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Executive Summary

This CBI-commissioned valuechain analysis (VCA) identifies opportunities and obstacles intheIndonesian plant
extracts sector, vis-a-vis European markets for extracts intended for use as a traditional food ingredient, food
supplement or as aningredient for cosmetics, but especially value-added products, such as extracts based on
traditional usefor food, health or beauty. This analysisidentifies characteristics of trends, demand,
requirements and options for valueaddition, describes theactors andrelations inthe valuechain, identifies
clear obstacles and opportunities and proposes targeted interventions.

Inaddition to this VCA report, CBI developed two additional reports:on seaweed extracts and essential oils.

Chapter 1: The European Market

Based on information on trends, demand, requirements and valueaddition propositions, the study shows good
potential for Indonesian extracts on the European food supplement and cosmetics markets. The study also
shows how Indonesia’s strongtraditional knowledge on the use of natural products for food, health and beauty
could be leveraged to develop innovative and proprietary extracts for European markets.

These qualities arein demand among European manufacturers seeking to differentiate themselves inthe
market. However, Indonesian producers haveyet to leverage favourable European market trends such as
increased demand for organics and compliancewith corporatesocial responsibility (CSR). In addition, Europe
imposes strong requirements on producers willingto do business with European companies, while European
buyers currently do not picture Indonesia as a source of suchinnovativeextracts. The table below summarises
these aspects of the European market trends, demands, requirements and the opportunities and the potential
for Indonesian plantextracts and traditional food ingredients for food supplements.

Indicator

Extracts as traditional food ingredients for European
food supplement markets

New cosmetic extracts related to
Jamu

European market
trends

++
Europe looks for differentiation and provenance

++
Europe looks for differentiation
and provenance

Europeandemand

+
Growingmarket forinnovative extracts

+
Growingmarket forinnovative
extracts

Marketrequirements

High re quire ments for market entry

High re quirements for market entry

Value addition
opportunities

++
High margins on proprietary extracts

++
High margins on proprietary
extracts

Potential for
Indonesia

+HHH+++

+H+++

Chapter 2: Value Chain Structure and Governance
Chapter 3 shows that the Indonesian valuechainsfor extracts intended for use inthe pharmaceutical or herbal
medicine sectors, are transparent. Outside of these markets, valuechains arelonger and more complicated,
reducingthe level of traceability. There is little coordination amongactors in the valuechain, spread among
suppliers of cosmetics, fragranceand flavours, pharmaceuticals, Jamu, and supplements, each industry withits
own sector association, namelythe Indonesian Cosmetics Association (PERKOSMI), the Indonesian Essential
Oils Association (DAI) and the Association of Herbs and Traditional Pharmaceutical Producers (GPJ). The

extracts sector as a wholeis not considered by government organisationsin their policies or supportactivities
andthe serviceindustrytothe sectoris not well developed in key needed services, such as efficacyresearch.
The valuechains typicallyinvolve:

e Different producers of rawmaterials,such as farmers, wild collectors and company plantations;

e Traders at different levels, coveringa community, district, province or other regions;

e  Extractioncompanies mostly focusingon orintegrated with domestic companies specialisedin
cosmetics, food supplements or pharmaceuticals.



Chapter 3: Opportunities and Obstacles in the Value Chain

Interms of obstacles, Chapter 3 identifies the following key issues:

Indonesian SMEs lack knowledge specifically on:

o European market trends, so they do not develop products which meet market needs, and do
not leverage high-growth segments in Europe.

o European market access requirements and standards, sothey do not comply with quality,
documentation and certification, or the right route to introduce innovative products to the
European market.

Extraction companies have no contact with European buyers, so they do not learn aboutbuyers’
requirements and do not communicate with buyers on productdevelopment andimprovement.

The current low-skilled human resources availableto the sector, for example inareas suchas product
development, leads to unstandardised extracts which do not meet EU buyers’ requirements.

Interms of innovation, European buyers do not see Indonesian extractexporters as prospective
suppliers of proprietary extracts.

For extracts, there is novision on development of the sector, whichis alsoreflectedin the unclear
legislation onaccess and benefitsharing (ABS). The local businesssupportorganisations (BSOs) do not
offer sufficientservices to meet the needs of exportingcompanies.

Research and development (R&D) actors arenot well connected with the privatesector. More
researchin, for example, organic production and safety and efficacy of extracts is also necessary to
compete invalue-added markets.

Chapter 3 identifies the following opportunities:

Good availability of raw materials and options to increaseraw material supply;
Growing demand inthe European market;

Documented traditional knowledgeto meet demand for innovation;
High-quality extraction companies;

Strong local market.

Chapter 4: Possible Interventions and Support Activities

Chapter 4 proposes the followinginterventions for Indonesia’s plantextracts for food supplements and
cosmetics:

Improve sector coordination;

Set up best practices for supply chain management, sustainability and USPs,and productintroduction
to Europe;

Develop market information tools for the sector;

Develop servicedelivery of BSOs;

Build workforce skills, HR capacities

Curricula development;

Support on access and benefit sharing (ABS).

Conclusions

The conclusions recommend focus on specific marketsegments, key considerationsand risks associated with

possibleinterventions. In relation to market segments, the researchteam recommends a market focus on the
food supplement and cosmetics sectors. In terms of key considerations forinterventions inthe plantextracts
sector, the research team recommends:

Makinga business case for developinginnovative extracts for European markets, providingstrong
supportto selected companies.
Strengthen the business casefor the CBI to obtain best results by:
o Buildinginterestamong government institutions and BSO to investin a business enabling
environment for the sector;
o Enticing more companies to invest in extract development;



e Manage risks usinga combination of proprietary and extracts, in addition to better-known and
commodity extracts.

The research team identified the following key risks for possible CBl interventions:

e Commitment of companies;

e Government interference;

e BSOresources andcapacities;

e EU regulatorychanges;

e Dissentamong sector stakeholders.



1. Introduction

1.1 EU market segmentation for plant extracts

This VCA considers three market segments accordingto the industryin which the extracts areused:

e Food and feed;
e Cosmetics;
e Health, focusing on food supplements.

1.1.1 Food and feed industry
Plant extracts are used in different food products. Extracts are mostly used for flavour and for their active benefits.
Some colourants arealsobased on plantextracts. Plantextracts can be further segmented into specialtyingredients
and commodity ingredients.

Figure 1. EU market segmentation for extracts for food ingredients
Specialty products can be of premium quality,

certified, exotic and relatively new to the Food industry segmentation

market. Commodity products are of standard Consumer market
qualityandtradedinlarge quantities, someeven Finished products, processed fruit, vegetable oil
through futures markets. —
Processing industry

Food ingredients, raw materials, extracts, derivatives, vegetable oil
In addition to the food industry, animal nutrition
is also a bigand growing market in Europe. The
use of extracts is growing particularly in feed Commodity Specialty
additives, similarly to food supplements, as Products Products

discussed under health below. This segment falls

under a separate regulatory framework from
food (see section on European requirements).
1.1.2 Cosmeticindustry

Developing countries supply many different
extracts to cosmetic producers in the EU, often
through intermediaries, such as traders,
distributors and processors, or with the support
of agents. The cosmetic industry is divided into
five main segments — skin care, hair care,

decorative cosmetics, fragrances and toiletries
— each with many different sub-segments. Of

these segments, toiletries, skin and hair care
represent the largestsegments inthe cosmetics
industry with approximately 25% market share each, followed by fragrances and decorative cosmetics, which have
about 15% and 10% respectively. Extracts are used mostly for their active properties such as anti-microbial, anti-
oxidant, soothing, astringent, cooling, conditioning, toning, deodorising, among others. However, some extracts are
alsousedas orinfragrances,oras a natural supportto other functionalities such as UV protection, or preservation.



Demand can be divided between conventional . . .
. . ) . Figure 2. EU market segmentation for cosmetic products
or commodity and specialty ingredients.

Specialty ingredients are traded in smaller Cosmetics industry segmentation:

. . Skincare, haircare, decorative cosmetics, fragrances and
quantities and are often used for additional

toiletries
marketing potential in addition to their
functionality or activity. These ingredients, for
instance, may carry a certification for social or Commodity Specialty
environmental standards, may be rare, have Ingredients Ingredients
exclusive and strong marketing and storytelling
qualities, sometimes all of thesecombined. They o ) I ”
) i ) + Multinational plajers Smallerquantities
are more used in exclusive, natural, organic or dominae * Prices are less relevan
ethical products. * Prices are ke > Premiumgl_xalig
+ Standard qualit * Lowquantities
* High quantites * Sodial storytelling
Commodity ingredients serve as the basis for + Scientificstorytellling Certification schemes: organic,
. . . ﬁur trade, organic plus, sustainably
many products, including both conventional and soured

natural cosmetics products requiring large and * Exoticvarieties
constant ingredient quantities at highly
competitive prices.

1.1.3 Healthindustry

Plantextracts are used both in herbal medicine and health food industries, such as in food supplements and medical
nutrition.Innovationis more feasibleand welcomed by companies inthe health food industry. Both cover a range of
indications,as showninthe table below.

Due to the high costs associated with research and marketauthorisation to establish efficacy and safety of new herbal
medicineingredients, the industry focuses oningredients that have community monographs with either documented
or well-established traditional use. Mostingredients have established markets, as they have been used for a long time.
These markets focus on high, documented quality and full traceability. New entrants and innovations might not be
feasible in this segment. However, once relations have been established, companies do not easily switch suppliers
and the margins are generally higher than in the health food industry. Several plant extracts from Indonesia are
included in European monographs, but opportunities in this segment are too narrow in terms of development
potential,also potentially benefiting too few companies, to justify emphasis ina future CBI programme.

Health food industries offer more opportunities for
Figure 3. EU market segmentation for health products PP

innovation and marketentry. There arefewer regulatory for
health foods than pharmaceuticals, which more tightly

H edlth industn
regulated. Companies in the health food industries are

Herbal Fogt}g on i looking for new ingredients to diversify and distinguish
grbal medidne Industn themselves in the market. There is strong market growth

and opportunities for innovationin terms of new products,

] ] new origins and new stories, all of which could offer strong
Food in dustie

opportunities for Indonesian producers to leverage their

Focus on - . . .
long, local traditions of using various plants and their

food supplements
medical nutrition extracts for health purposes.

The rate of innovation depends on the specific indication for
which food supplements are used. For example, innovation
Established ingrediens Innovative ingrediens in terms of new ingredients is more prevalent in food
supplements aimed at improving digestive health than for
stress and anxiety conditions, whichis dominated by several well-established species. Recent changes in novel food
legislation are expected to greatly increase the pace of innovation in this area, broadening opportunities for

Indonesian suppliers.
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Table 1. Ingredients per health application

Application

Natural ingredients used

Aromatherapy

Essential oils

Digestive health

Peppermint, Romancamomile, greentea, turmeric, ginger, boldo | eaf, fennel,
blackpsyllium, senna, psyllium, aloe vera, aloe ferox, rosemary, artichoke,
fumitory

Cognition Ginkgobiloba, lemon, bacopa, Spanish sage, gotukola, huperzine A,
ashwagandha, rosemary

Energy Rhodiola, gingko, ginseng, ginger, turmeric, Siberian ginsengor eleuthero, maca,
tea, yerba mate, citronella, lemongrass, camucamu, long jack

Immune system Echinacea, ginseng, eleuthero, turmeric, ginger, green tea extracts, cat’s claw

Jointhealth Cayenne, nettle, devil’s claw, ginger, turmeric, eucalyptus, boswellia,
wintergreen, comfrey, meadowsweet

Obesity Dandelionroot, wormwood, bladderwrack, fennel, senna, green tea

Stress andanxiety

StJohn’s wort, valerian, passionflower, lave nder, German camomile, lemon
balm, rhodiola, Siberian ginseng, eleuthero

Vascularsystem

Hawthorn, cardamom, butcher’s broom, hibiscus/roselle, horse chestnut,
ginkgo biloba, garlic, gotu kola, cayenne, Hazel, green tea, linseed oil

The medical nutrition market also offers current opportunities, having various products launched especially in the
German market, but recent regulatory changes have narrowed the window into this market, in effect making it

unattractiveas of 2019.

1.2 Indonesian natural ingredient product groups

This VCA looks into plant extracts. A plant extract is a substance made by extracting part of a plant’s raw material,
often by usinga solventsuch as ethanol, CO, or water. Plantextracts can be traded invarious forms, for example as

tinctures, in liquid form or powder. They are used in the food, cosmetics and health industries for their active or

functional properties.

This VCA covers the following plantextracts:

e Extracts traditionally used as food, particularly in food supplements in Indonesia which could meet the
demands in Europe for various health indications, or in overlapping areas such as sports nutrition. Extracts
must provide evidence of 30 years of medicinal useto comply with European traditional foods legislation. In
addition to plantextracts,dried and ground products canalso berelevant.

e  Extracts for cosmetics, in particular those based on Indonesian beauty rituals and on traditional use of natural

ingredients for cosmetics, which also meet the quality, safety and efficacy requirements of the European

industry.

1.3 Structure of this report

This reportis structured insix chapters.Chapter 1 isjustanintroduction.In Chapter 2, Indonesia’s plantextract

sector is discussed under four themes:

e  European market trends;
e European demand;
e  Market requirements;

e Value addition opportunities.

Chapter 3 looks atthe structureand governance of the sector lookinginto the actors, influencers and supporters,

the governance structure of the value chain andthe horizontal and vertical relationships among them.
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Chapter 4 identifies key opportunities and obstacles alongthe valuechain andinterms of the business enabling
environment. Chapter 4 also discusses specific risks to CSR in the value chain.In Chapter 5, we propose possible
interventions and supportactivities for the extracts sector, focusingon resolvingissues with plantextracts.In
Chapter 6, we providea conclusion associated to anintervention logicandrisks.
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2.The European Marketfor Plant Extracts

This chapter discusses the European market for plantextracts under four themes:

e  European market trends;

e European demand;

e Market requirements;

e Valueadditionopportunities.

2.1 Trends in the European market

Naturaland plant-based

Consumer demand for natural products is increasing. Consumers often see natural products as healthier alternatives
to synthetic products, a view which companies increasingly exploitin their marketing strategies. To respond to this
trend, producers tend to replacechemical ingredients with natural ingredients.

e  This switch provides more evidence of the growing use of plantextracts across differenthealth indications,
including in segments such as sports nutrition, where plant proteins have been replacing animal proteins.
Increasingdemand fromvegetarianand vegans in Europe, as well as across wider segments of the population
have been drivingthis trend.

e  Cosmetics manufacturers includenatural certifications to attest the naturalness of their products.

There is alsoanincreasingdrivefor the use of more natural extraction techniques, for example CO, extraction. Having
the capability to use these techniques is more the exception than the ruleinIndonesia’s extractproduction industry.
Natural extraction is relevant to active properties of plant extracts, such as using fewer synthetic actives, while
maintaining high performance, butalsoto functional properties of plantextracts, such as smell, taste, etc. Indonesia’s
extractindustry andits BSO seem unaware of this trend in Europe. Buyers confirmthatIndonesian suppliers are mostly
offering a limited range of commodity extracts, and are not known for their innovation in extending their product
ranges.

Organics
Helped by anincreased demand for natural food supplements, the market for organic ingredients is also growing.
Organic products normally representa small part of the overall market, depending on the specific productand market.
The most mature markets in the EU are in Northwestern European countries, such as Germany, Switzerland the UK
and the Nordic countries. The fastest growing markets for organic ingredients are currently in Eastern European
countries.

e Organics area key trend for the food and health sector, particularly for the introduction of new ingredients
for food supplements, where there is a strong expectation for organics.

e The organictrend is also highly relevant for cosmetics, particularly for skincare. However, since certified
organic cosmetics canalsoinclude somenon-organic materials, extracts (which areused in a small amount)
are notas commonly used to reach organicthresholds, likeoils are, for example.

In general, few Indonesian companies areinvestinginthis trend as their domestic clients are not asking for it. There
is hardly any knowledge of this European trend among Indonesia’s extraction companies. Stakeholders indicate that,
particularly in Java, organic production is difficult because of the high-residue content in the soil, which are also
detected after conversion periods. Other countries, suchas India, Peru, Colombia and South Africa have a head start
over Indonesia inthis aspect.

Substantiation of claims
Substantiation of claims has always been important for ingredients, but various legal requirements have put product
claims to consumers under tighter scrutiny.

13



e The EU has harmonised the use of nutrition and health claims for food products, rejecting many claims and
negatively affecting the market for extracts.Interms of health products, efficacy and safety substantiation is
fully established in pharmaceutical legislation. For supplements, claims for botanical ingredients have notyet
been harmonised and are currently based either on ‘pending claims’ or claims for minerals and vitamins,
which have found more agreement on efficacy among EU countries.

e For cosmetics, legal requirements place clear obligations on manufacturers to ensure claims made are
actuallyvalid. Cosmetic manufacturers have much less room for the product claims they can make, so they
have become more demanding about the validity of suppliers’ claims. More documentation is required to
convincebuyers to take a product forward, althoughiitis still notnecessary to go down the entire R&D chain
to pique the interest of buyers. A key issueto take intoaccount before investingin substantiation of claims
is whether the ingredient is on China’s positive list. When not listed, an ingredient is much less likely to be
picked up by the European cosmetics industry.

On the one hand, this offers opportunities for producers to make stronger claims, but on the other hand, it can
negatively affect innovation and lead to strong demands on efficacy and safety data. Most Indonesian companies,
especially SMEs, offer products with claims based on traditional use or on well-established documentation. This is
further explained under Chapter 3.

Traceability

Traceability within value chains is very important due to legislative and buyer requirements, such as certification
schemes. Followinggood practices guidelines in production, harvestingand processingis alsoincreasingly important
to access the European market. A new ingredientwill look much more attractiveto a European buyer or partner when
the supplier can demonstrate full traceability.

In this context, the adoption of verifiable, documented traceability systems takes on even more importance for
suppliers, helpingthem to compete with suppliers fromcountries where traceabilityis problematic, such as China. In
addition to stricter controls, buyers require certifications from recognised and trustworthy sources, which can
demonstrate the supplier’s commitment to high and consistent quality and safety.

In general, Indonesia is seen as laggingintraceability. Being seen as a new entrant to the market will be problematic
for buyers. Traceability is also a requirement for extract companies to operate in the Indonesian domestic market,
supplying the Indonesian herbal medicine and pharmaceutical industry. Local extraction companies indicated that
they can provide traceability, which will be further explained under chapters 3 and 4.

Sustainability and ethical sourcing

Awareness among consumers is growing about the effects their purchasing behaviour has on social conditions in
production countries, including a growing interest in the source of ingredients. This enhanced consumer interest
results intheincreased demand for ethically produced products, particularly thosethathavefair trade or other ethical
certifications. Consumers, however, do not always demand these certifications. Infact, there is a growing demand to
go beyond certifications, to explain to consumers what true, local benefits the products they buy generate. On the
other hand, some buyers are foregoing certification to integrate CSR in their supplier audits and questionnaires.
Buyers increasingly refer to registrationin the Supplier Ethical Data Exchange (SEDEX) as an expectation.

Sustainability offers opportunities for companies in marketing (premium, market access) and supply (ensuring future
availability, whichis especially relevantfor wild-collected products). Working on sustainability is not yet high on the
agenda among Indonesian extraction companies, even for those already exporting, which makes Indonesia less
attractiveto buyers compared to other suppliers. This isfurther explained under chapters 3 and 4.

Companies look for differentiation

In mature EU markets, companies try to differentiate themselves from their competitors, which can bedone in various

ways. In relation to ingredients, some of the approaches include certification, adding specialty ingredients to final

products,such as origin-specific oringredients based on specific land species, adding functionalities to final products

or buildinga story around the key ingredients in the product. Differentiationis a strong driver for the use of natural
14



extracts and alsoa driver for the identification of new ingredients. For example, supplement manufacturers include
natural extracts to vitamin and mineral products for the sake of differentiation, while still usingthe claims associated
with the minerals or supplements.

These developments alsolead to a strong, supply-driven growth of intermediate product categories such as food
supplements and cosmeceuticals. These products are marketed as ‘health products’, without having to deal with the
regulatory hurdles of pharmaceutical products. They contain active ingredients, but cannot make medicinal claims,
whichis relevantfor natural extracts, especially those with active benefits or an interesting history of use.

Indonesian extraction companies have only a limited knowledge of this trend, being particularly unaware of what
European buyers are looking for in terms of the specific requirements and kinds of ingredients. Indonesia is not
present in the novel food market yet, despite havingthe biodiversity and thetraditional knowledgetorival key players,
suchas Peru.

Vertical integration of supply chains — Responsibility for quality enforcement along the chain
Many European manufacturers arestrengthening their supply chain managementand rationalising their valuechains,
whichresultsin:

e Middlemen (local traders, brokers or agents) with a limited value addition function being cut out of value
chains, both in Europe as well as in source countries, such as Indonesia. In the Indonesian extracts trade,
middlemen continue to play a vital role, especially for SMEs. Few Indonesian companies have tried to get
closer to sources and offer traceability, especially those supplying to pharmaceutical companies, or which
make partof one.

e Processors, manufacturers and retailers are working with fewer preferred suppliers (importers and
producers), on whom they placethe responsibility for product quality and delivery volumes. Atighter control
over the chainallows them to improve traceability, monitor product safety and quality and achieve process
improvements. Manufacturers look for close relationships, especially for strategic ingredients, such as
performance extracts or key extracts related to their marketing story.

Sustainable wild collection

In the case of wild collection, sustainability has become more important due to legal requirements, such as the
Convention on Biological Diversity, in addition to CSR and economic perspectives. The availability of wild-collected
materials has been reduced by encroachingcitiesand agricultural zones, retiring collectors and disinterest fromyoung
rural populationsin collecting,inaddition low pricesand overharvesting.

Sustainability of supply, in terms of quantity and quality, asin consistency in theactive content, is increasingly relevant
to EU buyers of ingredients, especially when they need to make large investments in product development and
documentation. That is the case of performance extracts, for example, where itis doubtful thatan EU buyer would
investin product development if a sustainablesupply was notassured. Consequently, European buyers arebecoming
more involvedinthe sustainable management of natural resources to secure supplies.

Exporters are then required to make their supply chains more transparent and take more responsibility to ensure
sustainability of rawmaterial production. Some companies in Indonesia practise sustainable wild collection practices,
for example, Sido Muncul in the herbal medicineindustry, which has a strong mission of community development and
sustainable trade. We have not seen commitments to sustainable collection among SMEs, and there seemed little
understanding of their responsibility in their supply chain, as explained in Chapters 3 and 4.

Natural extracts for health products

A changing perception of health, the ageing population and the threat of antimicrobial resistance drive up the
European demand for plant extracts for health products. Updated legislation offers opportunities for product
development in food supplements. Efficacy and traceability is vital, but the market is also increasingly driven by
sustainability and storytelling. Traditional healing systems play animportantrole. While traditional Chinese medicine
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(TCM) and Ayurveda have a strong position in comparison with Western traditions, Jamuis notwell known in Europe.
Most opportunities for productdevelopment andinnovationlieinthe food supplements sector. Key trends include:

e Increased options for marketentry of new products through legislative developments,as in therevised Novel
Food Regulation.

e  European consumers aretaking more responsibility for their personal health, integrating mental and physical
well-being.

e Europe populations areageing, becoming even more importanttargets for European manufacturers.

e Growing sales of food supplements, at 9.6% per year over the period 2016—2024.

e Growingsales of sportsupplements, at 8.1% per year over the period 2017-2022.

e Growing consumer demand for organicingredients, fair-tradeingredients in food supplements, and buyers
demands for proof of sustainablesourcingand CSR compliance.

e |Interms of indications, a growing demand for joint health products, especially natural products, such as
turmeric, and health products to relieve symptoms related to stress.

e The growing popularity of herbal teas for health.

e Increased global demand for European herbal medicinal products.

e The growing market of herbal veterinary medicine and feed supplements.

e Increased attention for natural health products as an alternative or supplement to antibiotics.

Natural extracts for cosmetics

The use of natural extracts continues to play animportantrolein the development of cosmetic products,increasingly
linked to environmental and social responsibility issues. Efficacy, however, is the first consideration for consumers,
who are also interested in the stories behind the ingredients used in cosmetic products. There are opportunities to
meet the market’s needs interms of new activeor functional natural extracts. Provingsafety inall its aspects is also
important: safe interms of proof of efficacy, safe to process and use, and safeinterms of supply sustainability.
Trends in natural extracts for cosmetics include:

e Increasingsales of natural cosmetics in Europe (8.8% per vear over the period 2016—2024) is boosting the

use of natural extracts. The market for natural extracts is growing strongly in Eastern Europe, driven by
increased consumer spendingin natural cosmetics.

e  Marketing extracts on cosmetic productlabels prefer ‘extracts thatperform as’ over avoids ‘contains extracts
of’, sinceefficacy comes firstin the choice of extract.

e  Cosmetic manufacturers combine product performance with a story, which canbe related to the ingredient
interms of its sustainability (fair, organic, natural) or provenance (tradition of use, production, local benefits).
Local beauty rituals,such as Balinesespa, or related to traditional healing, such as Jamu, generate interest.

e Natural, organic, and fair are certifications which are growing in demand from consumers. Private sector
sustainability standards,such as NaTrue,and Cosmos areexperiencing a period of strong growth.

e  Extraction facilities and skills are widely available in developing countries, enabling producers to meet EU
market requirements.

As mentioned above, there is very limited knowledge among Indonesian extraction companies on such trends in
Europe, and there is no action taken to benefit from them. Industry stakeholders andinternational buyers expressed
aneed for awareness raisingamongIndonesian extraction companies on the opportunities international markets can
offer to them.

2.2 European market demand

Europe imports large quantities of raw plant materialsas well as extracts. Asubstantial partoftheseextracts areused
insupplements and herbal medicineindustries. The raw materials for many extracts cannotbe produced or collected
inthe wildin Europe because of the local climate. Even for products traditionally grownin Europe, production in other
areas of the worldis often much more economical.
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In 2017, European imports of raw materials amounted to €823 million, and € 764 million for plants. On average,
extract imports are growing stronger, as buyers are more likely to source extracts directly from the source, instead of
from European processors.

For extracts, growth invalueand volume have been rather equal at11%, whilefor raw materials, the 18 % growth in
volumes has far exceeded the growth invalue, which mean anaverage decreasein prices between 2013 and2017.

Germany is the main European importing country of raw materials and plantextracts. Itis also a key European trading
and processing hub, which is particularly dominantinraw plantmaterials. Germany also plays a key role for extracts
for health purposes, not only in Europe but also in supplying to the North American and Asian markets. France also
counts with several important extraction houses partially focusing on the health sector, as well as a strong extraction
sector focusing on cosmetic applications. Some key cosmetic distribution companies are also French. However,
ingredients in general is a very globalised industry, with key players spread out across Europe.

The European demand inthe cosmetics,andinthe food and health markets, has been driven by the followingfactors:

e For food supplements, future market growth is expected because of the growth of the natural supplements
industry, as well as the increasing use of extracts in conventional supplements. Extract imports are expected
to outperform raw material imports inthe shortterm.

e Incosmetics, future growth indemand for extracts is driven by the growth of the natural cosmetics industry,
as well as theincreasing use of natural performing extracts in the conventional cosmetics industry. The strong
drive for innovation, which is partly based on ingredients, leads to an increased interest in non-European
cosmetic traditions and beauty rituals as an important source of inspiration. There is a strong demand for
innovativeingredients.

Table 2 European imports of medicinal and aromatic plants

Imports in EU-28 from Annual growth or | Main importing | Main country of
Indonesia in 2017, in tonnes decline since 2013, | country in 2017, | origin
and million € in value in value
Plants for perfumery, 340,679 €823 million 8% Germany(31%) | Germany(11%), India
medicaments or tonnes (10%), USA (9%)
insectiddal purposes
1302.19 — Vegetable saps | 56,684 €764 million 11% Germany(26%), | Germany(14%),
and extracts, excluding tonnes France (18%) China (10%), France
liguorice, hops and opium (10%)

Indonesia plays a very small role in this market, largely limited to raw plant materials mostly exported to the

Netherlands.

Table 1 European imports of medicinal and aromatic plants from Indonesia

Indonesia’s Imports of EU-28 from Annual growth Main importing country
market share in Indonesia in 2017, in or decline since | from Indonesia in 2017,
Europe, in value tonnes and million € 2013, in value in value

12119086 — Plants for 0.00% 262 tonnes | €1.6 7% Netherlands (53%)

perfumery, medicaments or million

insectiddal purposes excl.

ginsengroots, coca leaf, poppy

straw, ephedraand Tonquin

bean...

1302.19 Vegetablesaps and 0.03% 8 tonnes €0.2 19% France (41%),

extracts (excluding liquorice, million Netherlands (24%)

hops and opium)

European market players

European SMEs aredrivinginnovationinterms of usingnew ingredients in food supplements in Europe, when they
canovercome the legal barriers. However, largecompanies control the demand in the market, for example,
Arkopharma, the largestnatural supplementproducer in Europe. Private label manufacturers arealsoimportant
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players,including Nateva, and brands such as Biovita, Purasana, Solgar, BioCare, A. Vogel, Higher Nature, Terranova,
and Salus. Examples of importers include Martin Bauer, Naturex, Krautermix, Worlee and the Organic Herb Trading
Company.

For cosmetics, European SMEs are the main incubators developing new business propositions, including new
ingredient use. These companies are closely watched by large multinational brands, both for acquisition and
inspiration. Examples of largeinnovative brands include Weleda, Body Shop, Lush, L'Occitane en Provence and Yves
Rocher. Italy alone counts more than 753 SME cosmetic companies, many with a natural focus.

Table 4 Number of cosmetics SMEs in different EU countries

Italy 753
France 714
UK 445
Germany 395
Poland 371
Spain 342
Switzerland 216
Sweden 196
Hungary 185
Czech Republic |149
Netherlands 146

Source: Cosmetics Europe, 2018

Traders, processors and distributorsinclude Nateva, Greentech, Quimdis, Azelis, Martin Bauer, Naturex, Terra
Provence, Carlo Sessa, PfannenSchmidt, Roeper, Innovia, Unichem and Provital.

Pricedevelopments
Import prices of extracts remained fairly stable between 2013 and 2017.

Table 5. European import prices of 1302.19 Vegetable saps and extracts (excluding liquorice, hops, opium), in €/kg
2013 2014 2015 2016 2017
13.3 14.2 13.6 12.5 13.5

Source: Eurostat, 2018

Buyer perception

Many of the interviewed buyers are activein Indonesia and sourcea variety of products including essential oilsand
extracts. Their impression of Indonesia as a supplierinrelation to quantities, quality, prices and supply consistency is
mostly OK. This canbe interpreted as a positive perception, since European buyers have high requirements and OK
implies thatthe offers comply with their requirements.

The main concerns of buyers about Indonesian extractexporters relate to inconsistencyin quality, and issues that
have been identified with contamination by pesticideresidues, phthalates andiron. European buyers relate these
problems mostly to SME exporters; The top players’products areconsidered high quality. Buyers indicatethat
smaller companies havedifficulties to meet the requirements inrelation to standardisation, facilities compliance,
quality consistency, documentation and reliability. They relate this to insufficientknowledge on quality control and
management and different perceptions on communication.

Moreover, buyers do not identify Indonesia as a supplier ofinnovativeingredients for cosmetics, supplements or
food, sincelndonesian producers come across asfailingto understand the market and its needs. One buyer also
indicated that he did not expect Indonesian exporters to invest in efficacy research. On the other hand, a buyer
indicated a stronginterest inIndonesia as a sourceifsuppliers could provide ‘ethno-botanical raw materials to be
implemented in modern cosmetic concepts’.
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The interviewed buyers could not rate the performance of Indonesia compared to other countries. The preferred
supplier country depends on the specific productthat they are looking for,and buyers consider the competitiveness
of individual suppliers instead of entire countries.

2.3  European requirements

Ingredients based on Indonesian traditional knowledge and biodiversity will possibly trigger the application of
Indonesian and European legislation based on the Convention of Biological Diversity and in particular the Nagoya
Protocol on ABS. Especially for ingredients based on wild ingredients, due diligence is needed to find whether the
species used areendangered under the Convention on International Tradein Endangered Species of Wild Fauna and
Flora (CITES), in which case particular rules apply for access to the resources. As mentioned in earlier,Indonesia has
not enacted relevant legislation yet, and still has work to do in terms of implementation capacities and systems.
Therefore, we cannotyet determine whether the business enabling environment would be conduciveto trade in case
ABS rules were triggered.

Food and health ingredients

Food products andingredients are covered by an extensive body of legislation. The most important aspects of these
laws deal with food safety, which includes hygiene, pesticide residues, contaminants, microbiological criteria,
permitted additives,and processes and systems to control these requirements, such as tests and Hazard Analysis and
Critical Control Points (HACCP). In addition, buyers can demand food safety, traceability and sustainability stand ards
beyond legislativerequirements, e.g. 1ISO 22000, depending on which specific buyer.

The most established certifications amongIndonesian producers arelSO 9001 and HACCP, with some companies
making progress towards 1SO 22000 and the Food Safety System Certification FSSC 22000, which is the main full
food safety management standardinIndonesia. An estimated 30% of medium to largecompanies inthe Indonesian
food sector are certified for the FSC 22000 standard. In this particular sector, several companies havelSO
certification. Inaddition, mostcompanies have good manufacturing practices (GMP) certification, whichis required
for pharmaceuticals. Even though the GMP appliedis accordingtoIndonesianlegislation,itis expected that the step
to comply to EU GMP will be much smaller.

Although food supplements and medical nutrition areregulated as food products and areregulated under food
laws, in marketing terms they aremore aligned to the health sector. The main legislative difference compared to
other food products is in specific labellingand composition requirements. An important aspectto labellingisthe
claimmade, which needs to be supported by efficacy research. However, for existing extracts, efficacyis usually well
understood and doesn’t require research by suppliers.InIndonesia, experience with efficacyresearch is not strong,
as national legislation for food supplements currently does not allow claims. Moreover, herbal medicine producers
mostly base their claims ontraditional heritageand onlyinrarecases substantiate itwith pre-clinical data or clinical
data.

The EU has specific novel food legislation, which appliesto the use of new ingredients in food. The revised Novel
Food Regulation entered into force on 1 January 2018.This new regulation simplifies the notification process of food
products classified under the category ‘traditional food from third countries’, setting up a centralised authorisation
process that makes approval processes faster. More specifically, the possibility to have safety documentation based
on third-country use will open opportunities for suppliers to market new products inthe European market. In this
regard, Indonesian producers might benefit from the stronghistory of use of many products under the Jamu system
of natural health andits documentation inIndonesian literature. However, considering thatexperience with
preparingdocumentation sets inIndonesiais likely limited, taking advantage of this opportunity will require
professional support, capacity building supportand new sector associations.
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Cosmeticingredients
For cosmetic products, legislativerequirements areless stringentthan for food and health. However, for some product
groups, legislativerequirements make the introduction of new ingredients costly:

e REACH strongly affects market options for new ingredients, unless they are not chemically modified. Due
diligenceis the responsibility of the importer, but Indonesian exporters should have identified their own
obligations interms of REACH prior to market entry.

e European cosmetics legislation restricts theuse of certainingredients, such as preservatives, colourants and
UV filters, to those mentioned in positivelists. Adding newingredients to these positivelists is very expensive
and should not be considered for this product market combination. In terms of preservatives, there is
currently a strong market interestin preservative alternatives and extracts, for example, which have a high
antioxidantor antimicrobial activity. This will require Indonesian companies to address functional properties
of their extracts, which should be possiblein partnership with local universities.

e European legislation has specific demands on efficacy and safety data of cosmetic products. Although this
legislation is meantfor cosmetic manufacturers in Europe, they will demand information fromtheir suppliers.
Experience with efficacyresearch is notstronginIndonesia, since mostnatural ingredients used in cosmetics
are well understood or aresourced from international extract producers via local distributors.

e Chinalist:Although not part of European legislation,introducing to the European market ingredients which
arenot listed for useas cosmeticsin China requires close consideration. Suppliers will need to identify specific
cosmetic manufacturers which have no interest in marketing their cosmetic products in China and the
distributors which supply to them.

Non-legislativerequirements are very relevant as this sector strongly relies on the story backingthe final product,in
addition to the efficacy or functionality of ingredients. Buyers normally demand additional certifications and
marketing materials, such as those promoting Indonesia as the origin, in addition to documentation on safety,
efficacy, stability and dosage, to differentiate products from those of competitors. Indonesia has a lotof potential in
terms of storytelling, but this potential is currently not being used to gain exposure ininternational markets.

2.4 Value addition

Local value addition by quality management and traceability

Buyers look at product quality first, but they are increasingly placing emphasis on quality management and
transparency alongthe chain.Improving supply chain transparency makes iteasier for EU companies to comply with
legislative requirements and certification standards. Suppliers who are able to offer full traceability to their buyers
have a competitive advantage.

Opportunities to add value to raw materials include proper identification, harvest, collection and post-harvest
handlingand documentation complyingwith good agricultural and collection practices (GACP) and good agricultural
practices (GAP) to get a higher price for the raw materials. Organic certification may add support to a product’s
documentation and quality. Even when buyers are not in the market for organics, they might pay a premium for a
traceable, well-documented supply of a good quality product.

For processed ingredients and food supplements, HACCP is compulsory.In addition to the minimum and mandatory
standards of production, larger retailers and processors in the EU increasingly demand compliance with standards
such as the British Retail Consortium (BRC), the International Food Standard (IFS) and ISO 22000. Compliance with
these standards improves traceability and quality control within the value chain and gives companies a competitive

advantage. Although not designed for cosmeticingredients, these certifications can alsoadd value, or give additional
confidenceto buyers. Moreover, there arespecific, non-compulsory guidelines on GMP for the production of cosmetic
ingredients by EFFCI, The European Federation for Cosmetic Ingredients.

Processing at origin
There is a general shiftin processingfromthe EU to countries of origin. Producing extracts can add considerable value

to products when compared to exporting raw materials. Exporters can alsoadd valueto their products by improving
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standardisation, which requires appropriate technological improvements, such as meeting local capacities. Quality
and food safety management are of the utmostimportance.

Buyers place especial trustin Indonesia when it comes to the supply of basic extracts. One buyer mentioned that
Indonesia had ‘some of the highest quality extraction companies in Asia’. There is less of an expectation to find
proprietary and performanceextracts in Indonesia,soitwill be necessary to build awareness among European buyers
about Indonesianingredients and their history of use, as well as the qualities of Indonesian exporters to supply these
ingredients accordingto buyers’ requirements.

Local value addition by improving sustainability

Sustainabilityisa majorissue for European companies and consumers. Obtaining certifications, developing marketing
stories and adopting CSR practices canadd valueto products, open up opportunities and facilitate market access.

e  Certification: Organic and fair-trade products represent niche markets, but their sales in Europe have been
growing considerably for several years now. Certified products are priced at a premium when they are sold
asorganicorfairtrade. Considering the national marketfocus of Indonesian extraction companies, very few
companies currently consider ethical certification asvalueadded.

e  Marketing stories: Inaddition to complying with certification standards, thereare opportunities to add value
by employing marketing stories, which mostly involvethe product’s origin.lt may includethe local tradition
of use, production methods, benefits for communities or the environment, the identity of producers, the
environment of production, etc. Increasingly, these marketing stories requirestrong documentation to back
real benefits. Several companies, mostly in herbal medicine or cosmetics, are adding marketing stories to
their products.

e CSRand company codes of conduct: By implementing CSR policies or company codes of conduct, companies
can set themselves apart from their competitors. Such codes include social and environmental parameters
that demonstrate an exporter’s commitment to sustainable principles. Although basic compliance is
increasingly becoming a market requirement, going beyond the basics can add value to a product and
facilitate market access, as some European companies which are committed to sustainability require such
codes or policies from their suppliers. Indonesian companies often do not have written codes or other
documents to substantiateand promote their CSR practices.

R&D

Value additionincreases alongtheresearchchain.As suppliers investin various R&D steps, they may add
intellectual property value to their product, resultingin much higher prices for their extracts and USPs among the
competition. Research costs depend on the type of indication and efficacy that needs proof, as well as what kind of
evidence is required for the particular marketsegment, such as clinical tests. Costs do go up when moving from
cosmetics to food supplements and medicine. Testing in general is considered prohibitively expensive for producers
of medicines in developing countries.

The ‘traditional food window’ and the ‘traditional herbal medicinetrack’ useof a product for a particular indication
can be proven through documentation and canresultinthe possibility of making claims on the product. As
Indonesia’s legislation for food supplements currently does not allow claims, producers havelittle experience with
efficacyresearch. Plus, herbal medicine producers mostly basetheir claims on traditional heritageandonlyinrare
cases substantiateitwith pre-clinical data or clinical data. Local R&D capacities in this area arealso limited, as
describedin Chapter 3.

Pre-clinical cosmetic research can beconducted inIndonesiain partnership with universities, butis often performed

in-house by cosmetic companies, which would make it possible for the development of extracts with sufficient
efficacy data to interest European buyers or partners.
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3. Structure and Governance of the Plant Extracts Value
Chain

This chapter describes the structure and governance of the plantextracts valuechain (VC), lookinginto:

e Whatareall the actors, influencers and supporters inthe VC? How many are activein each part of the VC?
e Whatis the governance structure of the VC and how are the actors workingtogether?
e Whatarethe horizontal and vertical relationships between these actors, influencers and supporters?

Pleasenote that organisations can havedifferent roles. For example, government agencies often have both an
influencerole, setting the rules,and a supportrole, helpingvaluechainactors to comply with the rules. We discuss:

e Valuechainactors:All actors frominputsupply up to buyers in Europe;

e Valuechainsupporters:Industry associations, international organisations, donors, local NGOs, government
organisations and other supporters in key services such as certification, testing, R&D and financial services;

e Influencers:The key rules and responsibilities making up the enabling environment as well as the ministries
setting and implementing these rules.

Figure 4 below provides a representation of the valuechain for traditional ingredients for European food
supplement markets. Section 3.7 discusses these different players, startingwith valuechain actors, moving to
influencers and finally discussing thevarious value chain supporters.

Figure 4. Value chain of traditional ingredients for European food supplements
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3.1 Value chain actors

3.1.1 Input suppliers
Availability of quality seeds and seedlings differs between different extract crops. There will be more availability of
main commodity crops than minor crops used for extracts, which may be an issuefor some raw materials used as
traditional ingredients. Many however are produced inlargescaleinIndonesia, includinglocal varieties of ginger
andturmeric. Providing superior seeds and seedlings to farmers is a key focus area inthe Strategy Sector of the
Ministry of Industry.

Agricultural inputs such as fertilisers, pesticides and herbicides areeasily availablein Indonesia, butknowledge
about their applicationislimited. There is also little knowledge about what pesticides and herbicides are permitted
under specific standards and certifications and which ones areacceptablefor buyers.

3.1.2 Wild collectors

Several raw materials for extracts arecollected inthe wild, for example dragon’s blood resin. Collectionis done
throughout Indonesia wherever relevantspecies are available. Collectors, who for the most part arewomen, also
liveinthe poorest communities, havinglittlealternativeincome.

Training of collectors on sustainablecollection practices isvery limited in scopeinIndonesia, even though itis
mandated by Indonesian legislation. Howand when collection takes placedepends on how collectors arelinked to
traders and distributors connected to the internal and international markets. For collectors operatinginthe value
chain of herbal medicine and pharmaceutical industries, businessrelationsareusually quitestrongand in several
cases extraction companies indicated that they trained communities on good collection practices. For collectors
without such a connection, the valueof plantmaterial is low.

Collectors areoften involvedininitial post-harvesting procedures. Communities sometimes organisestorageinlocal
collection centres, while waiting for collectors to pick up the materials.

3.1.3 Farmers

Interms of volume, raw materials for extracts mostly originate from cultivation —innumber itis likely thatwild
resources playa more importantrole. For several crops, extract productionis only one of the uses: ginger and
turmeric, for example, are alsoused as a spiceor essential oil. Other products, in contrast, are produced exclusively
for the extract industry,such as gotu kola. No informationis availableonthe number of farmers.

Some farmers areorganisedinfarmer groups or cooperatives. The percentage of organised farmers is notknown.
Farmers usually engageininitial processing, mostly drying, although when required for extraction,some plants are
used fresh. The scaleof productionis generally very low, leading to a strong fragmentation of production and high
costs. The application and knowledge of GAP for a particular cropisoften limited, but higher for spicecrops.This is
both due to the weak extension services provided by the privatesector and government institutions, as well as to
the lack of remuneration for quality, as discussed below.

The lack of extension affects product volumes, pushingthe productivity of many estate crops inIndonesia
substantially belowthat of other ASEAN countries and competitors such as China andIndia.ltalso affects quality,in
terms of residues, microbiology, variation in composition, adulteration and misidentification.

Extension is much stronger when farmers supplyto pharmaceutical and herbal medicineindustries,and their
extraction companies. As these industries facemuch higher requirements interms of rawmaterial quality, they
engage more closely with their producers to apply GAP, standardisation, botanical identity and post-harvest
practices.
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3.1.4 Traders

Traders operate at different levels in the extracts valuechain. Local traders collectraw plant materials atfarms and
collection communities, then pass them on to larger traders.Inaddition to connecting producers to markets inJava,
these larger traders often perform other tasks,such as additional drying, repackingor providing documentation.
Dried raw materials then move up to larger wholesalers of medicinal and aromaticplants, which are mostly based in
Java andsupply processors as well as export markets.

The more levels involved, the more traceabilityis atrisk. However, traceabilityis better assured in the valuechains
of pharmaceuticalsand herbal medicinecompanies.

3.1.5 Extraction companies

The following data gives an overview of Indonesia’s extraction companies:

e There are up to 30 extract companies activein Indonesia®. This number could not be verified sincethe
sector is notwell organised, spread under DAI for fragrance products, GPJ for herbal medicine products and
PERKOSMI for cosmetics.

e This VCA identified 29 extract companies, of which 26 arebased inJava as follows:

o 11inWestJava;

o SixinEastlJava;

o SixinCentral Java;

o Two inJakarta;

o OneinBanten.
e Two companies arelocated in North Sumatra;
e OnecompanyislocatedinBali.

As mentioned earlier some companies also produceessential oils, especially those focusing on commodity products.
Some companies are partof pharmaceutical, herbal medicine, supplements or cosmetics companies. The vast
majority of the companies inthe sector are privately owned, although some of the largest ones arepubliclytraded,
as they arepart of larger pharmaceutical conglomerates. All companies are mostly owned by Indonesianinterests.
Inthe essential oils industry and the seaweed industry, fewer companies arefamily businesses.

A key outcome of the VCA was that none of these companiesis using 100% of their capacity, some producing well
under their production capacity. Moreover, some producers are offering a wide range of products, many of which
are not common or known in Europe. These ‘unknown’ products could be suitablefor entry into the European
market as extracts based on traditional usefor food and health, which would obviously requirea market potential
assessmentto determine the possibility of market entry and to assess the potential size of the market. Traditional
use of plants and plantextracts for food or health use is well documented inIndonesia.Local extraction companies
would alsobeableto use suchreferences for inspiration for future product development of the apparently
thousands of ingredients in jamu, of which only 400 are used regularly.

Although Indonesian extraction companies offer products aimed at the health sector, some of these products will
also have cosmetic benefits.

Sourcing practices

Most extraction companies depend on suppliers for their raw material needs. Nine companies buy all their
ingredients from producers or traders, while four produce partof their raw materials on their own plantations,
which are often strategic ingredients with a strongneed for control. Those supplying partly into the herbal medicine
and the pharmaceutical sector need better control of raw materials,so several companies providetrainingto

1The local teamvisited 13 exporters during the field work. An international expert visited two additional exporters along with the
localteam. Because ofthe short duration of the visit, not all questions in the questionnaire could be discussed with one company
in detail, sothis companyis notincludedin the statistics shownin Annex 1, which is based onthe 13 companies visited by the
local team.
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farmers and collectors on GACP. Some raw materials areused fresh and are sourced directfrom producers in the
region.

Incontrastto essential oil exporters and seaweed processors, extraction companies buy directly from producers
more often. Traders alsoplayanimportantrole.Some of Indonesia’s extraction companies actually sourceall of
their extraction needs from traders, but all companies will source atleastpartof their raw material needs through
this channel.

Table 6 below provides insights into thetypes of tools and processes producers putin placeto support quality
sourcing.ltshows a closeconnection with suppliers, with most producers working with a listofapproved suppliers
and many doingregularaudits. Moreover, most producers supporttheir suppliers moredirectlyinterms of quality
improvement, inputs and financing. Qualityis also ensured through quality control staffand factory gate checks.

Table 6 Application of sourcing tools and practices, based on 13 interviewed companies

To facilitate your sourcing, do you have: YES NO
Written spedfications agreed with your suppliers? 30% 70%
A list of approved suppliers? 90% 10%
Factorygate quality checks? 90% 10%
Quality control staff? 100% 0%
Regular supplier audits and visits? 80% 20%
Quality, input or financial support for suppliers? 70% 30%
Batch number? 100% 0%

The mainsourcing challenges mentioned by the respondents are:

e Qualityconsistency 80%
e Raw material availability 70%
e Non-consistencyon raw material quality 50%
e logistics,transportation 50%

Some companies also mentioned a lack of quality control by farmers, and strong fluctuations in the prices of raw
materials.

Processing practices

The interviewed companies engage in different types of extraction with varying degrees of sophistication among
them. Some use simpleextraction with water, while others have advanced extraction facilities. Furtherin the
process,some companies use advanced equipment for spray concentration and drying, while others have more
basic equipment for these tasks.

Interms of certification, mostcompanies comply with GMP certification:Twelve out of 13 companies are GMP
certified. Although equivalencewith EU GMP cannot be ascertained, this at leastshows that companies have a high
level of quality management in place. The mainchallenges these Indonesian companies facein their processing
include:

. Difficulties to comply with all pharmaceutical standards;

. Difficulties with accessto market information on standards and requirements;

. Difficulties with standardisation and achievingthe percentage of activeingredient buyers request;
. Low-skill workforce;

. Difficulty toaccess finance.

Some companies needed to cease production because of increasingrequirements from the domestic market. Other
companies have seen their markets shrink, when some of their buyers opted for suppliers with higher standards in
product quality and safety management. On the other hand, higher local standards will makeit easier for companies
to enter international markets such asin Europe.
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Management practices

Ninety percent of the interviewed companies indicated thatthey have a business plan. Themanagement needs
mentioned were mostly related to sales, with a need for better management of export marketing and branding.
However, the companies were also keen on improvingtheir R&D andinnovation processes, as well as to build
capacity of their compliancestaffto ensure better handling of regulatory affairs, such as certification,
documentation and audits. Duringthe company visits, italso becameapparent that the companies could benefit
from improved availability ofinformation on market and requirements, in particular for international markets. There
was little knowledge to informthe strategy about products indemand, market segments, such as indications,
activities or functionalities of interestin Europe, and changes inlegislation.

Marketing practices

Most Indonesian natural extracts aresold on the domestic market to manufacturers of herbal medicines,
supplements and cosmetics as well as to pharmacies and Jamu practitioners who dispensetraditional healing
products to consumers through traders. Ninety percent of the interviewed companies sell 80% or more of their
production on the domestic market. Only one interviewed company exclusively targets export markets. Where
companies do export, they do so mostly to Southeast Asia, North America and the Middle East. Only one company
exports to Europe, but most expressed interest in entering that market.

Accordingto European buyers, Indonesian extracts arerelatively more expensive than their counterparts from India
and China, the main competing countries, which is considered a problem, sincethese extracts can be sourced from
many different locations. Buyers also indicatethatthis is likely dueto the scaleof productionand processing.In
these basic extracts, Indonesia does nothave a clear USP currently.

Developing extracts based on local traditions for food, health and cosmetics can be beneficial in this sense, as
Indonesian suppliers would have no or less competition for their particularproducts, although they still mightface
competition from substitute products. Moreover, the storytelling behind traditional uses would be very attractiveto
European consumers. Industry players stressed thatextraction companies should look beyond Jamu, as Indonesia
counts more than 1,000 indigenous communities, each with their own natural health and beauty traditions.

Interms of quality, one buyer indicated thatIndonesia has some exemplary extract producers, operating at the
highest quality level. However, other buyers indicated that qualityinIndonesiais moresuitablefor basic extracts
andthat insome cases appropriatecertificationis missing. On the other hand, some problems were reported, in
particularthestandardisation of activeingredient content. There is currently no expectation that Indonesian
exporters can provide proprietary extracts with proven efficacy. This was also supported by GPJ, who stated that its
members operate mostly based on references to traditional heritage, usingthe great wealth of information
availableonindigenous species. Inthis sense, there is knowledge on what plants do and, insome cases, there is
information on why plants have a specific function — either based on traditional knowledge or knowledge on the
composition of the product. However, this informationis notsupported by pre-clinical research.

Some buyers indicated that the largestsuppliersfromIndonesia mightbe ableto develop market understanding,
R&D capacities and financial resources. Partnerships with local universities werealso mentioned as animportant
resource for developing extracts. However, we must note that only very few European buyers currently buy extracts
from Indonesia.

The main challenges Indonesian companies faceto compete in export markets are:

e Knowledge about market prices,and how to compare on activeingredient content;

e Difficulty with meeting European regulatoryand quality standards,and with standardising products;
e Knowledge about product demand inexport markets;

o lack of market access opportunities and buyer networks;

e High marketing costs to enter export markets and participateintrade fairs;

e lack of export experience and dealing with international buyers.
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Interms of strengths to exportto Europe, Indonesian companies mention their R&D facilities and their adherence to
GAP.

3.1.6 European trade and industry
Europe is a leading market for extracts inthe world. European buyers playalargeroleinthe Indonesian extracts
market by setting standards for quality, prices and ways of doing business. Many of the European companies
sourcingextracts inIndonesia haveestablished partnerships with their suppliers to sourcedirectly from Indonesia
instead of through traders.

Before they start buying from a supplier, European buyers perform a due diligence process to mitigate risks such as
insufficientquality or sustainability issues. This process requires an investment of time from both the buyer and the
supplier, which must be earned back afterwards through long-term trade.

The partnerships still relytoa considerable extent on trust between buyer and supplier, whichis builtover time as
the companies learn abouteach other’s business andinterests.

European companies that have strong relationships with their trusted Indonesian suppliers, sometimes investin the
supplierifthereis aclearbusiness caseto be made. Indonesian suppliers areoften interested ininvestments by
European companies when the investments canleadto productimprovement and when they need technical
assistancefromtheir European partner.

The sustainability trend in Europe stimulates companies to become more involvedin their supply chains. Large
multinationals, morespecifically, areimplementing sustainability policies which forcethem to take more
responsibility for sustainability in their supply chains. They first learn better how their supply chainsareorganised,
requiringtheir suppliers to providetransparency through questionnaires or audits. Based on the information about
sustainabilityissues, European companies may require their suppliers to take measures to improve sustainability. In
some cases, when European companies identify major sustainability issues which cannotbe addressed by their
suppliers alone, they will offer technical support.

3.2 Influencers

Food legislationinIndonesiais quitesimilar to European legislation, covering hygieneand food safety, residues and
microbiology.Industry sources indicatethat the differences lie mostly on weak enforcement, particular when it
comes to smaller companies, or the implementation of particular regulatory areasinto guidelines. Compliancein
Indonesia does not necessarily mean that companies could also comply with standards expected in Europe.

Indonesia does not have separate legislation for functional foods and food supplements anymore. The previous
legislation was very stricton substantiation of claims, in accordance with international best practices, requiring
market authorisation for each product. Due to the low level of skill, both within the privatesector and among
authorities, a decision was madeto liftthis legislation. Functional foods and food supplements arenow included as
food for special purposes, under which claims arenotpossible, creating confusion among consumers.

Traditional medicinelawinIndonesiadoes allowstrongclaims.Indonesian herbal medicinelegislation considers
three types of herbal medicines:

e Those based on traditional heritage — which requires only empirical data to market a product;

e Thoseincludingpre-clinical data — which need to be registered with the Ministry of Health. Only 60 of such
formulations areon the market;

e Phytopharmaceuticals — whichrequireclinical data. There areonly eight ingredient blends on the market,
six of which are produced by conventional pharmaceutical companies.
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Itis importantto consider that many Jamu products areactually nottraditionally consumed as medicinebut as food
supplements or cosmetics, under which claims arealso notpossible, harming the Jamu industryin Indonesia.
Indonesia’s traditional medicinelegislationis based on World Health Organisation standards, which nowalso
requires that manufacturers in the country adhere to GMP, resultingin the closure of many smaller producers.

Since 2010, the regulatoryand administrativecompliancerules for cosmetics havesignificantlyimprovedin
Indonesia, as the country implemented the ASEAN Cosmetic Directive (ACD). By implementing the ACD, Indonesia
aligns itself with the rest of ASEAN member countries, greatlyincreasingthe market for its cosmetics industries,
sincethe ACD is modelled after the corresponding EU directive.The ACD also brings Indonesian producers much
closer to the EU market, for example, for establishing research proposals (RPs), productinformation files (PIFs),
ingredient annexes, GMPs and feasibility studies for the Import Promotion Desk (IPD). Finally,the ACD has also
raised the bar for ingredient producers in Indonesia which supply thedomestic industry, meaning that existing
suppliers should have capacities to supply international markets as well.

Indonesia’s proposed lawon access to genetic resources of species and benefit sharing, publishedin2018,and now
under final review before approval by parliament,is alsoanimportantfactor. The bill covers the genetic resources
of wild plantspecies, as well as the genetic resources linked to traditional knowledge on the use of those species for
both non-commercial (taxonomicresearch, species identification and distribution, conservation research)and
commercial purposes (bioprospecting, technology development, and other activities to obtain financial benefits).
The proposed law also sets up the responsibilities of the relevant parties, includingthe applicant (whether a foreign
or anlIndonesian partneris required), the competent authority (Ministry of Environment and Forestry), resource
owners, documentation (material transfer agreement), benefit sharing, and the roles of other stakeholders which
need to issuean opinion,such as the Indonesia Institute of Sciences (LIPI) and the Ministry of Research, Technology
and Higher Education, in case of foreign applicants. Onceapproved, the new law will replacelndonesia’s previous
legislation onaccess toresources, which was considered cumbersome and unclear and did not supportindonesia’s
obligations asa party to the Nagoya Protocol. However, as discussed below, there is more work to be done interms
of implementation of capacities and systems inIndonesia.

The Ministries of Agriculture, Forestry and Environment, Industry, Trade, Health, and Finance, areall involvedin
different stages of the plantextracts industry. Each agency will oversee, regulate and develop specific parts of the

industry. The Ministry of Forestry is now combined with Ministry of the Environment.

Table 2. Roles of Indonesian government agencies in the extracts trade

Ministry Scope and role

Specific to the plant extract sector

Agriculture and Agriculture policies and farmers

Rural Development | development, including farm and
plantation plants, such as turmericand
ginger

e Ministry provides supporting services
e No information was provided onagricultural policies from
MoARD

Forestryand
Environment

Forestrypolicies, covering forest plants,
such as agarwood, massoig,
sandalwood, ABS focal point, access to
biologicalresources, collection permits,
benefitsharing

o MoEF is responsible forforestry policies, covering forest
plants, suchas. agarwood, massoia, sandalwood, and ABS
policies

e Ministryprovides supporting services

Industry Industrial policies, processing, export

e There is litle awareness of the potential of traditional
Indonesian foods or cosmeticingredients from Indonesian
beautytraditions among buyers fromthe Europeanfood
supplements or cosmetics industries. The Mol’s essential
oils strategy could benefit the extracts industryin
Indonesia, supporting rawmaterial production for extract
processing.

e Relevantdirectorate generals to the sectorinclude:

o SMEs focusing onfood products;

o Agro-processing;

o Chemicalsand upstream manufacturing, including
companies working in the cosmetics sector;
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olInternationalcooperation, marketing andtrade
promotion.
e The ministryhas a strongfocus on the development of
value-added products, as wellas stimulating development
outside of Java.

Trade Trade policies, trade promotion e MoT has an export development strategy on keyissues,
includingproduct development, market information,
coaching, matchmaking, and trade agreements

e A plant-specific strategy doesnot seem to exist

Cooperativesand Developing SMEs and home industries None identified

SME
Health Ensuring health standards and issuing None identified

health certificates for products and

factories
Finance Exportand import duties and taxes None identified
NationalEducation | Education and scientific research None identified
BPOM (National Protecting public health e Non-ministerial government organisations
AgencyofDrugand e Control andsupervision of prescription and over-the-
Food Control ofthe counter medications, vaccines, biopharmaceuticals,
Republicof dietarysupplements, food safetyand cosmetics
Indonesia)

Source: Adjusted from MoT, Indonesian Essential Oils, ‘the scents of natural life’

On the provincial and regency level, regional governments administer national programmes and extend the reach of
the national government to producersinlocal communities. Agricultureand forestry are often managed by one
department, usually called dinas pertanian, kehutanan dan perkebunan or department of farming, forestry and
plantation.Similarly, industry, tradeand cooperatives are managed by one department, usually called dinas
perindustrian, perdagangan dan koperasi or department of industry, trade and cooperatives.

3.3 Supporters

3.3.1 Industry organisations

The extracts industryis partly represented by three associations: DAl for fragrances, GPJ for herbal medicine
products and PERKOSMI for cosmetics.

DAI

DAl was founded in 2007 to address largesupply and price fluctuations of essential oils and regulatoryissues.It’s a
privateassociation with 31 member companies.Its 2017 budget was USD 60,000. Its aimis to supportand assist
essential oil business players, companies or individuals, to further develop their products and market access.
Although many of its members produce extracts, DAI does not includethe extracts industryinits mandate, outside
of certainaroma chemicals.

GPJ

Gabungan Pengusaha Jamu (GPJ), the Indonesian Herbal and Traditional Medicine Association has a large
membership based. Currently, GPJ has 900 members and a 10-person secretariat, coveringa good portion of the
industry. Most members are producers of supplements and herbal and traditional medicine.The organisationalso
has 10 members producingingredients. Several manufacturers also producetheir own raw materials, some of which
couldalsobeinterested in marketing their own ingredients.

Stricter rules by BPOM, the Indonesian food and drug authority, forced 300 companies to closetheir doors inrecent
years.The new rules mandate companies to adhere to GMP standards, instead of HACCP, increasingbarriers to the
market. Only 200 members have been ableto comply so far.Supporting complianceis a key driver of GPJ, whichis

working with the Ministry of Industryin this area. Other activities include:
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e Providinginformation onlegislation and markets;
e Technical assistanceto members;

e Consumer outreach and campaigningonJamu;

e Matchmakingand fairs;

e Stimulatingthe use of local ingredients.

The organisationisfinanced by membership fees based on size. Some services are offered using government
programmes for technical assistance.|tdoesn’t charge forits servicedelivery. Most extract companies interviewed
for this VCA are members of GPJ and indicated benefiting from the association’sinformation sharing, networking
opportunities,domestic product promotion, and advocacy before the government. They see gaps ininformationand
supportwith regulatory compliance, market access information, especially for international markets.

PERKOSMI

The Indonesian Cosmetics Association, PERKOSMI, focuses on lobbying for animproved enablingenvironmentin
Indonesia and the countries inthe ASEAN Cosmetics Association,improving compliance of cosmetics companies,
and developing capacities for R&D, financeand business planning, marketing and sustainability. The association

boasts 400 members in 2014, predominantly final product manufacturers.

Out of the seven working groups, R&D, international tradeand raw materials — which represents raw materials
traders, distributors and producers — arethe most interestingones. Members of the raw materials group are
mostlyimporters and distributors, as only very few companies produce raw materials inIndonesia, somebeing
subsidiaries of foreign companies. Interviewees indicated that the Indonesian cosmetics industryishighly
dependent on imported raw materials and ingredients and there is little connection between domestic ingredient
suppliers and Indonesian cosmetic manufacturers. The organisation has several extract producers amongits
members. Respondents showed littleinterest in working with ingredients inIndonesia.

Other organisations

e The Indonesian Society for Functional Food and Nutraceuticals gathers representatives from academia,
manufacturers, public sector stakeholders as well as others interested in developing the industry.

e  APSKI, the Employer Association for Food Supplements represents the food supplements industry, working
on sector coordination, advocacy and awareness raisingamong consumers. The current membership of 51
companies consists of manufacturers and distributors of final products and raw materials. Its work depends
on member fees to fund specific activities. The membership is limited outside of Java, where itis difficultto
identify new companies.The organisation has only onecurrent member whichis an extract producer.

3.3.2 International organisations, local NGOs and foundations

SIPPO

SIPPO, the Swiss ImportPromotion Programme helps builds capacity for export promotion boards and sector-wide
associations insix businesssectors, in eleven developingand transitional countries. The programme is managed by
Swisscontactin partnership with BHP Brugger and Partners and Helvetas Swis s Intercooperation. InIndonesia, SIPPO
is workingon fishand seafood, natural ingredients and technical wood andis developinglast-mileservices for four
Indonesian BSOs. The activities of SIPPO with the Indonesian Ministry of Industry arerelevantto the plantextracts
sector. SIPPO works specifically on last-milesupport, supporting expansion and quality of BSO services for their
members’ exports, includingin thefollowingareas:

e Market intelligence — providingintelligenceand building capacities to produceand disseminate;

e B2B matchmaking — supporting matchmakingactivities, building capacities, and networking;

e Clientmanagement — helping BSO members understand buyers’ needs and join buyer networks inthe
market.
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SIPPO supports each organisation based onannual plans, which are partof a strategy targeting the year 2020.SIPPO
has expressed a strong interest in cooperating with CBI and IPD in their activities inthenatural ingredients sector.

IPD

IPD, Germany’s Import Promotion Desk, has chosen Indonesia as oneof its partner countries to work inthe natural
ingredients and timber sectors.In natural ingredients, IPD works with various spices, essential oils and extracts,
coconut products and seaweed products.

IPD works directly with Indonesian companies, linkingthem to European buyers, particularly German buyers, atkey
trade fairs such as SIAL, Anuga, in-cosmetics, Biofach, Fi&Ni, Hi&Ni.IPD also helps Indonesian business support
organisationsimproveservicedelivery to their members through workshops. It partners with Mol and MoT through
the National Export Development directorate general. IPD has expressed a strong interest in cooperating with CBI
and SIPPO in their activities inthe natural ingredients sector.IPD has a particularly strong network in the organics
sector, as well as with ethically committed, patient-involved and innovative buyers in Europe. As such, IPD could
playa key rolein facilitating this sector, by supporting market access and supplier-buyer linkages for new extracts
from Indonesia.

FFI

Fauna andFlora International, or FFl,is a global, UK-based charity focused on nature conservation. It historically
focused on conservation aspects, such as setting up conservation zones, but has more recently been shifting
towards sustainable use of conservation areas, as well as supporting local communities to develop livelihoods to
achievesustainableconservation area management and sustainableusesystems. FFl focuses strongly on
communities, developing activities morefor community enterprises and less for international marketaccess or
linkages with bigger processorsinindonesia.

FAO

The Food and Agriculture Organization of the United Nations (FAO) works inIndonesia onthree priority areas:
agriculture, marineaffairsand forestry. The clearestlink to an upcoming CBI programme is in forestry, where FAO is
working on:

e Strengthening forest management unitfor sustainableforest management and community empowerment;
e Securingtenure rights for forest and landscape-dependent communities, linking science with policy to

advancetenure security, sustainable forestmanagement and people’s livelihoods — CIFOR (MSP) (FAO,
2018).

Both projects look at non-timber forest products (NTFPs) such as medicinal and aromatic plants.

DFID

Palladiumis implementing Partnerships for Forests, a 5-year programme of the UK Department of Foreign and
International Development (DFID). The partnerships developed under the programme among privatesector
companies, public sector actors and communities that depend on forests for their livelihoods serveto catalyse
investment inforests and sustainableland use.

InIndonesia, Partnerships for Forests is working with a group of Ecosystem Restoration Concessions (ERC) holders.
ERCs emerged in 2004 inthe context of the Indonesian government’s desireto create an alternativeto the
conversion of degraded forests and wastelands into plantations. A licencegives the concession holder the rightto
manage natural forests for restoration, conservation and sustainableuseof forest resources.

Partnerships for Forests supports six ERCorganisations: PTRestorasi Ekosistem Indonesia, PTRestorasi Habitat
OrangutanIndonesia, PT EkosistemKhatulistiwa Lestari, PTRimba Raya Conservation, PT Sipef Biodiversity
Indonesia,and PT Alam Bukit Tigapuluh. The programme assesses and recommends viablebusiness cases for these
organisations. Theoverall goal is to set up valuechains thatwill bring high-potential business opportunities to
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market to increaserevenue of ERC companies. The programme works with anchor commodities which include forest
honey, rattan, rubber and dragon’s blood, but the ERCs aimto commercialisea range of NTFPs. The programme is
currentlyinthe phase of identification of products of interest and conducting feasibility studies and business
planning.

NRSC

The Natural Resources Stewardship Circle (NRSC), is aninitiative of the cosmetics and fragrances industry leaders.
These brands, ingredientmanufacturers and producers came together to jointlytacklekey sustainabilityissuesin
the valuechains of natural ingredients which have strategic importance to the industry. NRSC’s guidelines, which
were launched at COP 10 of the Convention on Biological Diversity (CBD), focus on environmental sustainability, as
well as improved living conditions of producers. The promotion of ABS principles is integraltoits work, incorporating
them inthe supply chain assessments and awareness workshops for its members. Inthe future, NRSC aims to
develop and test ABS protocols withindigenous communities.

NRSC can leverage its member basefor future CBI activities intheextracts sector and canshareknowledge on, or
supportactivities regarding ABS.

KEHATI Foundation

KEHATI Foundation, the Indonesian Biodiversity Foundation,is anIndonesian grant-awardingand advocacy
organisation. KEHATI supports innovation in conservation, management and utilisation of Indonesian biodiversity. It
works with central and regional governments, business communities, universities, NGOs, local community
organisations, professional associationsand the media, inforest and agricultural ecosystems. Within forest
ecosystems, KEHATI focuses on the improvement of forest governance policy, particularly the policyimbalance
between local forestmanagement and centralised forest management authorities. KEHATI is also closelyinvolvedin
the drafting of Indonesia’s new biodiversity legislation. KEHATI could actas animportant resource, if CBI decides to
engage in product market combinations related to wild-collected plants, orininterventions to Indonesia’s ABS
legislation. Aparticularinterestraised was to leverage CBI’s interventions to develop best practices on effective
application of ABS ininternationally operating valuechainsand sharelessons learned. Showing a profitable business
casecould help change perceptions of Indonesian entrepreneurs from ‘business as usual’ to practising sustainable
business.

USAID

There are very few areas inIndonesia wherethe work of CBI and The United States Agency for International
Development (USAID) overlap, whichis on USAID’s activities insustainableland-use management and practicesin
eight landscapes on four provinces: Papua, Central Kalimantan, North Sumatra, and Aceh.

3.3.3 Other private sector players
Duringour interviews, we found that extraction companies make use of various services, most notably agronomy to
supportfarmers and good practices,and financial services, such as loans. In fewer cases they use certification
services, testing services for heavy metal and microbiology, and marketing promotion.

Table 8. Use of business services by extraction companies, based on 13 interviewed companies

Types of services Percentage of interviewed Details on the service
companies outsourcing this
service
Finandal services 31% Loans, accounting
R&D and testing 15% pesticides and heavy metal tests
Certification 23% 1SO certification, mostly with SGS
Agronomy 77% Hiring support to farmers’ cooperatives
Processing 23% Equipment suppliers, local consultants for production system and
distribution system
Logistics and export 23% SAP PT TelkomIndonesia, or airfreight cargothrough TNT
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Marketingand 15% Developing promotional materials
[_promotion

Certification and testing

Consideringthe size of the privatesector inIndonesia, the availability of certification services, bothin terms of
auditingandinspection as well as capacity buildingand business consulting, is limited.

The followingcertifiers providevoluntary certification in Indonesia:

e Ecocert IMO

e  Control Union

e ACT Thailand

e BlOCertIndonesia

Other key certification bodies such as BCS, Okogarantie, KIWA and CERES do not appear to have operations in
Indonesia.Control Union has a relatively dominant position in the organic certification market, offering certification
for the organicstandardsofthe EU, USDA and the Japanese Agricultural Standard (JAS). Internal staff estimate that
Control Union accounts for up to 90% of the market.

Fair-tradecertificationislesscommon. Fair-trade certifiers for natural ingredients offer certification services in
Indonesia, but have very low outreach. Ecocert, for example, has one operator, IMO has seven operators , one being
the essential oils company Tripper, while Flo-Cert has 68 operators, of which 90% produce coffee and tea.

Interms of trainingand business consulting for certification, local suppliers and certifiers indicatea limited capacity
for voluntary certifications. Moreover, these often alsoactas inspectors, whichis notanideal situation.

Interms of management, more options areavailablefor quality and food safety certification. Training, inspection
and certification bodies operatinginIndonesia include:

e SGS

e TOV

e SAl

e Bureau Vertitas
e lloyds

e Sucofindo

These bodies offer a full range of food safety testing, inspection and certification services for Global Food Safety
Initiative (GFSI) standards such as FSSC 22000, BRC, and 1SO standards 1SO 9001, 1SO 22200 and I1SO 14000.SGS is
the market leaderinIndonesia with an estimated 25% market share.

For pharmaceutical ingredients and pharmaceutical products, the Indonesian food and drug authority has
established and mandated GMP certification.

For testing services which arenot availablein Indonesia, these certifier use their global network of testing facilities
in more sophisticated localessuch as in Singapore or Bangkok. Some alsoindicated that, for efficacy testing of
pharmaceuticals, for example, labs inthosecities offer more professionaland well-recognised services. Within
Indonesia, this kind of research is mostly done in-house or through universities. Leading universities mentioned
included the University of Indonesia and Bogor Agricultural University.

Several national institutes offer testing services, including:the Laboratory For Quality Testing Of Goods, BPMBEI, of
the Ministry of Trade (MoT), which provides quality and safety testing for consumer products,and Balai Besar Kimia
dan Kemasan (BBKK) of the Ministry of Industry (Mol), which provides testing on packagingfor foods (Sector Scan
IPD). Local governments test the quality of seaweed.
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R&D

Universities thathave agriculture, farming, biology, botany, chemistry, chemical engineering, or pharmacy
programmes can be involved in developing the extract industries. However, extracts do not seem to benefit from
the kind of academic backingthat the seaweed and essential oilssectors enjoy. Several universities were mentioned
duringthe research, such as the Bogor Institute of Agriculture (IPB) with its Tropical Biopharma Research Centrein
Bogor, whichis focuses specifically on R&D of medicinal and aromatic plants. For cosmetics, the Gahdja Mada
University and the University of Surabaya havesome experience inthe field of extracts.

Moreover, there are several public sector researchinstitutes relevantto the industry. A key instituteis the
Indonesian Medicinaland Aromatics Crops Research Institute or IMACRI, whichis commonly known by its
Indonesian acronymBalittro,shortfor Balai Penelitian Tanaman Obat dan Aromatik, which is a unitof the Ministry
of Agriculturelocated in Bogor. IMACRI works closely with IPB (Bogor Agricultural University) conductingresearch
on technical aspects of cultivating medicinaland aromaticcrops, developing better plantvarieties and seeds and
assistingcompanies in quality control.

Industry resources indicatethatresearch on cultivation and processingis doneby, or in cooperation with
universities or research centres, but that research on efficacyis more done by companies in-house.Thisisin
particulardoneby larger cosmetic, pharmaceutical and herbal medicinecompanies such as Sido Muncul and Martha
Tilar and not much by SMEs and extract companies. Costs might be considered too highandrisky for SMEs. The use
of foreign R&D institutes is also limited.

In general, cooperation between R&D institutes and companies is positive, both for testing and research services,
but many companies do not make use of the opportunities provided by R&D institutes. In particularforresearch,
there is an expectation of private sector funding, so larger companies more commonly engage with R&D institutions.
Industry sources alsoindicated that the more advanced cooperationis inagronomy, less soinvalueaddition.

Interms of R&D for processing, relevantinstitutes include:

e The Post-Harvest Research Centre under the Ministry of Agriculture;

e The Agro-Industry Research Centre under the Ministry of Industry for processing quality improvements and
standardisation;

e  Bogor Agricultural University, which also works on processingtechnology.

Finance
Indonesia scores quite well interms of access to creditin comparison with other countries. The World Bank ranked
the country 55t among member states.

Indonesia has a very well developed financial sector, witharound 10 commercial banks operatingacross the
country. The biggest players include Mandiri, BRI, BNI and BCA, but more thana 100 smaller operators and 1,600
rural banks operateinIndonesia.Compared to other countries, finance for Indonesia’s agricultural sectoris well
developed, with the sector accounting for 8% of the outstandingloan portfolio, compared to its 14% share of GDP.

However, earlier reports indicated that financial services, especially for SMEs, remain rather one dimensional,
focusingon credit with less access to other financial services needed for investment and exports. Moreover, there
are indications thatfinanceto companies on the outer islands (70% of outstandingloans is inJava) and women-led
SMEs is more problematic — out of an estimated 58 million MSMEs in Indonesia, approximately only 12% have
access tocredit due to lack of formal financial statements, credit history or collateral (KPMG, 2017).

Farmers lack knowledge finance providers’ requirements and access is limited (Wulandari, 2017). Although
investments are often small — between $200and $1,000, for example, for applyinggood practices in seaweed —
financingis still required. For low-income farmers, financing usually comes from the informal sector or from traders,
asissues with collateral affectthem more stronglythan SMEs. Products are often also considered inappropriateto
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small-scalefarming (SAFIRA, 2018). Practitioners in Indonesia indicatethat the costs of getting farmers ready for

financeare high,includingimprovingfinancial literacy, group formation and management, financial management, in
addition to building connections in the chain with providers of inputs, post-harvestequipment. Accordingto

industry stakeholders, financialinstitutionsin Indonesia do notconsider these groups as good business cases.

3.3.4 Government organisations

Six government organisationssupportthe extract sector, the Ministry of Trade, Ministry of Industry, Ministry of
Agricultureand Rural Development, the Ministry of Environment and Forestry, the Ministry of Tourism,and LIPI.

Table 9: Focus areas and activities of government agencies

Organisation

Focus areas and activities

Ministry of Trade —DG
National Export
Development

Five departments are relevant to the sector:

e Exporttraining — export skills development

e Export development cooperation

e Export product development — ca pacity building of private sector

e Promotionandbranding — market entryfacilitationand branding

e Export marketinformation — collect and share third partyinformation; ITPCdevelops trade
attaché reports

Ministry of Industry

Mol wants to improve its activities through:

e implementing international best practices for export development and promotion;

e improved understandingof supplier needs;

e product-market matchingand matching companies to appropriate matchmaking activities;
e improvedinterandintra-organisation coordination;

e capacitydevelopment atregional level.

The Directorate of Accessto Industrial Resources and International Promotion, conducts last-
mile activities (Anuga Sial, Biofach, in-cosmetics). Otherrelevant trade fairs, such as Fi&Ni,
Hi&Ni and Vitafoods were not yet considered. Other DGs ofthis Ministry could engage more
deeplyin value chains, for example supporting industrial development, access to equipment,
human resource development, R&D, qualityand GMP and certification

Ministry of Agriculture and
Rural Development

MoARD stimulates farmingas businesses, looking atincreasing value and competitive nessof

agricultural commodities especiallyat farm level. For the extract sector, the Ministry’s strategic

planaimsto:

e Increasedstabilisation of production to also stabilise prices;

e The development of economicvalue agricultural commodities, which could include organic
oils;

e Encouragetheadvancementofagro and bioindustry;

e Increase farmers'incomes.

To achieve these aims, the Ministry works on capacity building and integration of best practices
in production and post-harvest, such as through extension services; provides training and
offers accessto production or post-harvest equipment. MoARD also wants to develop
partnership between farmers and traders or processors.

Ministry of Environment
and Forestry

MOoEF is responsible for providing physical access to forest resources and ensuring a pplicants
meetthe obligations for collection permits for sustainable resource management). Capacities
for effectively supporting, administering, assessing, enforcing and sanctioning access are
limited, resulting in overexploitation of resources.

The Ministryacts as nationalfocal point on ABS. It will be responsible for the implementation
of the upcoming biodiversity law and Indonesia’s Biodiversity Strategy. Implementation
modalities for thislegislation are still unclear as | egislation hasnot yet been enacted.

Ministry of Tourism

Promotes Indonesiantraditionalextract products, especially for spa, jamu-based beverages
and food industries, participatedinthe spa and herbal tourismexhibition in April 2018 in Paris.

LIPI, Indonesian Institute
of Sciences

LIPlis the governmentalauthorityfor sdence andresearch. It consists of 47 research centres
and manages four botanical gardens in Indonesia: Bogor, Kebun Raya Cibodas, Purwodadi and
Bali. LIPlis alsoanimportant entry point for companiesaiming to commercialise products
basedonIndonesianbiodiversityas LIPI needs to provide a positive recommendation.
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4. Opportunities, Obstacles and Sustainability for the Plant
Extracts Sector

The goal of this chapter is to determine the key opportunities for growth andthe key obstacles toIndonesian plant
extracts exports to Europe, focusingon the exporting companies and their supply chains.Informationon CSRis also
provided.

Chapters 2 and 3 provided information on how the valuechain for plantextracts functions and what are the
challenges alongthe chain. However, several of these challenges can be considered superficial.

Chapter 2 showed a series of opportunities and issues which affectthe ability of Indonesian exporters to introduce
andsuccessfully export plantextracts to Europe. Several Indonesian extraction companies already produce
accordingto domestic quality requirements for cosmetics, food and pharmaceuticals. These high-quality companies
should be ableto meet European requirements relatively easily. Several trends offer good opportunities for value
addition, suchas anincreasing demand for sustainably produced ingredients, local processingand direct sourcing.
Moreover, European consumers are highlyinterested in new products based on traditional health or beauty systems
and European companies arekeenly lookingfor new innovativeingredients to meet this demand.

e Specifically for food and health supplement use, Chapter 2 demonstrated the wide scope of traditional
extracts used for health products inIndonesia. Changes in the novel food legislation greatlyincreased the
opportunities to market these products in Europe, based on strongand documented histories of usein
Indonesia. Many of these or comparable products arealready consumed in Europe.

e Specifically for cosmetics, there is a substantial casefor extracts traditionally used for cosmetics in
Indonesia.The ability to market them in Europe can be greatly increased by usingthe strong and
documented histories of usein Indonesia. Moreover, market access requirements for cosmetics arelower
than for new food or pharmaceutical ingredients.

On the flip side, most Indonesian extraction companies havelittle experience with the EU market, and EU buyers do
not expecting innovative health or cosmetics ingredients to come from Indonesia. Moreover, meeting market
demands for sustainability isimportant for new entrants. They might also be required to provide organic
certification, whichis notcommon inthe Indonesian extracts industry, sinceitis notdemanded by domestic clients.
Finally, European buyers have expressed concerns when working with Indonesian SMEs interms of inconsistencyin
quality,adherence to quality control standardsand food safety, as well reliability and communication. Particular to
cosmetics, the limited use of jamu-based plantextracts in modern cosmetics inIndonesia,canbean issue.

Chapter 3 showed several strengths of Indonesia’s plantextractsector. Itshowed that extraction companies linked
to pharmaceutical industries havesystems in placefor quality management and traceability. Several leading
companies working with essential oils wereshown to be highly successful on export markets and considered top-
notch on a global level.On the negative side, Chapter 3 provided a range of stronglyinterrelated issues which
reduce the ability tointroduce new extracts, particularly for SMEs, within the valuechain andinthe business
enablingenvironment. These include:

e low quality ofraw material;

e High costs of raw materials dueto fragmentation in production;

e Non-standardisation of extracts;

o Weak food safety standards of SMEs;

e High andcostlyrequirements of international markets;

e Low knowledge of international market requirements to develop suitable products;
e No contacts with EU buyers.
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Figure 5. Obstacles and opportunities along the value chain
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Obstacles

4.1 Key obstacles to growth of exports to Europe

The research team concluded that there are several root causes behind these issues which will need to be resolved
inorder to introducelndonesian plantextracts to markets in Europe. These causes can be grouped in four areas:

e Fragmentation in productionresults in high prices of raw material s, making new value chains morecostly.

e  Producers lackanunderstanding of buyers’ needs to identify and develop suitable products for the European
market.

e Producers lack knowledge of market access requirements and standards, as well as thetechnical skills to
implement them and develop extracts suitableforinternational markets, including the development of suitable
standard operating procedures (SOPs) for production and processing.
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e The fragmented andlimited structure to supportcompanies inthe sector, includingunclear accesstoresources
and benefit sharingand low capability of performing efficacy research.

Table 10 below provides key obstacles inthe valuechainandinthe business enabling environment. For this table, it
isimportantto consider differentlevels of traceability and quality management among companies in the sector,

particularlythosethat are partof supplyingto pharmaceutical companies,and smaller SMEs activein the sector

which have great difficulty meeting such standards.

Table 3. Obstacles in the value chain

What is the obstacle?

| How does this obstacle hinder exports?

Sourcing

Lack of traceability: Traceabilityis presentin value chains
controlled by herbalmedicine and pharmaceutical
industries, howeverinotherchainsitis usuallyonly
available up to the traderlevel, as raw materials from
different wild collection communities and farmers get
mixed together.

Traceabilityis alegal requirement for food exports to Europe.
Extraction companies which cannot provide tra ceability
cannotexportto Europe.

Not being able to offer fully traceable products impedes
Indonesian exporters from entering the market with
traditional ingredients.

Lack of application of SOPs: Indonesianfarmers do not
applySOPs, especiallythose not supplyingto the herbal
medicdne and pharmaceutical value chains. Other
extraction companies donotinvestin the application of
good practices. The lack of SOPs results in inconsistent
quality orlow quality of raw materials available to
extraction companies.

Inconsistent quantities reduce the competitive ness of
extraction companies byincreasing their costs due to the low
use of production capacityandincreasesriskto EU buyers.
Fluctuations in quality make it difficult to standardise extracts
and reduce their suitability forinternational markets.

Fragmentation of production: Production of raw materials
forextracts is mostly done by smallholders. Productivity at
this levelis low due to the lack of application of modern
techniques, highyielding varietiesandthe lackof SOPs
(see above). Fragmentation results in higher costs for
companies to set up systems of documentation,
certification, consolidation, and qualityimprove ment. It
makes setting up new supply chains for raw materials
particularly costly.

Raw materials costs are relatively high, resulting in high
extract costs andaloss of competitiveness in international
markets.

Processing

Lack of knowledge of EU market standards, trends and

requirements: Companies donothave theright

information available to them inorderto guide their

businessin terms of:

e Applyingtheright production processesto meet
standard and documentation re quire ments;

e Developing theright product forthe right market.

Companies produce products which are not attractive for the
market, or not suitable in terms of standards, documentation
and certification, and cannot export them to Europe.
Indonesian companiesdo nothave a USP forthe EU market
interms of product andstory.

Lack of knowledge of EU buyer needs in terms of
indications of interest: Indonesian companiesdo not
know what European buyers are lookingforin
supplements and cosmetics, in terms of active or
functionalproperties, and how their product couldfit and
compete.

Product development accordingto European market needs is
limited, makingthe offer of Indonesian extraction companies
less attractive to European buyers.

Lack of organic certification among extraction companies:
Due to theirlocal market focus, organic certification is very
limited among extraction companiesinIndonesia. For
innovative food supplement ingredients, including extracts
marketed as traditional foods, there would be a strong
expectation frombuyers that products would be
organically certified.

Not having organic certification reducesthe exportability of
Indonesian traditionalingredients.

Poor standardisation of extracts: Indonesian suppliers
lack knowledge on which marker, the specificchemical
componentinan extract, to standardise intheir extracts.
Theyalso lack the capabilitiesto standardise their extracts
accordingto internationalbest practices.

Non-standardised extracts fetch low prices and are not
attractive to many European buyers.
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HR deficits: Companymanagement stafflackskills in
terms of export marketing, branding, R&D andinnovation
processes according to EU buyer needs and market trends,
and European compliance.

Lacking human resources makesit difficult for extraction
companies to effectively market products in Europe.

No experience with EU market entry for traditional food:
Indonesian extraction companies do not have experience
with the different steps of developing extracts as
traditional food, or proprietary extracts for cosmetics,
accordingto EU requirements in terms of documentation
development.

Product development accordingto European market
requirementsis limited.

Exports

Limited local market for indigenous cosmetic extracts
Few ingredients related to Indonesian beauty traditions
getaddedto formulations by Indonesian cosmetic
manufacturers. There are few extracts available offthe
shelfwith efficacyand safety data for the national market.

There are relatively few extracts available whichwould be
marketable in Europe at short notice makingmore i nvestments
needed before exports cantake place.

Long product development trajectories for cosmetics
Although the European cosmetic sectoris highly
innovative, it takes a longtime before products are usedin
cosmeticformulations.

Exporting new proprietary extracts to Europe willnot start quickly
afterthe start of anintervention and is prone to risk. This means

companies return on investment (ROI) will take time. As such, itis
good that extraction companiesalso have known extracts for the
EU market.

Lack of market access: Limited market exposure and the
lack of close contacts with buyers makesit difficult for
Indonesian extraction companies to develop extracts
suitable forthe European market. Inreverse, not having
suitable products makes it difficult to build relations with
buyers.

Indonesian extraction companies do not offer products which
are suitable forthe European market, or only provide basic
extracts.

Indonesian extraction companies cannot justify i nvestments
as theylack a clear windowintothe European market.

No expectation from EU buyers: There is currentlyno
expectation among buyers that Indonesian exporters can
provide new innovative food supplementingredients
basedontraditional food or proprietary extracts with
proven efficacy.

Substantial awareness raising and marketing will be needed
to convince buyers of Indonesianinnovative ingredients and

proprietaryextracts before companies can become
successful ininternational markets.

Table 4. Obstacles in the enabling environment

What is the obstacle?

How does this obstacle impede exports?

Supporters

Fragmentation in BSOs: the extracts industryis partly
represented bythree associations: DAI for fragrances, GPJ
forherbal medicine and PERKOSMI for cosmetics.
Extraction companies along these different market
segments do not cooperate on non-competitive issues.
This makes it difficult to develop andimplement a joint
visionforthesector.

The fragmentation also undermines the bargaining
position ofthe sector to advocate foranimproved
business enabling environment with publicinstitutions.

Keyobstacles to reach export markets require joint sector

action, forexample creating market access, providing
information and skills to meet buyer require ments, R&D and
efficacy. Theseissues not being resolved reduce the ability of
individualextraction companiesto export to Europe.

Lacking BSOs service delivery: BSOs with membersinthe
sectorhave priorities for other products, such as essential
oils for DAI, finalproducts for GPJ and PERKOSMI. As s uch,
there are noservices developed specifically for the
extraction sector. Keyneeds of theindustryare not
identifiedand currently not met, especially:

e accesstoinformation;

e marketaccess;

e training andcapacity building to resolve bottlenecks in
the value chain, suchas SOPs, supply fragmentation,
compliance, market access;

e R&D and efficacy;

e advocacyandstrategy development with ministries.

Extraction companies, especially SMEs, lack the resources to
improve theirsupplychain, processing, product and
marketing, which reduces their ability to export oraddvalue
to theirproducts.
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Lack of R&D capacity on efficacy: The availability of local
R&D capacities on efficacy of traditional ingredientsis
limited. Moreover, academic institutions lack courses on
herbal medicinesand phytotherapy. Without engaging
with laboratoriesin other countries, Indonesian
companies would be able to offer only basic proofof
efficacy.

Indonesian extraction companies are less able to develop |P
on their extracts, reducing their competitiveness and the
value added oftheir products.

Influencers

Lack of focus from ministries: Ministries of Agriculture,
ForestryandIndustrydo not have a focus onthe extracts
industry while the sector can only marginally benefit from
otherstrategies. Obstaclesimpeding exports which are
beyond the capacities of mostindividual stakeholders in
the value chaindonotgetresolved, including:

e SOPs andfragmentationat production;

e Humanresources;

e Marketaccessand information.

Extraction companies, especially SMEs, do not receive
support to improve theirsupply chain, processing, product
and marketing, reducing their abilityto exportoradd value
to theirexports.

Unclear ABS rules: Indonesian ABS legislation has recently
been draftedbuthasnotbeenapprovedinparliament.
Implementingstructuresand toolsstill needto be
developed.

e Europeanbuyers mightbereluctantto engage while
the specific application of the newlegislation remains
unclear.

e Otherbuyershave worked before in countries where
ABSis verynewand are willingto engage with
Indonesian authorities, which could offeran
opportunityto leverage the CBlintervention to
developa strongbusiness enabling e nvironment with
respectto ABS.

Products cannotbe exported to Europe if ABSis not handled
accordingto local and EU legislation.

4.2 Key opportunities for growth of exports to Europe

Below arethe key opportunities inthe valuechainandthe business enabling environment provided by supporting

services andinfluencers.

Table 5. Opportunities in the value chain

What is the opportunity?

I How does this opportunity support exports?

Sourcing

Documented traditional knowledge: Traditional use of
plants and plant extracts forfood supplements, herbal
medicne and beautyrituals is welldocumentedin
Indonesia.

Indonesian extraction companies would alsobe able to use
such references forinspiration for future product
development.

Stories of traditional use are highly attractive in the European
marketand could support the marketability of products.

Many raw materials available: Indonesian extraction
companies can tapinto alarge production ofdifferentraw
materialsfor extraction, exce pt for organic raw materials.

Indonesian companiescan export a large variety of different
extracts based on existing raw materials supply.

Processing

High-quality extraction companies: Indonesia counts
several high-quality extraction companiesthat can deliver
products accordingto internationalmarket expectations
orlocal pharmaceutical and herbalmedicine standards.

These extraction companies will be able to take upnew
products with relative ease.

These high-quality companies canact as successful casesof
business ‘not’ as usual, which is usuallythe best way to
convince other companiesto work ina more effective way,
as wellandimprove theirsupplychain, processing and
marketing.

Exporting

Strong local market: As opposedto seaweed extracts and
essential oils, Indonesian extraction companieshave a
strong local market where they generate theirturnover.

Local sales can be leveraged to investininternational market
entry.
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This isalsothe case for many products which would be
consideredtraditional foodin Europe.

European demand growth: The European market for
extracts is growingstrongly andimports from developing
countries are increasing, as buyers place more truston
basicextracts coming fromthese countries.

The growing market for extracts gives more opportunities for
Indonesian extraction companies to supplyto European
buyers.

Traditional food window: The new novel food legislation
in Europe makes it possible to market food products
accordingto local safe use.

Indonesiahas alarge range of products which have local
documented safe use and could be exportedto Europe once
documentation to European standards has been developed.

No opportunities were identified for supporters or influencers.

4.3 Sustainability challenges and opportunities

Accordingto anIPDreport, Indonesiais relativelyadvancedin ensuring CSR through public and private sector
actions when compared to competing countries in the region. From the fieldwork for this VCA, the following picture

of the status of CSR inIndonesia’s plantextracts industry appears.First, knowledge on CSRis limited and focused on
compliancewith legislation, ‘not doingwrong, instead of doing good’. Second, knowledge of CSR expectationsin

Europe is low. Duringinterviews with extract processors and other stakehol ders inIndonesia, no key CSR issues
were identified. However, there are several issues which meritadditionalresearch:

e Childlabour could happeninfarms andis difficultto verify due to a lackof traceabilitytosource.ltis
common for children to help parents, for example with collecting plantmaterialsaround the house, or
closeto the community. Children may also accompany parents during harvestand will be expected to lend

a hand inthe process.

e Interms of environmental legislation complianceand environmental harm, the mainissues identified were

excessive pesticideuse, a lack of waste management and waste water treatment, and unsustainablewild

collection of raw materials.
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4.4 Conclusions

Based on chapters 2, 3 and 4, we draw the following conclusionson Indonesia’s value chain for plantextracts for
food supplements and cosmetics.

Extracts as traditional ingredients for European food supplement markets

This sector scores high on production and demand, and very high on export capacity, trends and value
addition opportunities, but lowon market access requirements.

There are several obstacles inthe valuechain, but most can be resolvedin the short to medium term once
the business caseis understood, benefitinga large group of companies which will add valueto their
products.

Other obstacles canberesolved inthe medium to longterm without requiring much further external
support. Once certain processes havebeen set into motion, valuechainactors, influencers and supporters
inthe valuechain areexpected to be ableto continue to develop the sectorin a sustainablewayand have
a bigimpacton Indonesia’s extractexports.

This sector offers good grounds for interventions, which will be discussedin Chapter 5. However, we recommend to
focus on a mix of innovative extracts with existing extracts when working with companies towards market entry.

New cosmetic extracts related toJamu

This sector scores high on demand and export capacity,and very high on trends and valueaddition
opportunities, but lowon market access requirements.
There are several obstacles inthe valuechain, but most can be resolvedin the short to medium term once

the business caseis understood, benefitinga large group of companies which will add valueto their
products.

Other obstacles can beresolved inthe medium to longterm without requiring much further external
support. Once certain processes havebeen set into motion, valuechainactors, influencers and supporters
inthe valuechain areexpected to be ableto continue to develop the sectorin a sustainablewayand have
a bigimpacton Indonesia’s plantextractexports.

This sector offers good grounds for interventions, which will be discussed in Chapter 5. However, we recommend
focusing ona mix of innovative extracts with existing extracts when working with companies towards market entry.

42



5.Possible Interventions and Support Activities for Plant Extracts

The table below shows the interventions proposed for plantextracts. It links these interventions to opportunities and obstacles each intervention addresses, describing
what role local and development partners could play in eachintervention. The table also describes how CBI can provide supportinitiatives. The activities mentioned below
are expected to also benefit producers of seaweed compounds.

Table 64. Proposed interventions for PMC

W hat is the solution?

W hat does it address?

W hat should local actors,
influencers and supporters
do?

W hat are outside supporters
doing?

How can CBI contribute?

Development of a sector strategy and roadmap
A sector strategy needs to be developed for the extracts

industry from source to market, looking at different uses (e.g.

cosmetic, food, pharmaceutical), types (wild, cultivated,

biodiversity-related). The sector strategy needs to bring

together the different ministries involved, BSOs and
companies in the sector. Such a sector strategy should be
kept as simple as possible to quickly start working, focusing
on:

e Sector vision (based on realistic market expectations, from
MI);

e |t needs to make this vision happen, looking at key
obstacles inthe VCA, such as ABS, BSO service delivery,
traceability, SOPs and fragmentation of production, R&D,
processing quality, MI, HR development, market access;

e Responsibilities, especially those of BSOs and Ministries,
and process drivers;

e Organicproduct development including development of
relevant documentation, registration and certification with
new companies;

e Which BSOs do what interms of extracts, or a need for a
specific BSOs or working group;

e Actions and budgets.

Obstacles

e FragmentationinBSOs;

e Lacking service delivery by
BSOs;

e lack of R&D capacity on
efficacy;

e Unclear ABS;

e No expectations from EU
buyers;

e Lack of focus of ministries.

Opportunity
e European demand growth

e MoT, Mol, MoA and MoEF
do not have specific
strategies nora roadmap
for the sector and need to
define their role and
commitment to the sector.
They might have resources
to drive the process.

e DAI, GPJ, and PERKOSMI as
sector associations involved
in the sector need to define
their role and commitment
and consider cross-sector
issues related to health,
food and cosmetics.

Several donors are active,
including DFID, FAO and
USAID. Specific activities in
business enabling
environment need to be
identified.

e Start the process by
organising a first
strategic conference
with relevant
stakeholders;

e Bring BSOD experts in to
facilitate the process;

e Bring inbuyers and
high-profile speakers
who can bring about
change;

e Input of Ml to kick-start
the process.

Develop market intelligence tools for the sector

Market intelligence is needed to address several issues in the

sector and provide input for other interventions:

e Documented traditional knowledge on traditional food and
beauty relevant to the EU market is strong, but
fragmented over institutions, publications, stakeholders

Obstacles

e lack of knowledge on EU
market standards, trends
and requirements;

e MoT, Mol, MoA and MoEF
each need to provide
inputs specific to their
mandates. MoT and Mol
both have market
intelligence activities, but

e SIPPO can build market
intelligence capacities
with DAl and Mol, and
perhaps MoT, although
here they do not focus on
natural ingredients.

e Provide tailored
intelligenceinan
inclusive way with
Indonesian
stakeholders;
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and experts. A directory of resources as well as research

outcomes would benefit the sector and can be translated

into factsheets and news items for buyers and suppliers;

e |dentify raw materials available;

e |dentify market potential for key products in Europe,
matched to trends, indications, growth markets, and
segments and buyers;

e |dentify products where traditional food window applies;

e Develop MI documents to guide local stakeholders with

future production selectioninterms of indications, actives

and functionalities of interest, competing extracts,
segments and buyers;

e Develop MI documents to provide guidance on Traditional

Food market placement and other buyer requirements.

Care must be taken in separating non-competitive from

competitive issues, and company and sector responsibilities.

Where possible, development of Ml should be usedto
improve capacities of companies, associations and relevant
ministries.

Lack of knowledge of EU
buyers’ needs interms of
indications of interest;

HR deficits;

No expectations from EU
buyers;

Lacking service delivery by
BSOs.

Opportunities

Documented traditional
knowledge;

Many raw materials
available;

European demand growth;
Traditional food window.

this sector does not appear
on their radar yet.

DAI, GPJ and PERKOSMI as
sector associations involved
in the sector need to define

their role and commitment.

e Organise trainings and
develop tools with CBI
experts totransfer
knowledge;

e Support development of
intelligence on
traditional use, raw
materials.

Build HR capacities

Train key staff in companies on important HR issues

identifiedin this VCA.

e Export marketing in coordination with BSOs and
engagement with European companies and distributors;

e Branding in coordination with BSOs;

e R&D and innovation in coordination with BSOs and R&D
institutes;

e Product development focused on European compliance, in

coordination with BSOs and R&D Institutes, including in
Europe;

e Technical safety, efficacy, functionality documentation and

certification.

Obstacles

Lack of knowledge on EU
market standards, trends
and requirements;

Lack of knowledge of EU
buyer needs in terms of
indications, actives,
functionalities of interest;
Poor standardisation of
extracts;

HR deficits;

Lack of market access;
No experience with EU
market entry;

Specificto cosmetic
extracts: long product
development trajectories.

e Technical training could for

example be delivered by
European buyers, or
technical institutes;

e Mol might have resources

to drive the process.

None identified

CBI can deliver training on
issues such as export
marketing, branding, R&D
and innovation and
European Compliance
through its export
network.

Curricula development

In coordination with R&D institutes, enterprises and
international experts, develop curricula to cover specific
technical skills needed by the sector:

Lack of knowledge on EU
market standards, trends
and requirements;

e R&D institutions;
e Mol or the Ministry of

National Education might

None identified during the
research, but PUM could
play role.

Provide input on
international market
requirements.
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e SOPs fororganics

e Extraction andstandardisation, product development;

e Efficacy;

These activities should preferably be within the scope of an
export development component.

e Poor standardisation of
extracts;

e HR deficits;

e lack of R&D capacity on
efficacy;

e No experience with EU
market entry;

e Lacking service delivery by
BSOs.

have resources todrive the
process.

BSO service delivery development, either public or sector

associations

For future service delivery, itisimportant that BSOs develop

services which are needed by the industry. To make them

affordable, as well as a good business model for BSOs, this

needs to be preceded by an assessment of buyers’ needs.

Moreover, itisimportant to consider how these services can

be soldto a wider audience of companies, since each BSO

has a much wider membership than extracts.

e MI, focusing on market potential assessment and MAR;

e Advise on extracts for traditional food, cosmetic extracts
linked to ABS;

e Training modules focused on HR development for
extraction companies;

e Guidance tools and coaching on product development and
market entry;

e Export marketing.

This should be accompanied with support on costing and
pricing to develop a sustainable business model.

Obstacles

e lack of knowledge on EU
market standards, trends
and requirements;

o lack of knowledge of EU
buyer needs in terms of
indications, actives,
functionalities of interest;

e HR deficits;

e No experience with EU
market entry for traditional
food;

e No experience with EU
market entry;

e lack of market access;

e FragmentationinBSOs;

e lacking service delivery by
BSOs;

e Specificto cosmetic
extracts: long product
development trajectories;

e No expectations from EU
buyers.

Opportunities

e Documented traditional
knowledge;

e European demand growth;

e Traditional food window.

Mol and MoT could play a
role, particularlyinfunding
activities;

DA, PKJ and PERKOSMI
need to identify members’
needs and translate these
into a service portfolio
relevant to their members.

e SIPPO can assess BSOs in

different aspects of
export promotion in
collaboration.

e Business support
organisation
development through
training.

SupportonABS
After the new biodiversity bill becomes law, work must begin
on itsimplementation to:

Obstacles
e Lack of focus of ministries;
e Unclear ABS;

o MOoEF and LIPI needs to buy

in to the process;

e Several donors are active,

including DFID, FAO and
USAID. Specific activities
in business enabling

CBI can share experiences,
and link to European
experts in ABS.
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e Train MoEF staff intools development, working with
companies, provincial and district governments;

e Support the development of implementation tools and
guidelines which are supportive to business;

e Support the development of procedures, work flows and
clearresponsibilities at different government levels;

e Support the delivery of private sector guidance
documents;

Sharing lessons learned and facilitate south-south peer

learning can be a powerful tool inthis respect. Where

possible, training should be provided in a train-the-train

format to ensure that skills are passed on to the provincial

and district levels. Moreover, links should be sought with

export development activities.

e lack of R&D capacity on
efficacy.

e MoEF might have resources

available todrive this
process;

European sector
associations canshare
insights.

environment need to be
identified;

e NRSC (when linked to
cosmetics), FFland
KEHATI can provide
technical advice and
training;

e Not researched within
the scope of this
research, the GiZ ABS
Initiative can play a role.

Tool development for traceability, fragmentation and SOPs,

and organic prod uction

Many tools, such as Koltiva, already exist to make value

chains more efficient. They can be explored and linked to

additional sector needs, for example to facilitate:

e Training farmers on SOPs for organic production;

e Traceability;

e Documentation development needed for compliance with
GACP, organic and other certifications.

Obstacles

e Lack of traceability;

e Lack of application of SOPs
for cultivation and post-
harvest;

e Fragmentation of
production;

o lack of organic certification

among extraction
companies;

e Poor standardisation of
extracts;

Opportunity
e Many raw materials
available.

IT service providers to
develop tools;

BSOs to manage and
provide technical inputs
and linkto member needs;
MoA and Mol might have
resources available todrive
this process.

e None, but needs further
follow-up with identified
donors, as well as donors’
experience inthis field,
such as Swiss Contact,
which funded earlier
Koltiva tools.

CBI can provide input on
international market
requirements.

Export development

An export coaching project should focus on piloting

traditional foods and cos metic extracts based on Indonesian

beautyrituals from Indonesia to have lasting impact.

Disseminating such results is likely to lead to crowding-in by

other extraction companies. Key components need to feedin

and benefit from other activities, and as such need to be

delivered with or through partners:

e Quick identification of committed high-quality extraction
companies and European partners;

e Buyer missions tobuild trust and improve perception of
Indonesian suppliers and continued matchmaking;

Obstacles

e Lack of knowledge on EU
market standards, trends
and requirements;

o lack of knowledge of EU
buyers’ needs interms of
indications, actives,
functionalities of interest;

e Poor standardisation of
extracts;

MoA and Mol might have
resources available todrive
this process;

DAI, GPJ and PERKOSMI as
sector associations involved
in the sector need to define
their role and commitment;
European service providers
(traditional food
applications, efficacyand
safetyresearch);

e |PD can leverageits
network for matchmaking
activities.

CBI has experience in
implementing export
coaching projects, but
could use support for
particular components.
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o Piloting ABS compliance in Indonesia with partnerships of
EU-Indonesian companies and using lessons learned to
provide inputs for the development of implementation
tools by the Ministry of Forestryand Environment;

e Product development including standardisation, efficacy
and development of relevant documentation, and
engaging with European companies on further product
development;

e Piloting traditional food applications in Europe;

e Possible trade fair participation for wider sales of extracts,
and market connection for basic extracts;

e Dissemination of results and tools nationally through
associations, conferences and ministries, and
internationally in conferences and trade fairs.

In the meantime, a group of ‘weaker’ extraction companies
can be taken along inthe export coaching and benefit from
these activities. To reduce riskto companies, itis advised
that they do not exclusively focus on innovative products.

e No experience with EU
market entry for traditional
food;

e Lack of market access;

e No expectationby EU
buyers;

e Lacking service delivery by
BSOs;

o Lack of R&D capacityon
efficacy;

e Unclear ABS;

e Specificto cosmetic
extracts: long product
development trajectories.

Opportunities

e High-quality extraction
companies;

Strong local market;
European demand growth;
Traditional food window.

e Connect with Mol trade
attachesintarget markets
and leverage trade
agreements of Indonesia;

e European, Southeast Asian
and Indonesian service
providers (efficacy and
safety).
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6. Conclusion

This concluding chapter looks into potential options for CBI interventions in the plant extracts sector, as follows:
e  Market segment versus productapproach;
e Intervention logic and key considerations for interventions to succeed;
e Risks.

Market segment

This VCA links specific products to specific markets. The focus markets for the research on plantextracts were their
use as traditional food ingredients for food supplements markets and for cosmetics markets. In both markets, there
isastrongneed for new innovative extracts, as well as a continuous need for commodity and more established
extracts which can supplement the portfolio of Indonesian extract producers.

Their use as herbal medicine, although a growing sector in Europe, was not considered due to the limited size of that
market niche, as well as the high requirements it poses to suppliers. Moreover, the growing market for plant
extracts in feed supplements and veterinary medicinewas also notconsidered for similar reasons.In conclusion, the
researchteam proposes a combined market focus on cosmetics and food.

Intervention logic
The research team expects that interventions inthe extracts sector can have alargeimpact, but some of that impact
will only occurinthe long term, particularly when systemic obstacles havebeen addressed.

e  Key forinterventions inthis sectoris to show the business case of developinginnovative extracts for
European markets. Consideringthe limited attention afforded to the sector at this point, CBI will probably
need to take the leadinshowingthis business casethrough working with a firstgroup of companiesinan
intensiveway. On the other hand, there will be much less need for coordination when compared to
essential oils, particularly theseaweed extracts sector.

e This business caseis needed to show more companies the opportunities in this sector; to show to relevant
BSOs that this is a sector of interest which requires specific consideration, and to demonstrate to ministries
that the sector requires specific policies andincentives as well investments in the business enabling
environment.

e Inthis process,tools to be developed for HR capacity buildingin the sector, CSR compliance, etc., can be
transferred to other players inthe sector.

e Based on the firstfew success cases, increased interestfrom the public sector could be used to tackle
systemicissues,such as ABS, solving HR deficits in the sector, resolving market access difficulties and
working on curricula development to provideopportunities for a following group of companies to benefit
from an improved business enabling environment.

e To spreadrisks andtoease market entry in Europe, itis importantto supportcompanies offering
innovative or specialty and conventional or commodity extracts to the market.

Risks

We identified the followingkey risks for interventions in the plantextracts sector duringthe research:

e Participatingcompanies do not meet commitments for new cosmetic extracts;

e Government interference;

e No government supportto interventions;

e BSO capacityandresources areinsufficient;

e EU legislationchange;

e Environmental contamination and damage risks, mostly related to pesticides and unsustainablecollection;
e No agreement among sector stakeholders can be reached;

e  Market changes reduce demand for product.
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CSR risks interms of child labour and labour rights could not be sufficiently researched, so further researchis
required to clarify thescope, impactand likelihood of these risks.
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Annex | — Longlist of Companies Identified and Shortlist of

Companies Interviewed

Long lists of companies in Extracts

Name of company

Region (propinsi)

AirMancur, PT

CentralJava

Aroma & Co, CV

North Sumatra

Aromindo, CV WestJava
Bali Extract Utama Bali
Berkah Alam Nusantara, PT WestJava
BintangTerang Lestari, CV WestJava
Eratama Eastlava
Gorom Kencana EastJava
Green Zone Herbal, PT Banten
Haldin Pacific Semesta, PT Jawa Barat
Herbacore Gresik Indonesia, PT EastJava
Herbal Indo Utama, PT EastJava
Indaroma/Essaroma Indonesia, PT WestJava
Indesso Aroma, PT WestJava
Indofarma, PT WestJava

IndustriJamu Borobudur, PT

CentralJava

IndustriJamu Dan Farmasi Sido Muncul, PT

CentralJava

Insular Multi Natural, PT WestJava

Inti Sumatera Global, CV North Sumatra
Irawan Djaja Agung, PT EastJava
JutarasaAbadi, PT Jakarta
Konimex, PT CentralJava
Mustika Ratu, PT Jakarta
Natura Laboratoria Prima, PT EastlJava
Phytochemindo Reksa, PT WestJava
Sari Alam Sukabumi, PT WestJava

Semarang Herbal Indo Plants, PT

CentralJava

Tri Rahardja, PT (Javaplant)

CentralJava

Zena Nirmala Sentosa, PT

WestJava

Short lists of companies in Extracts

PT Indofarma (Persero) Tbhk

PT Martina Berto, Thk (Herbal Div.)

PT Solo Global Health

PT Merpati Mahardika

PT Tri Rahardja (Javaplant)

PT Natura Laboratoria Prima

PT Zena Nirmala Sentosa (Garcia)

CV Bintang Terang Lestari (Daun Mas)

CV Aromindo

PT Van Aroma

PT. Industri Jamu Borobudur

PT. Semarang Herbal Indoplant

PT Irawan Djaja Agung
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