonesia PT, began operating in Bandar Lampung in South Sumatra and has a current annual production capacity of 3,600 MT activated carbon. In 2010, PT Ikaindo Industri Karbonik Indonesia was granted the Indonesian Ministry of Trade´s coveted Primaniyarta Export Award as one of the Nation´s Best Export Performers in the Small and Medium Enterprise (SME) Exporter category.

Key Success Factors

· Early to recognize a market niche with potential for sustained growth and in which the company could establish a competitive advantage.
· Willingness to recognize and learn from mistakes.
· Willingness to recognize and act on the need for external technical support.
· Ability to maintain focus over the long-term despite initial setbacks and disruptive external events.
· Understanding of the need to meet the market on its own terms and on its own home ground; sustained participation in international trade shows and sustained investment in long-term relationships with buyers.
· Recognition that extraordinary customer service (e.g., willingness to formulate and produce a large variety of custom products) enhances competitiveness.
· Understanding of its own operating and business environment, and willingness to exert special effort to satisfy supplier´s needs, as in the case of its coconut shell charcoal suppliers.
· Ability to convert long-term investment in technology, know-how, expertise, reputation, and relationships through rapid expansion of production and sales once market position was consolidated in mid-2000s.
Who Helped? How?

· Most technology transfer and assistance came from business partners and the private market (e.g., Sutcliffe Speakman in the U.K., Calgon Carbon Corporation in the United States, Carbon Engineering Ltd. in the U.K., numerous informants found through regular participation in industry trade fairs around the world).
· PT Ikaindo reports that it received very little specific support from the Government of Indonesia. 

Major Mistakes Committed Along the Way

· When the new owners made their original investment, they lacked the technical knowledge necessary to properly evaluate the technology installed by the previous owners. Some problems were then wrongly attributed to deficient management instead of bad technology choices.
· New investors lacked sufficient knowledge and understanding of the market, especially the stringency of technical specifications and quality requirements.
· Borrowing in foreign currency on apparently favorable terms turned out to have been a near-fatal mistake.
· Insufficient attention at the beginning to developing long-term buying relationships with domestic suppliers of coconut shell charcoal.
4. Lessons 
For Other Indonesian SME Exporters

· When considering start-up or expansion, identify the most efficient technology and find the means to finance the sometimes higher cost of leading-edge technology.
· Explore export markets thoroughly before embarking on a new venture; participation in trade fairs is a must, especially at the early stages.
· Do not fear to embark on a venture that requires going directly into exports, even before gaining experience in the domestic market. Some markets, including those involving high-technology or specialized skills, hold real promise for SMEs willing to make the effort and may simply not be available in the domestic market.
· Recognize the value of expert guidance, especially at the beginning, and make sure that you are both willing and able to pay for it.
· Never stop developing your product line, so as to stay ahead of the inevitable competition and maintain or expand marketing margins.
· Quality, service, consistency and reliability are competitive factors that are often more important than price.
· Even as an SME, understand that you also depend on your suppliers. Work on developing sustainable and mutually beneficial relationships with both suppliers and external buyers.
· Never give up.
For Indonesian Government Agencies Interested in Expanding SME Exports

Lessons for Further Development of the Activated Carbon Industry

· Industry participants, including PT Ikaindo, are expressing concern over the long-term decline of coconut production in Indonesia. In some regions coconut production is being rapidly displaced by large-scale oil palm plantations. In addition to the threat this poses to the growth of the CSAC industry, low farm productivity is eroding the country´s position in other segments that are enjoying a resurgence in global demand and prices: coconut oil, virgin coconut oil, coconut water, coconut milk, desiccated coconut, and a range of fiber products.
· As in other important coconut-producing countries such as the Philippines, Sri Lanka, and India, the government can assist small growers by assuring their access to credit on competitive terms, helping to disseminate higher-yielding hybrid varieties, and providing technical assistance and knowledge. The government can also help to establish integrated coconut processing facilities able to achieve greater efficiency in producing a fuller range of products that can be extracted from the nut. Such facilities could be operated by grower-owned cooperatives or other business entities encouraged to provide opportunities for participation by small growers.
· Coconuts are a source of income and employment for millions of small growers in Indonesia, many of whom reside in relatively arid coastal regions whose soils are not well-suited to other types of agricultural production.
Lessons Applicable to Exporting SMEs in General

· SMEs can compete in niche markets that involve the production and export of goods and services. Government agencies should attempt to be responsive to the needs of companies seeking to penetrate “nontraditional” markets, especially Indonesian SMEs that demonstrate some competitive advantage in markets where the barriers to entry are not excessively high.
· Some domestic SMEs competing with imports would be well served by developing export competitiveness; such capability can protect domestic market share. 
· SMEs generate jobs and income in urban and rural areas the world over. The government can amplify this impact by helping SMEs organize themselves for a variety of goals: credit mobilization, technical assistance and input supply, processing, and marketing.
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� Estimates have been derived from data published by various sources. Small inconsistencies in the source data educe the accuracy of the estimates somewhat, but these are still roughly representative.


�All expressed in terms of US dollars per metric ton, copra equivalent, except for the price of coconuts themselves, which is in US dollars per metric ton of husked nuts. The value-added calculation for coconuts consumed or exported as such therefore requires prior reconversion of production estimates into MT of husked nuts.


�Such as Freedonia, Global Industry Analysts, Inc., Markets and Markets and other publishers of industry reports.





