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GLOBAL CHALLENGE



THE WORLD ENTERS A NEW ERA OF DIGITAL TECHNOLOGY
Triggered by the Rapid Development of ICT
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Do technologies put our live at risk?
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Years, According to Oxford Universit R

mm o - Five Million Jobs by 2020: the Real
Challenge of the Fourth Industrial
Revolution

= FINANCIAL TIMES soni [

Poorer workers hardest hit by strong arm of robotics

yre more at fisk of losir

McKinsey: Automation will leave
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Disruption on the conventional business

Gross Merchandise Volume,

Number of rooms, Market cap,
USD billions

Thousands USD billions
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Source:McKinsey 2017



However, automation can stimulate employment by

lowering the price of a good and unleashing latent demand

Example: Ford Model T assembly line

Assembly line improved productivity and number
of employees... ... as prices fell and sales rose
Number of [ — Productivity
employees Number Model T units produced Model T units shipped [ | —— Price
Thousand per employee per year Thousand $
20 - - 25 400 1,000
350
20 800
15 300
15 250 600
10 200
10 150 400
5 100
5 200
50
0 0 0 0
1909 1910 1911 1912 1913 1914 1915 1909 1910 1911 1912 1913 1914 1915

Source: US Bureau of Labor Statistics; FDIC; David Hounshell, From the American system to mass production 1800-1932: The development of manufacturing technology in the United States, Baltimore, JHU Press, 1985;
Bernard C. Beaudreau, ICT: The industrial revolution that wasn’t, Lulu, May 2008; McKinsey Global Institute analysis



Future of Jobs

The Fourth Industrial Revolution, interacting with other socio-economic and demographic factors, creates
a perfect storm of business model change in all industries, resulting in major disruptions to labour markets

2022 Skills
Outlook

Growing

Analytical thinking and innovation

Active learning and learning strategies
Creativity, originality and initiative
Technology design and programming
Critical thinking and analysis

Complex problem-solving

Leadership and social influence
Emotional intelligence

Reasoning, problem-solving and ideation
Systems analysis and evaluation

COUAONOOTOHLWN-

-

COMMITTED TO
IMPROVING THE STATE
OF THE WORLD

Declining

-

COONOOOALWN=

Manual dexterity, endurance and precision
Memory, verbal, auditory and spatial abilities
Management of financial, material resources
Technology installation and maintenance
Reading, writing, math and active listening
Management of personnel

Quality control and safety awareness
Coordination and time management

Visual, auditory and speech abilities
Technology use, monitoring and control

New categories of jobs will
emerge, partly or wholly
displacing others.

The skill sets required in both
old and new occupations will
change in most industries and
transform how and where
people work. It may also affect
female and male workers
differently and transform the
dynamics of the industry
gender gap

WEO 2018:The Future of Jobs Report




Quality of Education and Human Capital is Crucial to Face the Digitalization Era

and the Future of Work

Future Work Skills 2020

Drivers—disruptive shifts that
will reshape the workforce
landscape

Key skill needed in the future
\ workforce
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While all six drivers are important in shaping the landscape in which each skill emerges, the color-coding
and placement here indicate which drivers have particular relevance to the development of each of the skills.
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INDONESIA DEVELOPMENT



INDONESIA ECONOMY IS IMPROVING

Stable economic growth, benign inflation, better society’s welfare

GDP Growth (%) GDP per capita (USS current)
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INDONESIA ECONOMIC STRUCTURE HAS SHIFTED TO SERVICE SECTOR, MOSTLY

DRIVEN BY TECHNOLOGICAL CHANGE

Necessity to keep developing a strong manufacturing sector
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TECHNOLOGY RELATED SECTORS PLAY A CRUCIAL ROLE IN THE ECONOMY

Sectoral GDP Growth (%) Sectoral Contribution to GDP (%)

AGRICULTURE (%, yoy) MINING (yoy) Agriculture
. 1.0
|

. . Mining

-3.4
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PRIMARY

Industry
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TRADE TRANSPORTATION T FINANCE
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ALL SECTORS ARE CRUCIAL TO ECONOMIC GROWTH
With the support from sound development of all sectors, the economy is projected to

grow

Projection of GDP Distribution from Production Side Projection of GDP Growth and GDP per capita
9.0% - 14,000
8.0%
8.0%
- 12,000
7.0%
@ 7.0% -
Secondary Sector (Manufacture) 10,000
6.0% -
5.1% £
49% 8000%
5.0% - 0D
a
[%2]
>
4.0% - 6,000
Primary Sector (Agriculture & Mining) 3:0% 1 1000
@ 2.0% " g
L < Q
—@ N > A 2,000
1.0% - a8 o
(90]
0.0% -
\o} M~ (e¢] (@] (@] — < (o} ~ o0 (€] o
225228353338 85%8238 Sz sggsgssggggada
~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ (@\] (@\] (a\] (a\] o~ o~ o~ o~ (@\] (@\] (@\] (@\] (a\] o~ o~ o~

Source: Statistics Indonesia & Fiscal Policy Agency Source: Statistics Indonesia & Fiscal Policy Agency 13



Human capital is key to Indonesia’s future growth, development and quality of life,

also, healthy and educated people will have a better chance to compete in the

digital economy

* Investments in human capltal are
directly linked to Indonesia’s future
growth, productivity and
competitiveness

* Investments in early childhood
development and nutrition in the early
years has large dividends for the
country, communities and households

* A skilled workforce will be able to meet
future labour demands across the
economy and increase country and
individual earnings (World bank, 2017)
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OPPORTUNITIES AND CHALLENGES FOR

INDONESIA'S HUMAN CAPITAL DEVELOPMENT




INDONESIA DEMOGRAPHIC BONUS

Young generation become the important actor for economic development in todays advancing
technology

Indonesia Demography

Indonesia's population structure is projected to be

Projection of Population Proportion

dominated by productive age who live in urban areas 2015 2030
i |
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The young generation is easier to adapt
to technological developments and
innovate

(creative, confidence & connected) Source: stastcs Indonesia
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There is Still a Pessimism Towards Indonesian Readiness to Develop and

Adapt to Technology

Is Indonesia Ready to Face the Impact of Technological Development?
Survey results at the International Seminar on the Fiscal Policy Office of the Ministry of Finance "Riding the Waves of
Technological Change: Way to Forward to Drive Productivity & Alleviate Poverty"
December 2017

Does Indonesia Have the Technological Ability

- Will Your Current Job be at Risk of being
to Support Growth and Productivity?

Replaced By a Machine (Technology)?

No

Yes
Yes

17



Poverty and Inequality Rate (Including Inequality in Access and Education) Still a
Development Challenge, Including the Use of Technology

National Poverty Rate National GINI Ratio
March 2015 : 11,22 March 2015 : 0,408

March 2016 : 10,86 March 2016 : 0,397

March 2017 : 10,64 March 2017 : 0,393
September 2017 :10,12 September 2017  :0,391
March 2018 : 9,82 March 2018 : 0,389

(Recorded the lowest)

Distribution of the education levels of Indonesian
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Indonesia's HDI is Increasing

Indonesia still needs to improve education and human development in general
HDI Trend of Indonesia 2017/

Source : Statistics Indonesia
u isti i HDI -

7081 2016

HDI :
70,18 201 5
HDI :
69,55
SI-lurer1NaDr!1 Development Index 2015 20 14
Singapore 925 HDI :
Brunei Drslm 0.865 68,90
Malaysia 0.789

Turkey 0.767
Mexico 0.762
Brazil 0.754
Thailand
China 0.738
Indonesia
Viet Nam

2013

HDI :
63,31

| <

Philippines
South Africa
India
Cambodia

Myanmar




Indonesia is still lagging behind in Research and Development

Being one of the obstacles to the competitiveness of the Indonesian economy

Gross Domestic Expenditure on R&D*
(% to GDP)

@ 0.00%-0.25%
. 0.26%~0.50%

) 0.51%-1.00%

) 1.01%-2.00%

2.01% and above

" ) Data not available

*Source: UNESCO Institute for Statistic, October 2015
Data in 2013
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INDONESIA'S EDUCATION QUALITY IS STILL FAR BEHIND THE DEVELOPED COUNTRIES

Education quality is crucial to be a foundation for a strong and sustainable economy

Programme for International Student Assessment Score (PISA) 2016

Source : OECD

Science

Reading

Mathematics

Singapore NN --c NN 535 D o
Japan NN -:: N 5 D s
Chinese Taipei NN -3> N 407 I
Vietnam [N ->c N 437 I o
Hong Kong... I - N 27 . s
B-S-J-G (China) NN -1: N 494 I s
Korea N -'c NS -7 D
United Kingdom [N s0c N % D o2
United States [N /o6 I /o7 B 270
OECD average [N 493 I 493 B o0
Turkey [ 425 B 428 H 220
Thailand M 421 409 B s
Mexico M 416 B 423 Bl :08
Indonesia M 403 I 397 B 336
Brazil M 401 B 207 B 377

“the performance of
Indonesian students
(girls and boys) in
science, mathematics
and reading is one of
the lowest among
PISA-participating
countries with an
average ranking of 62
out of 69 countries”
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Low Labour Productivity

Labour Productivity in USD term

GDP at market price (GDP at Current Prices in US dollars, using annual average exchange rate)

Number of persons/jobs (total employment)

W 2005 | 2009 m 2015

JIL_III_-_I_I_-_[.__-_-_

Singapore HK S.Korea Malaysia China  Thailand Philipines jndonesia |Pakistan  India  Vietnam Cambodia

Source : Asian Productivity Organization, staff calculation




Opportunity in Digital Economy

Indonesia’s internet penetration Positive correlation between GDP/Capita and internet

2013 2015 2020 penetration
[elR. 65

%
38 | 88 (145 ’

millions millions millions 5.8%

Average Indonesian access to the internet are 3,5 hours/day (2x USA)
N %
“— v

51% 9 67%
(0] 0 (0] Source: Indonesia Internet Service Provider Association (APJII), 2016

Source: We Are Social Indonesia, 2017
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Promising Progress
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Solid Cooperation Between the Government, Academic and Private Sector is

Significant to Fight the Challenges of Technological Change

Sinergy to strengthen:

Science & Technology

Innovation

Productivity

TRIPLE HELIX
CONCEPT

Research & development

Value added

GOVERNMENT
Indusiry & economy
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THE GOVERNMENT POLICIES TO ENHANCE

INDONESIA'S HUMAN CAPITAL




Indonesia’s Potential

Demografic
Bonus

Skillfull Labor
Force

Budget Support

Bigger allocation
on education and
health sector

Need to improve
on effectiveness

Will be focus on

Vocational school

Improvement on
student and
teacher

Increase skill to
address
digitalisation and
Industry 4.0




'!'axation

1.781,0
Grant O 1.548,5
(0,4 ]

State
Revenue

2019 Proposed Budget

2019 Trillion
[ ] Outlook 2018
Proposed Budget O HHoe ©

rupiah

the budget deficit in 2019 is directed towards further decline

e (297,2) 1,84% PDB
0(314.2) 02,12% PDB

Central

Non-Tax

A (297,22 State
0 1.903,0 - 03142 .

- Expenditure
gsom |nvestmenigug

Debt financing ‘727 financing °©"

)\

primary balance is getting closer to positive  WeleiVi=laslasl=le ;reag?zze;“’

21,7 Expenditurg Village Fund

--------- O
Budget Financing | 0 1.453,6 0763,6

02.217.3
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2019 STRATEGIC POLICY TO ANSWER THE CHALLENGES?

Strengthening the quality of human resources, social protection, infrastructure and fiscal
decentralization

REVENUE OPTIMIZATION

FISCAL RISK MITIGATION

= Fiscal buffer: * Increasing tax ratio (expansion of
" Fiscal risk reserve fund: E the tax base, extracting potential
* Legal (crisis article); and tax compliance);

= BSF.

* Improving management of state
assets

EXPANSIVE‘ DIRECTED & MEASURED
= Lower deficit of Rp 297.2T (1.84% of
GDP)
= Debt ratio <30% GDP;
= Primary balance towards positive
(negative Rp. 21,7T)

INFRASTRUCTURE DEVELOPMENT: Rp.420,5T

IMPROVING THE QUALITY OF PUBLIC

SERVICE

= Prosperity of state apparatus & retirees (Salary
13, THR and basic salary / pension increase of an
average of 5%);

= Strengthening bureaucratic reform

SOCIAL PROTECTION PROGRAM: Rp. 381.0 T

= Program Keluarga Harapan (PKH) ; = Street

= Program Bidik Misi: 471,8 Thousand Students * Railway

= Jaminan Kesehatan Nasional (JKN): 96,8t Recipients E * New Airport Development

* Program Indonesia Pintar (PIP) :20,1 million students = Irrigation

= BPNT:15,6 families = Electrification

" = Housing for Low Income Community

Village Fund Allocation :Rp73T
QUALITY OF EDUCATION: RP 487,9T

=  PIP target: 20.1 million students
=  School Operational Assistance (BOS)
* Health Facility Infrastructures = Strengthening vocational, research &
=  Child immunization; development
* Addressing Stunting =  Strengthening SWF for intergenerational justice
Source: Indonesia Ministry of Finance 29

QUALITY OF HEALTH :Rp122 T
= PBI (JKN)




Government Support on Digital Technology Development

Policy Package # XIV in November 2016
ﬁ -_—
: IR i
g e o o o
UV
Financial Tax Human capital Consumer
Support Relaxation capacity building Protection
Logistic Telecomunication
Support Infrastructure
1000
Technopreneurs

Business valuation:

USs$ 10 billion

Managerial
: support
E-commerce :/afue INDONESIA E-COMMERCE
USs 130 billion

IN 2020
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2019 Budget to support Human Capital Development

Education Rp489.9Tn, mostly on

Icnfras:r:-cture 20.1 millions students under KIP (Indonesian
ompletion )
Rp420.5Tn Q Social Rp381.0Tn Smart Card)

scholarship Bidik misi
Human Vocational study
Capital RP586.7Tn Education infrastructure

Protection / 471.8 thousands university students under

Effe“i"e Rp368.6 T Health Budget Rp96.89Tn, mostly on
ureaucracy o Health protection of 96.8 people (Contribution

Aid Recipients/ PBI JKN)

Democracy o Early child nutrition intervention in 160 districs
Agenda

Uncertainty
Anticipation

Other Budget Rp38.6 T

Defence Rp220.5T
ElectionRp 24.8T
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The Education Budget is maintained at 20% of the Budget, directed to
improve access, distribution and quality of education

Quality Improvement: 3‘?_

Improvement in Education Sector Improving teacher quality through inter-regional teacher

certification and redistribution

Gg;(?Wth (%) Increasing the effectiveness of BOS (School Operations Aid)
- 10.4 9.5 12.3 Transfer of BOS from Ministry of Education and Culture to DAK
2.0 (2016)BOS based on performance (2019)
2 487.9 Access Improvement:
200 3534 390.1 370.9 406.1 140 The Smart Indonesia Program of 19-20 million students / year was

Acceleration of the construction of school and university facilities
(part of which is carried out by the Ministry of Public Works and

/ / / ? followed by an increase in target accuracy
TiRiR

DAK supervised by the Ministry of Public Works) Expansion of the

0 A a A 0 . affirmation / Bidik Misi scholarship program (2015: 269 thousands)
2014 2015 2016 2017 Outlook RAPBN 2019 (2019: 417 thousands)
. 2018
Education budget Strengthening LPDP in the form of SWF as the Education
2019 Budget endowment manager starting in 2017 and 27 thousand scholarships

has been distributed.
Synergy Strengthening:

Budget Synergy between Ministries and Special Aloction Fund and
enforcement to fulfills the education budget by the Regional Gov.

Link and match vocational education
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5% Health Budget to improve access and quality of health services, as

well as strengthening the handling of stunting

150

100

50

29.6

59.7

u

2014

Improvement in Health Sector

38.7

10.4 91.4
; 65.9 i
2015 2016

== Health budget

@® Cenfral government

Ministry of Health
BPOM

BKKBN

Health Insurance for
Civil Servant

@ Llocal government

DAK Physical
BOK and BOKB

107.4

122

92.4 e 20
|11 16-2,I\ s

60

2017 Outlook 2018 RAPBN 2019

Growth (%)
2015 2019
54.6  88.2

45.9 58.7

1.0 2.0

22 3.8

4.4 58

6.3 33.7

59 20.3
12.2

Some improvements are made

Quality Improvement

Improving the quality and availability of health workers
Increased effectiveness of BOK and BOKB*)

Transfer of BOK and BOKB from Ministry of Health to DAK
(201¢)

Strengthening promotive and preventive programs
Encouraging a healthy lifestyle through Germas

Improved nutrition for pregnant, lactating and tfoddlers and
immunization

Access Improvement

Expansion of Conftribution Aid Recipientsin the framework
of National Health Insurance (2015: 86.4 million people;
2019: 96.8 million people) followed by an increase in target
accuracy

Improving services af first-level health facilities
Synergy Strengthening
Budget Synergy between Line Ministries and DAK

Enforcement fulfills the health budget by the Regional
Government Encouraging PPP to build hospitals in the
regions

Strengthening stunting handling efforts

*)
BOK: Health Operations Aid
BOKB: Family Planning Operations Aid
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Indonesia Potential in 2045

(_'U _m DEMOGRAPHY ECONOMY
+ « ) 4 population 309mn  No. 5 Economic in the world
7 productive age 527 . GDP/Capita US$29.300
- 75% live in city + economic structure shifting to high
O e 80% middle income value added sector .
o e 73% econmy is in service sector

M |nirastructure Technological Al Geographical
uciv Readiness S Landschape
L\ g
HHﬁ Human Capital Government Y Economic resources
49 Quality Institution (Budget)

If Prerequisite is unfullfilled,
demographic dividend might change to m EARLY INVESTMENT!

demographic burden
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