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TPSA Interns Make a Case for
Services Trade in Indonesia
The important role of services in a country’s trade performance has largely been
overlooked. This is partly because countries have historically focused on the exports
of goods. But services play a bigger role than traditionally thought, particularly with the
rise of global value chains. However, Indonesia has not kept up with its peers in taking
advantage of the benefits from services exports.
Most modern economies are, in fact, service economies. According to data reported by the World
Bank, service-producing industries account for
over 70 per cent of the world’s GDP. Modern economies rely on both the direct role that services play
in creating jobs and economic growth, but also
on their role behind the scenes, adding value to
almost every segment of goods production.
Three interns from the Ministry of Trade of
Indonesia—Panji Nurindra and Indra Prahasta
from the Directorate General of International Trade
Negotiations (DGITN) and Bambang Sumarjono
from Trade Research and Development Agency
(TREDA)—spent two months researching the
important role that services and services trade play
in the Indonesian economy.

Indonesia’s Services Exports Have
Been Undervalued
The role services play in Indonesia’s exports has
been largely overlooked. This is because conventional trade statistics undervalue services exports
relative to goods exports for two reasons:
1. Goods exports are counted each time
they cross the border, even if only a small
amount of value was added. Because of the
fragmentation of global value chains, goods
cross borders more often than services.
2. The value of behind-the-scenes services
in goods production is not attributed as a

Left to right, Bambang Sumarjono, Panji Nurindra, and Indra
Prahasta.

services export, but rather as a goods export.
For example, the value of design, engineering,
or distribution activities are included in
the price of the good—and the full value
is counted as a goods export.
A better way to get a more accurate picture of
the true value of services exports is to use value-
added statistics. Value-added measures only the
additional value a country makes to an exported
good. It takes into account and separates the value
of the full range of activities that occur along the
production process rather than attributing all the
value to the final product.
Conventional data published by Indonesia’s
Ministry of Trade reveal that services made up
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10 per cent of the value of Indonesia’s total exports
in 2011. Services’ share of exports more than doubles—22 per cent—using the value-added measure
of trade published in a new database developed
by the Organisation for Economic Co-operation
and Development (OECD) and the World Trade
Organization (WTO), the Trade in Value-Added
(TiVA) database.

How Are Services Exported?

In Indonesia, wholesale and retail trade—an
“enabling service”—was the largest of the 15 services sectors reported in the TiVA database, with
over US$10 billion in export value in 2011, the most
recent year of TiVA data. Another enabling service—transport—ranked third. In second place was
tourist-related services. While high-value services
do not currently represent a significant portion of
Indonesia’s services exports, these services are
critical to move up the services value chain.

Services can be exported directly, embodied in
other services, or embodied in goods.
“It has been a privilege for the Center for
International Trade Cooperation Policy
to have had this research opportunity in
Ottawa. The results of the work produced
by the interns has highlighted how trade
restrictions in the services sector have
affected Indonesia’s international trade
performance. It was very informative to be
exposed to the value-added trade database
and to see the results of the analysis using
that database—in particular, the role that
services play in goods exports. The report
will be somewhat of a ‘wake up call’ for
all Indonesian stakeholders that must be
followed by further analysis to assess the
impact—both positive and negative—in each
industry. The analysis in this report will help
us make informed and evidence-based
recommendations and should be a basis
for future trade policy making.”

Direct: Direct services are services that are traded
as a stand-alone commodity and not as an intermediate input in either goods or other services.
Embodied in other services: Some services are
embodied in other services and are therefore consumed indirectly in a foreign market.
Embodied in goods: Some services play a role in
the production process of a good being produced
and are therefore embodied in that good.

Services Exported Directly
The value of Indonesia’s direct services exports
increased from US$8.6 billion in 2000 to
US$21.4 billion in 2011. Despite this increase, direct
services exports accounted for a smaller share of
Indonesia’s total exports in 2011 compared with
2000. In 2000, 38 per cent of the value of total
exports came from direct services exports. This
share fell to 33 per cent in 2011.

—IR. SRI NASTITI BUDIANTI, M.SI.
Head for Center for International Trade Cooperation
Policy, Indonesia Ministry of Trade

Services Embodied in
Goods Exports

Interns presenting research results at The Conference Board of
Canada on May 27, 2016.

Services also play a critical role in creating and
supporting goods along the production process
at every stage: development, processing, distribution, and sales/after sales. Most goods exports
could not take place if they were not supported by
service activities. It is not surprising, therefore, that
services are often called the “glue” that holds global
value chains together and allows them to operate
efficiently. Services can make goods more competitive and the firms that produce those goods more
profitable in several ways.
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In 2011, services embodied in goods accounted
for 14 per cent of Indonesia’s goods exports. This is
lower than the share in 2000 and much lower than
those of peer countries.
To better understand Indonesia’s performance
compared with its peers, the share of services
embodied in goods exports can be broken down
into two components:
1. The share of domestic services embodied
in goods exports.
2. The share of foreign services embodied in
goods exports along global supply chains.
Compared with its peers, Indonesia’s share of
domestic services embodied in its goods exports
is lower than all countries except Cambodia and
Vietnam. Only 9 per cent of the value-added of
Indonesia’s goods exports is supplied by Indonesia’s
service providers.
In addition, among its peers, Indonesia has by far
the smallest share of foreign services embodied in
goods exports—only 4.8 per cent.
Viewing the foreign share embodied in goods
exports as “bad” and the domestic share as “good”
has been shown to be outdated. Imported services
can help to improve a country’s export competitiveness. This conclusion is based on the theory of
global supply where a country imports those goods
or services for which it does not have a comparative advantage. Using the most efficient and cost-
effective services inputs, no matter where they are
located, makes good business sense. A recent joint
study by the OECD, WTO, and World Bank states
that global value chains are critical to improving
the competitiveness of developing countries.

Is High Restrictiveness to Blame for
Indonesia’s Poor Performance on
Services Exports?

The OECD publishes the FDI Regulatory
Restrictiveness Index for services in 59 countries.
In 2015, Indonesia’s FDI Regulatory Restrictiveness
Index in services overall was 0.466 point, the most
restrictive among the countries. Indonesia was
even more restrictive than the Philippines, China,
Myanmar, and Malaysia. The OECD also publishes restrictiveness indexes for eight services
sub-sectors:
distribution
transport
hotels and restaurants
media
telecommunications
financial services
business services
real estate
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In each of the eight service sub-sectors, Indonesia
was more restrictive than the 59-country average. This matters because studies show that FDI
in services improves productivity in manufacturing firms, suggesting the same impact in other
industries. Low FDI in Indonesia’s services sector
contributes to the small share of foreign services
content in Indonesia’s manufacturing exports, suggesting a lower degree of involvement in global
value chains.

Other Barriers That Affect
Indonesian Service Sectors
Besides investment barriers, Indonesia’s service
sector performance is also impeded by trade
barriers. The OECD recently released the Services
Trade Restrictiveness Index (STRI), providing a
comprehensive picture of services trade restrictions based on laws and regulations in existence
in 42 countries.
According to the data, Indonesia is again relatively
more restrictive compared with the average.

Indonesia’s low share of foreign services content in
its manufacturing exports may be an indicator of
a below-average participation level in global value
chains compared with peer countries. High barriers to foreign direct investment (FDI) in the service
sector may be one reason.

Sharing the Results
Before returning to Indonesia, on May 27 the three
interns presented the results of their research
to Conference Board researchers, as well as the
following officials from the Ministry of Trade of
Indonesia and the Embassy of Jakarta in Ottawa:
Sri Nastiti Budianti, Head for Center for
International Trade Cooperation Policy, TREDA

••

•3•

••Adi Nurjaman, Head for Program and
••
••

Cooperation Division, Secretariat of TREDA
Ninuk Rahayuningrum, Head for Center for
Domestic Trade Policy, TREDA
Christhophorus Barutu, Trade Attaché, Embassy
of the Republic of Indonesia in Ottawa

Participant Feedback
In a post-internship survey, all three interns
reported that their knowledge of the subject
increased significantly due to their participation in
the internship and that they are now better able
to undertake trade and investment analysis. They
noted that they expect to use the new skills/
knowledge to improve their own work and that of
their departments.

Conclusions
The internship was successful in improving the
capacity of ministry researchers to undertake
trade and investment analysis. The research findings produced by Panji Nurindra, Indra Prahasta,
and Bambang Sumarjono will be incorporated into
future TPSA activities.

About the TPSA Project
TPSA is a five-year C$12-million project funded by
the Government of Canada through Global Affairs
Canada. The project is executed by The Conference
Board of Canada, and the primary implementation partner is the Directorate General for National
Export Development, Ministry of Trade.
TPSA is designed to provide training, research, and
technical assistance to Indonesian government
agencies, the private sector—particularly small
and medium-sized enterprises (SMEs)—academics, and civil society organizations on trade-related
information, trade policy analysis, regulatory
reforms, and trade and investment promotion by
Canadian, Indonesian, and other experts from public and private organizations.
The overall objective of TPSA is to support higher
sustainable economic growth and reduce poverty in Indonesia through increased trade and
trade-
enabling investment between Indonesia
and Canada. TPSA is intended to increase sustainable and gender-responsive trade and investment
opportunities, particularly for Indonesian SMEs, and

Sri Nastiti Budianti and Glen Hodgson, Executive Vice-President
and Chief Economist of the Conference Board present the interns
with certificates of achievement after their final presentations.

to increase the use of trade and investment analysis by Indonesian stakeholders for expanded trade
and investment partnerships between Indonesia
and Canada.
The expected immediate outcomes of TPSA are:
improved trade and investment information
flows between Indonesia and Canada,
particularly for the private sector, SMEs, and
women entrepreneurs, including trade-related
environmental risks and opportunities;
enhanced private sector business links between
Indonesia and Canada, particularly for SMEs;
strengthened analytical skills and knowledge
of Indonesian stakeholders on how to increase
trade and investment between Indonesia
and Canada;
improved understanding of regulatory rules
and best practices for trade and investment.
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For further information, please contact the
Project Office in Jakarta, Indonesia:
Mr. Gregory A. Elms, Field Director
Canada–Indonesia Trade and Private Sector
Assistance (TPSA) Project
Canada Centre, World Trade Centre 5, 15th Floor
Jl. Jend. Sudirman Kav 29–31 Jakarta 12190,
Indonesia
Phone: +62-21-5296-0376, or 5296-0389
Fax: +62-21-5296-0385
E-mail: greg@tpsaproject.com
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