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| Executive Summary

Spotting Opportunity Where Others See Regulation

Indonesia is on the verge of becoming Southeast Asia's industrial anchor. With USD 256
billion in manufacturing output in 2023, the country contributes ca. 35% of ASEAN's
industrial output - while accounting for ca. 41% of the region's population and ca.
36% of ASEAN GDP, signaling further growth potential. Foreign manufacturers are in-
creasingly drawn to Indonesia's compelling mix of demographic and economic strength,
resource depth and assertive policy direction.

A central lever in this transformation is Indonesia's local content regulation TKDN, fol-
lowing the narrative that wrote the success stories of other East Asian industrial nations
in the second half of the 20th century. Initially suspected more as a compliance burden,
TKDN is now understood as a strategic market filter: it determines who can access public
tenders, benefit from incentives and embed themselves into Indonesia's long-term in-
dustrial growth.

This paper outlines how TKDN interacts with Indonesia's broader manufacturing strat-
egy - including cluster formation, sector-specific policies and infrastructure develop-
ment. It provides international firms with a clear view on how to align their localisation
efforts with a market that is rising not just in scale, but in complexity and regulatory ma-
turity.

Top 5 Takeaways for Global Industrial Firms

* Indonesia: ASEAN's industrial growth engine. Indonesia drives 35%+ of
ASEAN's industrial output while advancing toward becoming the world's 4th
largest consumer market by 2045 and capturing a top-three position in Asia's
EV market (ex-China) by 2030.

* TKDN as market access filter. TKDN regulations unlock critical market access
by determining which companies win public tenders, secure financial incen-
tives and establish long-term market positioning through meeting the 30-70%
local content thresholds.
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= Strategic industrial clusters forming. Indonesia builds specialised industrial
clusters from West Java (EVs, electronics) to Sulawesi (nickel, batteries), delib-
erately replicating China's proven development path from two decades ago.

= Early movers win. Hyundai and BYD seized early advantages and secured pref-
erential treatment while latecomers like Apple encountered market bans and
invested heavily in costly catch-up strategies.

= ASEAN-wide scale via Indonesia. Companies consolidating operations in In-
donesia leverage RCEP/AFTA trade benefits while fragmented regional ap-
proaches fail to capture both policy advantages and broader market access.
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1| Indonesia: An Emerging Global Manu-
facturing Powerhouse

Indonesia’s emergence as a global manufacturing hub is driven by a combination of
structural advantages and favourable geopolitical momentum as economic activity
shifts toward emerging markets and new regional alliances take shape. This external dy-
namic is reinforced by years of coordinated domestic reforms. The government’s focus
on building priority industrial hubs, combined with targeted incentives, is creating in-
creasingly competitive ecosystems. As a result, multinational companies are investing
not just in low-cost production, but in higher-value operations and broader value chain
integration within Indonesia.

Strategic Trajectory: From Underestimated Giant to Manufacturing Contender

Indonesia, the world’s fourth most populous nation and third largest democracy, com-
prises the largest global archipelago of over 17,000 islands. Located between the Indian
Ocean and the China Sea, it covers vital sea lanes in Southeast Asia.

Indonesia Key Figures (2024)
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Figure 1: Indonesia Key Figures (2024)
Source: BPS-Statistics Indonesia, Ministry of Investment Indonesia, World Bank

Southeast Asia’s only G-20 member represents more than a third of the region’s econ-
omy with 1.4 trillion USD (2024), being the world’s 8% largest economy.
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With the World Bank's forecasted GDP CAGR of 8% from 2024 to 2029, the country is set
to become the world's seven-largest economy by 2029, catching up to long established
powers China, USA, India, Japan and Germany (Figure 3).

GDP of ASEAN Countries (USD B) Global GDP (PPP-Based) Ranking (USD B)
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Figure 2: GDP of ASEAN countries (2000 — 2029F) Figure 3: Global & ASEAN-6 GDP ranking
Source: International Monetary Fund Forecast (in PPP terms), 2024 vs. 2029

Source: International Monetary Fund Forecast

This trajectory is driven by an increasingly strong manufacturing sector. In 2023, Indone-
sia ranked #10 globally in manufacturing value, contributing USD 256 billion - more
than one-third of ASEAN’s manufacturing output. This placed it far ahead of other key
ASEAN nations like Thailand, Vietnam and Malaysia.
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Figure 4: Indonesia’s manufacturing performance and vision toward 2045
Source: “Indonesia Emas 2045”, ARC Group Calculations based on World Bank data

Looking ahead, the Indonesian government has set a bold vision through its Golden In-
donesia 2045. By that year, marking the 100" anniversary of its independence, the coun-
try aspires for manufacturing to contribute 28% of the national GDP, with projections
suggesting the sector could reach a value exceeding USD 2 trillion. This ambition reflects
a concerted national effort to transition from commodity-based exports to a diversified,
value-driven industrial economy. This trajectory is underpinned by 3 key drivers:

«.4¢. Resource-to-Value Chain Transition: By banning raw mineral exports and
? mandating local content requirements, Indonesia is deliberately moving up
'0¥0" the value chain - from commodity-based exports to domestically processed
goods. This policy shift has accelerated the development of downstream manufacturing
and supporting industries, embedding industrialisation deeper into the national econ-
omy.

Strategic Liberalisation for Capital Inflow: VVarious initiatives and efforts to

ub attract foreign firms to establish local production sites. Notably, the 2021 re-

vision of Indonesia's new investment list expanded foreign ownership in var-

ious sectors, especially mining, to boost foreign direct investment, which opened the

opportunities for foreign players to join and bring more value and technologies to the
market.
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’i]‘mm-r[i‘ Infrastructure-led Industrial Enablement: Massive infrastructure pro-

TEE = grams - including the development of the new capital city Nusantara, the

"ﬂl Trans-Sumatra Toll Road and urban mass transit systems - are not merely
physical upgrades. They are strategic enablers designed to reduce logistical bottlenecks,
enhance connectivity and support the geographic spread of industrial activity across the
archipelago.

Furthermore, the country's massive manufacturing transformation is enabled by its ad-
vantages as an extensive market attracting global MNCs to enter, which is enabled by
three key structural advantages:

First, Indonesia is supported by a rapidly expanding domestic consumer base. With
more than 75 million individuals expected to enter the middle class by 2030, Indonesia
is poised to become the world’s fourth-largest consumer market, trailing only China, In-
dia and the U.S.

Second, the government is ramping up public expenditure - especially in infrastructure
- to sustain long-term industrial growth. By 2027, national government spending is ex-
pected to increase by 8% from 2024'. Much of this funding is earmarked for infrastruc-
ture development, opening opportunities across construction, technology and logistics
- critical enablers for manufacturing expansion and supply chain optimisation.

Finally, Indonesia's deep integration into global trade networks enhances its attractive-
ness as a trade hub where locally based businesses can export their products to key in-
ternational markets. The country currently has eight active free trade agreements (FTAS)
covering over 16 countries, with a ninth set to include Canada by 2026°. Moreover, Indo-
nesia is a signatory to both of the world'’s largest trade blocs - RCEP and ASEAN - offering
manufacturers preferential access to key markets across Asia-Pacific.

' Funding Indonesia’s Vision 2045 - World Bank
? Global Affairs Canada Website (www.international.gc.ca)
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Figure 5: Indonesia’s market growth enablers: Consumption, Public spending and Trade access

Together, these drivers - industrial momentum, domestic demand growth, fiscal support
and international connectivity - position Indonesia not just as a regional leader but as a
strategic manufacturing and trade hub in the evolving global economy.

Rising FDI Inflows and the Emergence of Strategic Industrial Clusters

Carried by these tailwinds and decade-long refined pro-industrial policies, Indonesia has
firmly positioned itself as ASEAN'’s second-largest FDI destination. It recorded growing
inflows in 10 out of the last 11 quarters - a testament to its post-COVID resilience and
growing relevance in global investment portfolios. In 2024 alone, Indonesia attracted
over USD 55.3 billion in FDI, the highest level in recent history.' This momentum is fueled
by global supply chain reallocation, as investment shifts away from China due to a mix
of structural factors - including rising labour costs, slower economic growth and the re-
newed escalation of global trade tensions.

However, it is important to contextualise these numbers. While Singapore remains the
largest recipient of FDI in ASEAN, it also acts as a regional intermediary. A substantial
portion of capital inflows into Singapore is eventually redirected into production-heavy
economies like Indonesia. As a result, Indonesia’s role in the regional industrial base is

' BPS - Statistics Indonesia. Numbers vary significantly across various sources, depending on detailed
scope, esp. as some sources include interprovincial investments.
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more significant than headline figures alone suggest - reflecting growing investor con-
fidence in its long-term competitiveness and capacity for industrial depth.

Strategic Investment Hotspots: Key Provincial Clusters

Indonesia’s industrialisation push is anchored in a handful of high-performing regional
clusters, each reflecting the government’s long-term industrial roadmap under the
Golden Indonesia 2045 vision. These zones are strategically positioned: West Java as the
powerhouse of advanced manufacturing; Central Java as a hub for labour-intensive ex-
ports; Central Sulawesi for mineral processing and EV input localisation; and Batam as a
tech and shipbuilding gateway linked to Singapore. This level of policy signalling pro-
vides foreign investors with a clearer blueprint for long-term alignment and scalable lo-
calisation.

=  West Java (Cikarang, Karawang, Purwakarta, Subang): A leading hub for au-
tomotive and electronics manufacturing, home to Bayer, Siemens, Hyundai,
BYD and Wuling, etc. Offers strong supplier networks, skilled vocational work-
force and proximity to major ports - making it ideal for advanced manufactur-
ing and vehicle assembly.

= Central Java (Batang, Kendal, Semarang): A cost-efficient base for labour-in-
tensive industries such as textiles, furniture and consumer goods with ASICS,
Nestlé, etc. Competitive wages and improving transport infrastructure position
it as a key export manufacturing zone.

= East Java (Gresik, Surabaya, Pasuruan): A diversified production base serving
the construction materials, agribusiness and textile sectors. Backed by mature
logistics and large industrial parks.

= Sulawesi (Morowali, Konawe, Bantaeng): A fast-emerging mineral processing
and refining cluster centred around nickel - strategic for the EV battery value
chain. Hosts major players like Eramet, Gotion and Vale.

= Batam (Riau Islands): Positioned as a trade-access hub near Singapore, Batam
leverages tax incentives and a strategic location to attract electronics, ship-
building and precision engineering investments (Apple Schneider, Infineon,
etc.)
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Figure 6: Key manufacturing clusters in Indonesia.
Source: JLL, ARC Group research based on company websites and media
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2 | Unique strengths drive Sector-Specific
Opportunities

Indonesia’s emergence as a manufacturing base is not accidental - it is the product of
deliberate policy direction, strategic resource management and regulatory alignment.
These three factors - resource depth, industrial policy coherence and local content reg-
ulation (TKDN) - are working in tandem to position Indonesia as the industrial heart of
ASEAN.

Together, they define Indonesia’s industrial value proposition, shaping where invest-
ment is channeled, how localisation is incentivised and which sectors offer the strongest
near-term opportunities for international manufacturers. This chapter unpacks each
driver, demonstrating how they interact to unlock concrete sectoral entry points.

Indonesia’s Raw Material Base as an Industrial Advantage

Indonesia’s resource base is one of the strongest in the world and a foundational pillar
of its industrial competitiveness. The country ranks among the global top three produc-
ers of nickel, palm oil, coal, rubber, geothermal and bauxite and holds significant reserves
of copper, tin and natural gas.

These domestic inputs offer a threefold cost and compliance advantage: They reduce
exposure to imported feedstocks and logistics constraints, enable higher TKDN scores
through local sourcing and support vertical integration and drive cluster formation.

Critically, the resource base is actively being leveraged into downstream value creation:

= Nickel and copper underpin EV battery production.
= Palm oil and rubber are essential in chemicals and autoparts.

= Coal and geothermal support energy-intensive industries like cement and
electronics.
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Figure 7: Key raw materials availability in Indonesia for 9 Promising manufacturing sub-industries
Sources: several, incl. Statista, Reuters, WSJ, Bloomberg, Trade Data, AP news, Modern Diplomacy.

For foreign manufacturers, this depth of raw materials translates into a tangible locali-
sation incentive - especially in sectors where TKDN compliance is required. It also facili-
tates smoother integration into sectoral clusters, further lowering operating friction and
improving eligibility for government incentives.

Industrial Policy: Laying the Groundwork for “Making Indonesia 4.0"

Indonesia’s transformation into an advanced industrial economy is underpinned by a
deliberate, multi-layered policy framework. Central to this is the Making Indonesia 4.0
agenda - launched in 2018 to reposition the country as a digitally enabled manufacturing
hub. This roadmap provides both strategic direction and operational clarity across four
key areas:

= Sectoral prioritisation: Strategic industries such as EVs, electronics, chemicals,
food processing and medical devices receive tailored support.

= |nvestment incentives: Measures such as import duty exemptions, R&D super-
deductions and simplified licensing encourage deeper localisation and long-
term capital deployment.

* Industry 4.0 enablement: Smart factory pilots, automation grants and digital-
isation programs drive productivity and technological upgrading.
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=  Workforce development: Public-private vocational training schemes aim to
close high-tech labour gaps and build future-ready talent.
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Figure 8: Key pillars in Indonesia’s economic policy

Importantly, this policy agenda does not only enable investment - it directs it. Foreign
manufacturers are drawn not only by incentives, but by the predictability, regulatory co-
herence and infrastructure readiness that characterise Indonesia’'s emerging industrial
zones.

The result is a more targeted, frictionless investment environment - aligned with na-
tional priorities and built for scale. For international firms, this marks a shift: Indonesia is
no longer just a low-cost production base, but a credible contender for high-value man-
ufacturing in Southeast Asia. This policy foundation also sets the stage for Indonesia’s
more assertive industrial instruments - such as its TKDN local content requirements -
explored in the following section.

TKDN: With its tightly managed economic opening, Indonesia is following the first-
wave Asian industrialisers

Indonesia’s Local Content Requirements (TKDN) represent the country's most powerful
industrial policy tool - designed not merely to protect local firms, but to actively reshape
how international companies participate in the national economy.

Rather than imposing blanket mandates, TKDN operates as a sector-specific policy filter,
rewarding companies that align early with Indonesia’s development goals. Thresholds
vary by industry - typically between 30% and 70%, with some cases (e.g., wind turbines)
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GROUP 2015 -2025

historically requiring up to 40-70% local share. These thresholds are directly embedded
into public tender eligibility, fiscal incentives and sectoral procurement rules.

This strategic logic mirrors industrial policy pathways seen in East Asia. In the 1990s and
2000s, China used local content mandates to build competitiveness in wind, solar and
telecom - often requiring 40-70% local content in priority sectors. Japan, Korea and Tai-
wan followed a similar trajectory: coupling early-stage protection with performance in-
centives and export discipline allowed to build domestic capabilities along key supply
chains, moving subsequently from less complex to higher value added activities, before
gradually liberalising once domestic capabilities matured.

Indonesia is now adapting that playbook to its context. Sectors deemed strategic - such
as EVs, healthcare and energy infrastructure - are steered toward national self-reliance
and deeper domestic participation. For companies with credible localisation strategies,
TKDN provides a clear route to procurement access, regulatory alignment and long-
term relevance.

Global Competitiveness

2018 - Now

Modernisation and Expansion ‘

« Recognizing the maturation of some of its

Temporary Protectionism ‘

1970s and 2000s

* In 1994, the Automotive Industrial Policy

required foreign carmakers to form a joint
venture (JV) to gain access to the Chinese
market.

« In the early 1990s - 2000s, China introduced

LCRs in the wind energy industry, stipulating
that wind turbines must contain a minimum
percentage of 40%, later raised to 70%

+ "Made in

2000s -2010s

= China's manufacturing sector had expanded

significantly, with improvements in
technology and production capabilities.

China 2025" program was
introduced to upgrade industries into high-
tech sectors, incl. robotics and aerospace
with  the domestic content of core
components and materials requirement at

domestic industries (e.g. automotive), China
has gradually loosened its restrictions on
foreign ownership and LCRs.
= By 2018, China announced that foreign
ownership limits on automakers
would be phased out over a S5-year
period.

40% by 2020 and 70% by 2025,

1950s and 2000s

+ Ist introduced from 1950s under Benteng

Program, which then turned into more
structured policy of National Car Program in
1996 for automotive LCR

2010s - Current

» In 2014, the Ministry of Industry issued

regulation 80/M-IND/PER/9/2014, imposing
local content requirements on motor
vehicles, machinery, and industries like
electricity, oil and gas, franchising, and
telecommunications

Moving Forward |

« With its vision to the Golden Indonesia 2045,'

Indonesia is expected to phase outl
protectionism as the economy has achieved |
its goal of becoming one of the high-income
nations in the world. |

Figure 9: Parallels between China's & Indonesia's economic development

What sets Indonesia apart from regional peers such as Vietnam or Thailand is this policy
sharpness. The country does not merely encourage local production - it mandates local
content requirements in high-growth sectors.

As a result, consolidating ASEAN operations in Indonesia is emerging as a preferred strat-
egy. It allows firms to comply with TKDN, access incentives and build region-wide scale

' Joe Studwell provides extensive background in his book ‘How Asia Works'.
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leveraging e.g. ASEAN and RCEP free trade agreements - while duplicating investments
across non-TKDN markets like Vietnam may forgo those policy-driven advantages, par-
ticularly as TKDN becomes a prerequisite for participating in the country’s long-term in-
dustrial opportunity.

Unique Trade Policy: TKDN makes Indonesia a strategic choice in ASEAN Further regulatory angles need to be considered:
P e -
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Figure 10: TKDN-related strategic considerations for MNCs entering Indonesia

More than a protectionist tool, TKDN is a strategic industrial lever: a selective filter for
market participation that not only guides how, where and by whom value is created
within Indonesia’s borders - but also provides a graduated shield for Indonesian compa-
nies, offering protection in proportion to their stage of international competitiveness.

Sector spotlight: Industrial goods segments positioned to benefit

With raw materials, policy and localisation mechanisms working in tandem, Indonesia is
emerging as a magnet for B2B industrial investment. The interaction of these three pil-
lars defines nine sectors that in our view stand to benefit most, which we introduce in
Figure 11: B2B Industrial Goods: Rapidly expanding ecosystem across the industrial value
chain. Specifically, we profile below five strategic segments where market demand, pol-
icy visibility and localisation feasibility align - offering compelling entry points for multi-
national manufacturers:

EVs & Automotive Components: The country is targeting 140 GWh of EV bat-
tery production by 2030 - approximately 4-9% of global capacity. By the same
year, the aim is to have 2 million electric cars and 12 million electric two-wheel-
ers on the road. Drawn by local content incentives and access to raw materials
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like nickel, global players are already investing across the value chain into what
will be one of Asia’s top 3 EV markets by 2030 outside of China.

Environmental Technologies & Waste Management: Projected to reach USD
12.45 billion by 2029, the waste management market is expanding due to urban
growth, tightening regulations and ESG expectations. This growth presents op-
portunities in waste-to-energy, recycling and water treatment systemes, partic-
ularly when foreign technology is integrated with local execution.

e Electric Vehicles (EV) &

I4W Environm.Technologies & W aste Industrial Chemicals and Raw
Automotive Components CJ Management Materials

« EV target: 20% adoption by 2025 : « Waste-to-energy projects expanding » Automotive, electronics, heavy industry m
« World's largest nickel reserves for batteries 5

« Urbanisation from 56% (2020) to 70% (‘50)

« Industry 4.0 boosts chemical processing RUDOLF

. . L . . GROUP

« Local manufacturing: Tax breaks, import « Opportunities: recycling, water treatment Eizsllal « TKDN favors local production —
o

duty exemptions, and fast-track permits R [=IE2

Z Renewable_ Eneraviendicieen ﬂg Construction and Building Materials w, Electrical and Electronic Equipment
Technologies d
« Aiming for 31% of energy produced by ~enr « $450B infra projects (incl. new capital) AN « Fast Electronics growth (10% CAGR)
T | | T T P T TR RAREET i e
renewables by 2050 (current ~12%) cne « High green building materials demand Qe » High demand in auto, manufacturing,
. . nel h . I it
« JVs on solar, wind, geothermal projects « Govt incentives for local/foreign investors - consumer tech
« Push for IPPs & Public-Private-Partneships BEMEN: e Lo « Proximity to raw materials: copper, tin W;gu
G Medical Devices and Healthcare Pas) Manufacturing Equipment and - Logistics and Material Handling
Equipment A Machinery @ Equipment
« Rapid Healthcare market catch-up e « Industry 4.0 drives automation demand §IEMENS * E-comm fuels demand for automation
. ronic . . L
« Increased local content requlre‘ments ﬁﬁﬁﬁﬁﬁﬁ ) « Expanding a.utomotlve and electronics [ * Massive mfrgstructure upgrades S
(up to 60%) promote partnerships Healthingers - sectors require advanced machinery « Port expansions and SEZs create
« 100% foreign ownership allowed since 21 PHILIPS + Industrial modernization & smart factories A regional logistics hubs [EIGARGOTEG

Figure 11: B2B Industrial Goods: Rapidly expanding ecosystem across the industrial value chain

Chemicals & Raw Materials: Proximity to feedstocks like palm oil, rubber and
coal provides a cost advantage for upstream processing. For instance, BASF
and Eramet are investing USD 2.6 billion in a plant in Halmahera to produce
nickel and cobalt for EV batteries, effectively localising industrial chemical pro-
duction.

Renewable Energy: The energy transition is accelerating, driven by goals for
energy security and local content alongside climate commitments. Power gen-
eration from renewables is expected to more than double from 47.9 TWh in
2023 to 116.6 TWh by 2032. Independent Power Producers (IPPs) are expanding
in geothermal, solar and wind sectors, supported by favorable procurement
frameworks and TKDN-linked incentives.

Construction & Building Materials: Public infrastructure spending accounts
for 2.4% of GDP, surpassing the ASEAN average of 1.8%, which highlights a
strong commitment to development. Projects such as the construction of the
new capital and upgrades to logistics networks are increasing demand for
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locally produced cement, steel, prefabricated components and engineering
services, especially in initiatives linked to TKDN procurement.

Government incentives for sector collaboration are fostering the gradual, step-by-
step advancement of local firms across the value chain

Across these segments, international companies - particularly from Europe, Korea and
China - are increasingly localising parts of their value chains. Western firms tend to con-
centrate on high-tech subsegments, often entering through joint ventures or strategic
partnerships. Korean and Chinese players, by contrast, frequently lead in volume-driven
industrial plays, where lower product complexity facilitates more direct modes of market
entry.

Common approaches include joint ventures, component reassembly and fully inte-
grated facilities. The trend is consistent: firms that engage early with localisation require-
ments tend to be better positioned in public procurement, gain regulatory goodwill and
establish long-term advantages in policy-aligned sectors.

For instance, Hyundai's investment in its USD 1.55 billion EV plant in West Java not only
met Indonesia’s local content (TKDN) targets but also secured strong support from the
government, including EV ecosystem incentives and favorable procurement conditions.
By localising battery assembly and partnering with local firms, Hyundai achieved early-
mover status in Indonesia’'s EV sector - a position that competitors are now racing to
catch up with. In turn, it provided local actors with demand for high quality parts and
services. This reflects a broader pattern: strategic localisation is no longer optional - it's a
key lever for market access and competitive differentiation in Indonesia’s industrial fu-
ture.
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3 | Decoding TKDN: Strategic Intent and
Mechanism

As not last the case of Hyundai has shown, building on Indonesia’s broader industrial
transformation, TKDN acts as the regulatory backbone to incentivise international firms
to participate in the country’'s growth trajectory.

This chapter unpacks the intent, calculation mechanisms and enforcement logic of In-
donesia’s TKDN policy - explaining how it shapes market access, incentivises localisation
and creates strategic implications for companies in priority sectors. Key case applications
are analysed in Chapter 4.

From Vision to Policy: TKDN as a Strategic Industrial Lever

Indonesia’s Tingkat Komponen Dalam Negeri (TKDN), or Local Content Requirement
(LCR) policy is a long-standing localisation framework designed to shape how interna-
tional firms engage with its economy. First introduced in the 1970s and broadened sev-
eral years after the Asian Financial Crisis in 1997/98, the policy has evolved from sectoral
mandates into a national tool for industrial development.

In its current form, TKDN serves a dual purpose:

= As a strategic development tool, it incentivises international firms to invest in
local production capabilities and contribute to the country’'s industrial ecosys-
tem.

= Asa market accessfilter, it favours firms that align with national industrial goals
and rewards them with priority access to tenders, incentives and preferential
treatment.

This dual role reflects Indonesia’s wider industrial vision under the “Making Indonesia
4.0" and “Golden Indonesia 2045" roadmaps. TKDN is the mechanism that links this am-
bition to execution - providing clarity on participation terms, incentivising localisation
and strengthening domestic supply chains.

While some industries face strict thresholds - e.g. 80% minimum local content required
for medical devices and between typically 30 and 70% for various forms of power
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equipment - the broader trend is clear: compliance is being gradually tightened, not just
to protect local firms, but to structure foreign investment in line with national objectives.

For firms seeking sustained presence in Indonesia, TKDN is not an optional hurdle. It is a
strategic blueprint that determines how value is created, captured and rewarded in one
of ASEAN’s most ambitious industrial economies. The most recently established thresh-
olds (2023-2024) signhal a consistent, long-term direction of increasing localisation de-
mands.

1950s - 1998 2000s - Present Since 2023/2024
Early Adoption Modernisation & Expansion Acceleration

The 1974 regulations mandated local TKDN was reintroduced, covering Expansion across numerous sectors
content in vehicles, boosting domestic healthcare, renewable energy, reaffirms commitment to strengthen
manufacturing while driving technology, supporting *Making local industries and highlighting long-
production costs in four-wheelers. Indonesia 4.0" priorities like the EV term ambition and growing confidence

supply chain and renewables. as a developing industrial power.

2012 2015 2023 2024
Policy Reversal E{gctr|C|!y Telecomn"q Construction Renewable Energy
. | ———— Initial TKDN  Draft regulation TKDN set for TKDN thresholds relaxed to
The Asian Financial Crisis led to thresholds for LTE construction boost investment.
relaxed TKDN rules to attract introduced  equipment (20% works, consultancy, : :
d " Manufacturing & Services
FDI. Import dependency grew, forvarious  TKDN), increased and intggrated Mol adjusted caglculations to
localindustrial growth slowed. components  to 30% in 2017 projects better fit industrial subsectors
1998 - 2000s Current TKDN ranges Agriculh'tools Powe.r I:Ied'ical =(‘.)il.& Gas . Nalio'n'al =Elef:trical .
of key industries: & machinery 9 qL El i
43% 30-70% 60% 24-40% 40% 17-65%

Figure 12: Timeline of TKDN implementation

How TKDN Operates: Calculation Logic and Certification

1. Calculation of the domestic value added

Calculating the local content % (TKDN) involves quantifying the share of domestic value
embedded in goods and services sold in Indonesia. This includes locally procured mate-
rials, components, labor, R&D and production processes. Depending on the product cat-
egory, the Ministry of Industry or other sectoral regulators apply one of three main cal-
culation models (refer Figure 13: TKDN | Local content calculation approaches).

Dedicated investments in local R&D or manufacturing capabilities can also count toward
TKDN scores, though subject to sectoral approval. The R&D plant proposed by Apple to
lift local content share could be an example if eventually approved.
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Local Content Calculation

¥ Local Content Level Requirement (Tingkot Komponen Dalam Negeri - TKDN) is the
percentage of the domestic component in goods, services, and the mix of goods and
services. The calculation of Local Content Level Requirement is described as follows:

Local Production Costs

TKDN% = — talProduction Costs

* Three primary calculation models toc accommodate differences in production structure
ACrOSs SECLOrs:

i Material- Labor-Based combined
based Calculati comane
calculation alculation \- Calculation

Focuses on the percentage
of local raw materials used
inthe product

Example: Steel sourced
from local suppliers versus
imported steel

Measures the proportion of
local labor inwvohlved in
production

Example: Local workers and
experts employed wersus
foreign warkers and experts

Incarporates  material  and
labor aspects to determine a
camprehensive TRDN value

Example: Input of local
materials and local labor
would  yield a combined
TKDMN score

Figure 13: TKDN | Local content calculation approaches

2. Certification process
Certification is obtained via the e-TKDN platform and involves (refer Figure 14):

1. Document preparation and Bill Of Materials (BOM) disclosure
2. Online submission via e-TKDN

3. Application review and audit by the Ministry of Industry or other designated bod-

les

4. Issuance of TKDN certificate

TKDN Approval Requires Compliance with Numerous Regulations

Obtaining TKDN certification brings applicants various advantages, incl. a higher competitiveness for
government procurement processes.

Application to be TKDN certificate issued

electronically submitted Application upon successful

Document via &-TKDN bl Review by o
- platform. . s verification.
Preparation N:Ir:str: of
ndustry

Issuance of TKDN
Certificate

Submission via Review of relevant

e-TKDN System

Including company

disclosure & reasons for

information and a brief of

the products or services to omissions (if any) from

be certified - Universal Standards
- Sector Standards

- Topic Standards

Figure 14: TKDN approval process
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The timeline to obtain the TKDN certificate ranges typically from 3 to 12 months depend-
ing on sector and documentation readiness. Delays are frequently caused by regulatory
ambiguity, changing standards or missing data. Firms can mitigate risk by engaging
with local advisors and verifying their Bill Of Materials (BOM) assumptions in early pilot

runs.
Timeline Challenges Typical Mitigations Required
What does 3 to 12 months, depending on Certification bottlenecks and Intensive search for partner able to meet
this mean in sector, level of documentation, changing requirements can extend international standards, identifying
Praxis? and government processing timelines, especially for high-tech responsible stakeholders, adaptation of
speed. or regulated industries. product or production.

Figure 15: TKDN approval timeline

Regulatory Fragmentation: Navigating a Multi-Ministerial Landscape

Beyond mastering the technical aspects of TKDN calculation and certification, compa-
nies must also navigate a complex institutional environment. TKDN is not overseen by a
single authority - it is administered across multiple ministries, each applying its own
methodology, documentation requirements and approval logic.

Multi-Ministerial Oversight Table 1: Calculation - differences by ministry
Calculation by Ministry: Key Differences

While the Ministry of Industry (Mol) governs

most manufacturing-related categories, regulating Ministry Calculation Focus
Other ministries enforce TKDN require— Industry lag Assesses local content in materials,
. . . . components, assembly, labor, and R&D
ments in their respective domains, key ex-
. . Energy & Mineral %iif Locally sourced equipment, services,
amples are dep|cted N Table ] Resources engineering. Weightage differs by
energy source.
Health, Medical devices , Raw materials, local production
& Pharmaceuticals processes, packaging, clinical trials
Each body applies different calculation
Communication & = Hardware manufacturing, Software
models (material_, |abou r- or Service_based) Informatics development, Network deployment
and certification pathways’ which can lead Transportation @ Locally made components, Assembly,
Engineering services
to procedural inconsistencies even for simi-
Public Works & ﬁ. Locally sourced materials (cement,
|ar prod ucts_ Housing steel, labor, and construction services)

Non-exhaustive list, several other public bodies are involved in the process

Methodological Divergence

Each regulator determines its own weighting logic for local value. For instance:

=  Kominfo may prioritise software development and device testing.
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= ESDM places greater emphasis on engineering services and domestically
sourced components.

This variation affects how companies structure their Bill of Materials (BoM) and plan lo-
calisation milestones.

Strategic Navigation of Certification

Successfully navigating this fragmented landscape requires a sequenced and strategic
approach, ideally involving:

1. A mapping of product lines to relevant ministries to understand the applicable
TKDN logic early in the market entry process,

2. Sequenced certifications, starting with pilot SKUs under more predictable minis-
tries and

3. Deliberately designed localisation plans to align with ministries that offer faster
certification, clearer documentation standards, or stronger incentive linkages.
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4 | Navigating TKDN: Strategic Pathways
and Compliance

With the opportunities in Indonesia localised more specifically and the TKDN logic and
institutional landscape clarified, we turn from analysis to application. This chapter equips
firms to translate the policy into viable entry strategies - mapping five common localisa-
tion models and outlining key steps to secure TKDN certification. Whether pursuing joint
ventures or full in-country production, firms must navigate this framework strategically
to unlock market access, policy incentives and long-term positioning.

Strategic Entry Pathways: Matching Models to Localisation Needs

Table 2: Successful case studies for global firms’ pathways through Indonesia’s TKDN landscape

Objective Chosen Path
High-tech industries SIEMENS = Enterthe market = Sold through local distributors and
struggle to find compliant Indirect A without direct TKDN system integrators, avoiding production
T ‘ local suppliers Market Ent Industr. Automation compliance while commitments. Later expanded local
N arke ry & Electrical maintaining flexibility. partnerships and engineering support
s Equipment as TKDN rules tightened.
¥ Lenght;
Y
.\ Certification S = Overcomeregulatory = Partnered with PT Kereta Api Indonesia
v Process Strategic SIEMENS barriers and local (KAI) to meet TKDN while leveraging
“ Partnerships content mandates for local expertise, streamlining certification,
\ Railway & Energy infrastructure projects. and securing projects.
L e
| -
TKDN | Key Unpredictable = Maintain market = Opened a local office and partnered
Challenges L Requirements T AIRBUS access while ensuring with PT Dirgantara Indonesia, enabling
N Representation Aerospace & compliance with -t y adaptation and
i Defense evolving regulations. policy engagement.
g __
! —
’ . y
’ - Atlas Copeo = Meet TKDN, avoid = Builta local factory, integrated local
. Functional Manufacturing & g— import limits, and gain suppliers, and secured contracts with
, requirement Assembly Industrial Tools & direct market access. public and private sectors.
.
',’ toopen Jvs L Compressos
- Non-compliance: Wholly Owned m = Establishalong-term = Created SKF Indonesia, ensuring TKDN
Risk to be excluded Subsidi e—— local presence with full compliance, reducing import reliance,
from public tender Y] Bearings & market access. and strengthening supply chains.
Industrial
Components

Source: ARC Group research, based on company websites and public news

Companies entering Indonesia must align market access ambitions with their ability to
meet TKDN requirements. Based on the individual challenges to be solved, five entry
models are most commonly applied (refer to Table 2 for examples)

1. Indirect Market Entry

Used when localisation is technically unfeasible or commercially unjustified due to vol-
ume constraints or certification barriers. Companies may rely on exports or work with
local distributors while focusing on segments where TKDN compliance is not manda-
tory.
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Case Study: Siemens Smart Infrastructure continues to SI EM ENS

serve Indonesian clients in the private sector through interna-
tional exports and partnerships with local sales channels. This allows Siemens to retain
market presence without engaging in burdensome localisation procedures.

2. Strategic Partnerships

Best suited for companies that need access to public tenders but cannot achieve direct
compliance. Partnering with certified Indonesian firms allows shared compliance and
indirect access to TKDN benefits.

Case Study: Siemens Energy partners with local EPC contrac- SI E M E N s
tors and state-owned enterprises to meet public sector locali- eﬂere\/
sation requirements while advancing broader infrastructure

goals. This model is especially relevant in energy, defence and heavy equipment.

3. Local Sales & Reassembly

Applied when companies can meet TKDN thresholds through basic domestic activities
such as assembly or testing. This protects intellectual property and maintains global pro-
duction standards while securing local compliance.

Case Study: Airbus uses local reassembly partners to localise key @
product lines, gaining access to defence and aviation procurement.
This approach allows flexible compliance in high-spec industries. AIRBUS

4. Manufacturing & Assembly Joint Ventures

Ideal in sectors where policy support and consumer demand justify deeper localisation.
Joint ventures share the burden of compliance, capital and integration into local supply
chains.

Case Study: BYD and Wuling, both active in Indonesia’s L - ;/
EV market, use JV models to gain scale advantages 3 lJ D . A

while qualifying for industrial incentives. This approach is common in EVs,
automotive and heavy manufacturing.
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5. Wholly Owned Subsidiary

Recommended when long-term control over quality, certification and IP is essential. Full
ownership allows full compliance planning, investment in local capabilities and maxi-
mum strategic flexibility.

Case: Swedish engineering company SKF, specialising in bearings
and precision components, has established a wholly owned manufac-
turing operation in Indonesia. This allows SKF to directly manage op-
erations, develop a local supplier base and align Bill of Materials (BoM)
planning with TKDN thresholds. This is particularly relevant in indus-

alklF
S
I

tries requiring high-spec engineering or where future scaling is expected.

Certification Requires Planning, Process Discipline and Local Insight

Once obtained, the TKDN certification offers access to tenders, incentives and increased
market visibility - but navigating it requires procedural rigour. As discussed in chapter 3,
compliance consists of four main stages and ideally takes 3 months.

In practice, delays are common due to mismatched Bill of Materials (BoM) disclosures,
unclear documentation, or evolving regulations. Challenges are particularly acute in sec-
tors governed by high-tech standards or involving muiltiple certifying bodies.

Typical blockers include:

= Incorrect or incomplete Bill of Materials (BoM) breakdowns
= Discrepancies in production cost data

= Late-stage rejections due to misunderstanding of the applicable TKDN model
(material-based, labour-based, or combined)

To reduce risks, firms often start with one pilot stock keeping unit (SKU) to build famili-
arity before scaling compliance across product lines. Local advisers are essential to help
MNCs interpret regulation nuances, engage with certifying bodies (e.g., Sucofindo or the
Ministry of Industry) and streamline documentation.

Certification success hinges on internal ownership and early cross-functional alignment
across operations, finance and business development teams.
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Strategic Value Drivers Behind Localisation Decisions

While compliance is table stakes to doing business in Indonesia, TKDN is increasingly
interpreted as a lever for strategic positioning. Table 3 summarises four major reasons
why companies localise under TKDN - each illustrated by a leading international case.

Table 3: Local content compliance as a gateway to market access in Indonesia

Benefits

Descriptions

Case Studies

Eligibility for
Public Tenders

Access to local
market

Business

]
3
°
c
G
o
o
=
o,
c
@
E
£
3
g
x

Access to
Government
Incentives

Enhanced

According to Presidential Directive No. 12/2021, Governments
must prioritize LCR-compliant and MSME products in
government procurement.

The target of local content in government procurement (goods
and services), which is 46.63% in 2020, will be 52.48% in 2024

Some products/areas that need to be up to specific LCR to be
legally buted in Indonesia:

The imported raw materials can be exempted from import duty
if the industry has utilized machineries with 30% or more local
content.

Import duty incentives for BEV that are imported using CKD
and IKD scheme,and Imported compenents.

Sector-specific e-Katalog was launched for medical devicesto

+ Since

1970s, Airbus has strengthened its relationship with Indonesian's
government to become the key suppliers of aircraft by establishing a long-term
partnership with Indonesia, state-owned company, PT Dirgantara I
who will manage reassembly of the mission equipment and othe
configurations as well as offering MRO services at its center in Bandung

AIRBUS

ia ,
secialized

« In November 2024, Indonesia banned sales of Apple's iPhone 16 due to non-

compliance with the 40% local content requirement.

+ As a result, to address the ban on iPhone 16 sales due to non-compliance with

the 40% lecal content requirement, Apple proposed a $100 million investment to
establish a local production facility for its Airtag tracking device on Batam Island
A

* BYD opens new tab aims to complete its $1 billion plant in Indonesia at the end

of 2025, which is to allow the brand to temporarily ship its cars into Indenesia
without import duties. This effort is to underscoring the firm's ambition to
dominate in the market where Japanese automakers are popular.

34D

« PT Beurer Indonesia Technology, a subsidiary of German healthcare device

prioritize domestic producers compliant with the TKDN 40¢
local content threshold.

manufacturer Beurer CmbH, has ocpened a factory in Central Java, making it the
first such preduction facility in Southeast Asia. During its first year of operation,
the facility will focus on producing massage devices, with plans to expand
production to other healthcare equipment in the future, b
evrer

Reputation and
Marketability

Conditions To Obtain
Benefits

Source: ARC Group research, based on company websites and public news

Apple's case illustrates how compliance can be achieved through phased and negoti-
ated localisation. In 2024, Apple faced a temporary sales ban on its iPhone 16 due to non-
compliance with the 40% TKDN threshold. Initial efforts, including a USD 10 million in-
vestment in R&D and training, fell short of government expectations. To regain market
access, Apple significantly raised its localisation commitment - announcing a USD 1 bil-
lion plan, which involved three parts including 1) establishing a production facility in Ba-
tam, focused on AirTag manufacturing, 2) “component and accessories” factory and 3)
training and tech education via the Apple Developer Academy and Apple Innovation and
Technology Institute. After many rounds of negotiation, the saga reached denouement
on February 26", with a USD 320 million investment deal inked by Apple and the gov-
ernment’.

! The Economist news (https://www.economist.com/asia/2025/03/06/indonesias-shakedown-of-apple-
comes-to-an-end)
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The Apple case offers two key lessons:

Compliance requires communication: TKDN alignment is not fixed to rigid tem-
plates, but allows for negotiated, step-by-step commitments - especially when
firms demonstrate strategic intent and ecosystem contribution.

When approached strategically, compliance can motivate strategic decisions
that can ultimately help companies develop a thorough on-the-ground market
intelligence which can prove beneficial in capturing value in this rapidly growing

future mega consumer market.
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5 | Strategic Playbook for TKDN Compli-
ance

Finally, we want to leave companies with a structured framework to successfully localise
operations in Indonesia under TKDN. The process is not merely about meeting compli-
ance thresholds - it's about aligning localisation strategy with commercial goals, risk tol-
erance and long-term industrial positioning. Each step builds clarity, ensures cross-func-
tional buy-in and de-risks execution.

Determine Suitable Entry Phase Localisation

M Odel 3 4 How should we sequence localisation
What entry mode fits our risk, controf and across product lines?

compfiance needs?

Assess Product Align Internally

. Are alf internal functions
Portfolio Exposure 2 — 5 aligned on compiiance and
Which products face TKDN

! ownership?
thresholds or require
certification?

Clarify Strategic Rationale Managing TKDN | Pilot & Scale
Is our focus on manufacturing or sales Framework for Where can we pilot localisation with
access? Market Entrants minimal risk?

Figure 16 Managing TKDN | Framework for market entrants

1) Clarify Strategic Rationale

Any successful localisation strategy begins with defining the core objective of entering
Indonesia. Is the intent to build a long-term manufacturing base and benefit from in-
centives? Or is the aim to sell into the Indonesian market - potentially via public procure-
ment?

=  Firms focused on production, like BYD, entered Indonesia to establish a strate-
gic EV hub, using TKDN compliance to unlock incentives and build a resilient
regional base.
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= |n contrast, Apple initially focused on sales, attempting to access the market
without direct localisation. The company only shifted toward manufacturing
after facing a temporary market ban due to non-compliance.

= This distinction determines the depth, structure and urgency of localisation -
and should be the first step in any TKDN-related roadmap.

2) Assess Product Portfolio Exposure
The next step involves mapping product lines against TKDN exposure:

= Are thresholds legally required for market access?
= |sthe product relevant for public tenders or e-Katalog listings?
=  Which ministry regulates the sector and what methodology applies?

Products can be categorised into:

= Localise Immediately - high relevance and feasibility
= Phase Over Time - future potential, currently low readiness
= Exclude or Deprioritise - limited exposure or low strategic importance

Beurer, the German medical device company, used this lens to identify which devices to
localise. Its priority was products relevant to public tenders with 40%+ thresholds. Simi-
larly, Samsung identified phones and tablets as priority categories due to e-Katalog de-
mand and mandatory TKDN thresholds of up to 70%.

3) Determine Suitable Entry Model

Choosing the right market entry mode depends on TKDN requirements, technical feasi-
bility and internal capabilities. Each model offers a trade-off between speed, control, cost
and compliance.

This decision is not binary - companies often evolve from indirect entry to deeper locali-
sation as operations scale and ecosystems mature.
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Table 4: Suitable entry models considering intended degree of localisation

Recommended When TKDN Case Study

= Apple criginally relied on third-party sales

2 = Full localisation is not
Indirect ' Apple viable due to technical before shifting to direct engagement.
Market Ent or volume constraints
arke Y iPhones

" ‘ = Public sector accessis = Huaweileveraged partnerships with local

Strateg|c é 'é required, but direct integrators to meet TKDN obligations for

Partnerships HUAWEL compliance is telecom equipment without full
Telecom Equipment impractical ownership.

» Basic localisation (g.g. * Xiaomi partners with local assemblers to

Local Sales & ﬂ XIAOMI final assembly) meets meet compliance thresholds for phones

Representation policy thresholds and tablets.
Phones & Tablets

c L = Shared investment = BYD created a joint venture for EV
Manufacturing & supports deeper production, sharing risks and incentives
Assembly EV localisation in priority with local stakeholders.

sectors
Wholly Owned BOSCH = Long-term control, IP = Fully owned subsidiary to retain control
Subsidi protection and high over production standards and ensure
st A Automotive & Industrial  operational precision long-term localisation compliance, while
Components are essential safeguarding IP and engineering precision.

Source: ARC Group research, based on company websites and public news

4) Define a Phased Localisation Roadmap

Localisation should unfold in sequenced stages, guided by product readiness, cost struc-
tures and supply chain capacity.

Light localisation —_— Component substitution —_— Engineering localisation —_— Full production

E.g.: packaging, testing, labelling Start sourcing non-core Introduce local R&D, QA labs, BYD’s USD 1B investment aims to
(used early by Xiaomi) components locally and tooling (e.g. Beurer’s facility manufactuer end-to-end locally

in Central Java

Figure 17: Localisation Strategy Continuum

Progress across these stages is not always linear. The roadmap should match both inter-
nal capacity and evolving TKDN thresholds.

5) Establish Internal Cross-Functional Alignment

Meeting TKDN requirements is not just a compliance task - it requires coordination
across engineering, procurement, tax, legal, finance and BD.
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L BYD is a textbook case of internal alignment. From day one, it in-
B I"D tegrated localisation targets into facility design, procurement pol-
icies and tax optimisation. This cross-functional coordination ena-

bled BYD to act decisively, secure incentives and move quickly toward full compliance.

’ By contrast, Apple's delayed investment in Batam illustrates the
. Apple risk of fragmented internal ownership and lack of early engage-
ment. Multiple internal teams - government affairs, supply chain

and product compliance - operated in silos. This misalignment delayed a proactive local-
isation strategy. When the government enforced a ban on the iPhone 16 in 2024 due to
TKDN non-compliance, Apple was forced into reactive negotiations. The result: a rushed,
high-cost pivot toward compliance, including a $10 million investment in a Batam pro-
duction facility. Had strategic localisation been prioritised earlier, Apple could have
avoided both reputational damage and costly disruption'.

Companies should assign a TKDN “owner” within the organisation, responsible for
budget alignment, certification planning and stakeholder coordination.

6) Pilot, Certify and Scale

Companies are advised to test localisation in a low-risk setting before committing large-
scale resources.

\J
:é 1. Pilot @R 2. Ccertify I’Q 3. Scale

Select 1-2 SKUs with high
compliance feasibility (Beurer
began with high-volume
thermometers)

Based on lessons learned, expand
to new SKUs, deepen localization,
or move from reassembly to full
production

Use bill-of-material simulations and
submit applications via the
e-TKDN platform

Figure 18 TKDN compliance approach: pilot, certify and scale

This stepwise approach allows for learning, reduces the risk of certification failure and
demonstrates credible engagement to regulators.

! The Economist news (https://www.economist.com/asia/2025/03/06/indonesias-shakedown-of-apple-
comes-to-an-end)
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| Conclusion

From Compliance to Competitive Positioning

Indonesia is no longer just a low-cost production option - it is emerging as a strategic
manufacturing base for Southeast Asia. Its assertive industrial policy, resource depth and
growing market size position it as a serious contender for regional leadership, acceler-
ated from global tailwinds like China+1 and Southeast Asia’s attractive positioning as a
peaceful and diplomatically independent region.

TKDN is central to this shift. Rather than being a bureaucratic requirement, it is the
mechanism through which the government is shaping who gets to participate in the
country’'s next growth phase. Like China and Korea in earlier decades, Indonesia is using
localisation policy to build domestic capabilities, drive investment into key sectors and
create regional champions.

The companies that succeed treat TKDN as a strategic framework to align operations
with market access, incentives and long-term growth. This requires early product map-
ping, internal alignment, smart entry structuring and a phased localisation roadmap. It
also requires local insight and hands-on execution - because success is determined not
only by planning, but by your ability to deliver in-market.

Indonesia is rising. TKDN is the rulebook. And for global industrial firms that act early and
decisively, the opportunity is substantial: a scalable ASEAN base, privileged access to one
of the world'’s largest consumer markets and a voice in shaping the future of the region’s
industrial economy.

Verdict: While the regulatory process appears structured, much of the complexity lies
between the lines. Ultimately, those who approach TKDN as an integrated, cross-func-
tional transformation - not simply a procurement requirement - will be best placed to
capture Indonesia’s growth potential in the decade ahead.
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