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Methodology

The goal of this market study is to provide an overview of the potential of Indonesia’s healthcare
equipment and medical device industry. This desk research highlights the opportunities for European
companies, and contains the industry characteristics (e.g., market size, growth potential), the
structure of the market, key stakeholders and major providers, future trends, regulations, and existing
challenges.

While preparing this report, EIBN made use of a variety of literature, data sources and methods.
General information about the healthcare equipment and medical device market was gathered from
publicly available sources: news articles, official company websites, publications the Ministry of Health
of the Republic of Indonesia, and the World Health Organization. In addition, we have also interviewed
some local market stakeholders.

When the latest official data was not yet available, we made use of the most recent data on hand. For
example, when data and figures were still unavailable for 2017, we instead used data from the years
2014 - 2016. Also, sources are mentioned to provide insight into where the data was retrieved from.




Executive Summary

The purpose of this Sector Report is to provide an overview of the healthcare and medical device
market in Indonesia, and to shine light on potential business opportunities for European companies.
Indonesia’s healthcare equipment and medical device market has a total market value of US$1 billion
with expected future annual growth rates of more than 10%. According to BNP Paribas, The size of
the total healthcare industry in Indonesia was US$7 billion in 2014 and expected to reach US$ 21
billion market in 20192,

Indonesia’s healthcare industry provides profitable opportunities for European companies. For the
healthcare equipment and medical device market, attractive subsectors include dental equipment,
medical equipment, and laboratory equipment industries. The dental care market is showing strong
annual growth rates, because of Indonesia’s growing middle and upper class and the increased
awareness. Since domestic companies produce almost solely medical furniture, lucrative products for
European companies are related to scaling and polishing, bleaching, and orthodontics.

Indonesia’s medical equipment market provides similar future prospects: strong year-on-year growth
and few existing local manufacturers. The implementation of the National Health Insurance System
is leading to a strong increase in the need for advanced medical devices, especially related to surgical
equipment, diagnostics, and medical imaging equipment. The demand for clinical laboratory and
diagnostics equipment in Indonesia depends to a large extent on the incidence of diseases related to
circulatory problems, infections and parasites, and respiratory problems. These are all significant
causes of death. Lucrative opportunities are found in, among others, test kits for infection diseases
and diabetes, and for instruments for clinical chemistry, hematology and immunology.

European companies can also exploit growing demands in health IT, health infrastructure, food and
health supplements, household healthcare devices and Islamic medicines. The Ministry of Health is
planning to include e-Health solutions in existing health systems to strengthen and support quality
services. In regard to health infrastructure, overseas companies could assist in the design,
architecture and the interior of advanced Indonesian hospitals and health facilities. Food supplements
are also growing in popularity, as many Indonesians use them for preventing diseases and supporting
a healthier lifestyle.

Noted changes in lifestyle have led to an increasing number of Indonesian households that are buying
healthcare devices for personal use as well, such as digital blood pressure meters and digital insulin
tests. These devices make it possible to do medical self-checks at home. Finally, in a country that has
the world’s largest Muslim population, there are lucrative opportunities for providers able to provide
specific products, such as medicines that do not contain alcohol and vaccines without any trace of
porcine genetics.

Prior to entering the Indonesian healthcare market, European companies should find a trustworthy
local business partner. It is mandatory to have an agent and/or distributor in order to serve the
Indonesian market. Attending conferences and events is a good strategy for meeting equipment
importers, agents and distributors. The distribution of nearly all medical equipment and supplies
requires a license from the Indonesian Ministry of Health, which needs to be obtained before
importing. There are no restrictions for importing medical equipment, except that the government
prohibits, in general, the import of used equipment. During government procurements, there is a
preference to use goods with local content to stimulate domestic sourcing. Indonesian import duties
on medical equipment can rise to up to 30% for medical equipment and all imported medical
equipment is subject to a 10% value added tax. European companies should be aware of the shortage

1 BNP Paribas, Indonesia’s healthcare: the next fast-growing industry, available at: https://investors-corner.bnpparibas-
am.com/investment-themes/indonesia-healthcare-fast-growing/




of qualified medical personnel in Indonesia, which means there are not always enough skilled staff to
operate, maintain and calibrate the devices. With that in mind, overseas companies may have to train
users and related staff members as part of the after-sales service.

In conclusion, Indonesia’s healthcare and medical device market is a promising industry with many
valuable opportunities for European companies. This is grounded in strong annual growth rates,
changing demographic and consumption patterns, the implementation of the National Health
Insurance System, and a lack of domestic suppliers. However, challenges and weaknesses still
remain, such as the requirement to have a local partner and the lengthy registration process.




Introduction

Today’s globalizing world is facing an aging population. Rising life expectancy and falling birth rates
will create many opportunities, but also challenges, in the worldwide healthcare industry in the coming
years. Demographic changes and changing consumption patterns will have a serious impact on
demand for health care. Many companies have already intensified their presence and activities in
international markets, especially in emerging markets in Asia (where roughly 60% of the world’s
population lives), including Indonesia. The health of Southeast Asia’s largest country has been
influenced by strong economic growth, which has led to more Westernized lifestyles, including a
higher prevalence of cardiovascular diseases and diabetes.

The main purpose of this market study is to provide a comprehensive overview of Indonesia’s
healthcare and medical device market, with special attention on business opportunities and
challenges for European companies.

This report begins with a description of the healthcare sector and how well developed it is. After that,
the report goes into detail on Indonesia’s healthcare system, including government policies and plans,
and health financing. The market structure is also addressed, and comparisons made between
Indonesia’s healthcare equipment and medical device market and those of Malaysia and Singapore.
The report also identifies key players in the market, such as associations, importers and distributors.
Business opportunities in Indonesia’s local market (e.g., dental equipment, health IT, food
supplements) are examined and there is also discussion of the regulations, standards and taxes that

apply.

Finally, the report outlines the present challenges for relevant contacts and upcoming exhibitions.




|. AN OVERVIEW OF INDONESIA’S HEALTHCARE

1.1. A Snapshot of Indonesia’s Health Landscape

Indonesia is the world’s fourth most populous country, with 2582 million inhabitants. More than half of
the population lives in urban areas. Approximately 27% are below the age of 15, whereas nearly 5%
are older than 65°. Improvements in Indonesia’s healthcare have increased life expectancy at birth to
67.1 years for men, and 71.2 years for women according to the latest WHO data published in 2015.
It gives Indonesia a World Life Expectancy ranking of 117. By 2050, the elderly population is predicted
that the percentage of Indonesians over 65 years old will reach 13.8% in 2050 or nearly 44 million
elderly people®. This will have a huge impact on an economical and societal level, especially in the
healthcare sector.

According to the World Health Organization, in 2014, the most common causes of death in Indonesia
are: cardiovascular diseases (37%); communicable (such as malaria, dengue, diarrhea), maternal,
prenatal and nutritional conditions (22%); cancer (13%); other non-communicable diseases (10%);
injuries (7%); diabetes (6%); and chronic respiratory diseases (5%). On a national level, Indonesia
has a doctor-to-patient ratio of 1:3000. There is however an unequal spreading of doctors across the
country. The large cities on Java and Sumatra have for example many more doctors than Papua.

1.2. Sustainable Development Goals

Since healthcare is a priority in Indonesia’s national development agenda, Indonesia’s engagement
in the Post - 2015 Development Agenda strengthened the alignment between its national
development planning processes and the global agenda. Indonesia and United Nation Development
Program (UNDP) have been working together as a part of commitment to establish the sustainable
development in Indonesia. They comprise of 17 goals and 169 targets that cover issues
including poverty, public health, the environment, education, infrastructure investment, and justice.

As a follow-up to the Millennium Development Program (MDGSs), over the next 15 years (2016-2030),
Indonesia's national development agenda will enter a hew agenda Sustainable Development Goals
(SDGs) which will be directed to the duties to continue and expand the success of the MDGs. Like
the previous development plans, these goals, have been established by the United Nations and
Indonesia Government in the year 2000, were intended to increase overall living standards by, among
other things, strengthening human capital. For three of the seventeen goals, to ensure healthy lives
and promote well-being for all at all ages (goal 3) and clear water and sanitation (goal 6), both goals
are related with the healthcare sector in Indonesia.

Living standards in Indonesia have increased throughout the years. Almost 50 % of Indonesians live
in urban areas. Urbanization and the rising of middle class have resulted in a significant increase in
several risk factors (air pollution, tobacco and alcohol abuse, and physical inactivity). Those all caused
the surge of various lifestyle diseases in Indonesia®. Air pollution in Indonesian urban areas is mainly
due to vehicles. While vehicle emissions are being reduced in many areas, the volume of vehicles is
rising rapidly at 12% every year in recent years. According to the WHO, some of Jakarta’'s
concentrations fine particles are serious and are a threat to health and life.

2 The Ministry of Health of Republic of Indonesia, Data dan Informasi Kesehatan Profil Kesehatan Indonesia 2016, p. 15
3 The Ministry of Health of Republic of Indonesia, Data dan Informasi Kesehatan Profil Kesehatan Indonesia 2016, p. 19
4 United Nations, Department of Economic and Social Affairs, Population Division (2017). World Population Prospects:
The 2017 Revision, available at: https://esa.un.org/unpd/wpp/

5 Frost & Sullivan, Indonesia Healthcare Outlook 2016: Value Proposition and Market Entry Guides for Indian Investors,
Issued: November 3 2016




Furthermore, according to the WHO World Statistics (2016), 87%?° of the total Indonesian population
has access to and is using improved drinking-water sources. Six out of ten people use improved
sanitation facilities. Nevertheless, nine million, or 30%, of Indonesian children under the age of five
are stunted, and contaminated water due to poor sanitation is an important cause’.

6 World Health Statistics 2016
7 The World Bank, Meeting Indonesia’s Urban Sanitation Needs, 2016, available at:
http://www.worldbank.org/en/news/feature/2017/03/21/meeting-indonesia-urban-sanitation-needs




II. INDONESIA’S HEALTHCARE SYSTEM

In 2017, the Indonesian government allocated nearly US$ 78 billion for healthcare sector spending, or
5% of its total budget, a staggering 43% y-0-y increase. The budget allocation on healthcare is the
highest ever. This allocation includes coverage of 92 million poor & near-poor population under the
National Health Insurance System. With the implementation of the National Health Insurance System
from the beginning of 2014, the government faces difficulties in fulfilling the minimum healthcare
functions due to a lack of infrastructure and human resources. Meanwhile, the Indonesian private
healthcare sector is booming, growing more rapidly than the public healthcare sector.

2.1. Government Policy and Implementation Plans for Healthcare

2.1.1. Decentralization

Based on Law No. 22/1999, which provides for the decentralization of government functions and
grants more autonomy to regional administrations, the local provincial governments retain
considerable autonomy in setting healthcare sector policies. Prior to this, the national government
was the only policy-setting and decision-making authority. It now shares this power with the regional
governments of the 98 cities and 416 districts, spread throughout 34 provinces. Decentralization has
triggered an increase in local spending on healthcare, leading to increased uptake of healthcare
services by the poorer half of the population®.

But decentralization has also weakened the unified National Healthcare Strategy, including disease
surveillance and public health programs. As a result of lack of coordination between provincial and
regional health authorities, there is a reemergence of communicable diseases such as polio, leprosy,
among others; as well as an increased incidence of animal-borne diseases, particularly rabies.
Decentralization has in fact widened the gap of the availability of healthcare services and facilities in
urban and rural areas, according to leading public healthcare expert, Mr. Hasbullah Tabhrany.

There are concerns regarding the unequal distribution of the limited number of skilled healthcare
professionals across provinces and cities, as well as across districts within each province. Before the
financial crisis, recently graduated doctors and midwives were obliged to serve in remote districts as
part of mandatory service program by the Ministry of Health. Since decentralization, the deployment
of medical professionals is in the hand of local authorities?®.

Moreover, to define responsibilities towards basic health services of central, provincial, and district /
municipality, a minister of health has launched new regulation. The minister of Health regulation No.
43/2016 that consists of minimum standard of services in health sector®!.

2.1.2. The National Health Insurance - Jaminan Kesehatan Nasional (JKN)

The Indonesian government has implemented Law No. 40/2004 on the National Social Security
System, with effect from January 1, 2014. This law was enacted after a severe financial crisis, which

8 The Ministry of Finance of Republic of Indonesia, Perekonomian Indonesia dan APBN 2017, available at:
https://www.kemenkeu.go.id/apbn2017

9 Kruse |, Pradhan M, Sparrow R, Health spending and decentralization in Indonesia, 2009, German Development
Economics Conference

10 The Jakarta Post, Decentralization poses threats to public healthcare, 2010, available at:
http://www.thejakartapost.com/news/2010/12/01/decentralization-poses-threats-public-healthcare.html
11 World Health Organizations, The Republic of Indonesia Health System Review, 2017, p. 30




resulted in the crucial need for a social security system to respond to social problems stemming from
financial catastrophes.

Under Law No. 24/2011 on Badan Penyelenggara Jaminan Sosial (BPJS, Social Security
Administrators), the National Health Insurance (Jaminan Kesehatan Nasional, JKN) will for the first
time cover Indonesian citizens and foreigners residing in Indonesia for more than six months.
Following a graduated scale-up in implementation, by 2019 the program will cover all Indonesians,
making it the biggest healthcare system in the world.

The JKN program is administered by BPJS Kesehatan, previously known as PT ASKES Indonesia,
which forms one single authority that finances Indonesia’s basic healthcare collecting contributions
from workers, employers and governments. The program covers comprehensive benefits, ranging
from treatment of a sore throat to open-heart surgery and cancer therapies. It is based on a referral
system, in which a patient must first visit their primary doctor, unlike the previous healthcare service
which allowed patients to go directly to the specialist and pay out of pocket.

Since the program began, there were 51 private insurance companies participating in coordination of
benefit (CoB) scheme with BPJS Kesehatan. Under this system, the customer may elect extra
benefits on top of what has been provided by BPJS Kesehatan through private insurance. Two
methods of payment are available in the CoB, whereby the beneficiary pays both the contracted
insurance premium and BJPS directly to the insurance company or to each entity separately.

The premium of the Salary Beneficiary Workers members, working in State Institutions including Civil
Servants, members of Indonesian National Army and Indonesian Police, State Officers, Non-Civil
Servant State Officers is about 5% of the monthly salary with the provision: 3% is paid by the employer
party and 2% by the members. Meanwhile the premium of the Salary Beneficiary Workers members,
working at State-owned Enterprises, Regional-owned Enterprises, and private sectors is about 5%
from the monthly salary with the provision: 4% is paid by the employer party and 1% by the member*2,
As of December 2017, there are more than 186.6% million individuals enrolled (approximately 72% of
the total population) in BPJS Kesehatan.

In particular, the BPJS Health has undoubtedly contributed altogether to the development of the
hospital business as the program has in a roundabout way expanded the number of patients.
Moreover, the number of health facilities that have collaborated with BPJS Health reached 2,146
Inpatient facilities, 7,693 Outpatient facilities, 2,070 hospitals, 201 main clinics, 1,186 dentists, 4,828
General practitioner, 385 laboratories, 2,362 pharmacies, and 1,018 optics!®. This trend will proceed
as the private area tries to supplement the BPJS health system by offering premium medicinal
services decisions for employers and individuals.

In terms of developing the universal healthcare system in Indonesia, there are some challenges
involved in implementing the JKN programs. First, there is an inadequate number of healthcare
providers. The Indonesian healthcare system is suffering from a shortage of specialists, and from the
over-concentration of doctors in urban areas. Second, the healthcare sector has been underfunded
for more than 30 years.

Third, there are fears that the scheme could become insolvent, hampered by low contribution levels
and resulting low reimbursement levels paid to providers through the Indonesian cost based group
(INA-CBG?™) by the Health Ministry. Private healthcare providers are not legally obliged to establish

12 http://www.bpjs-kesehatan.go.id ( December 15t 2017)
13 http://www.bpjs-kesehatan.go.id (December 15t 2017)
14 http://www.bpjs-kesehatan.go.id (December 15t 2017

15 INA-CBG is a payment system based on the grouping of similar diagnoses, whereby the hospital receives payments
based on the average costs of these diagnoses.
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contracts with the JKN; low reimbursement levels mean they are less likely to do so, increasing
pressure on overcrowded clinics and beds at the state providers, which represent about half of the
beds nationwide.

However, the percentage of people who seek medical treatment have been increased significantly
after the implementation of JKN programs. The percentage of people seeking outpatient care has
increased from 49.29% in 2014 to 55.96% in 2015%°. It indicates the demand for health services had
increased and predicted to increase further. Surely, there will be more opportunities for companies in
the private hospital, pharmaceutical, and medical device markets in the future.

2.2. Health Financing

2.2.1. Public Sector Spending

Compare with the previous one, in National Health Strategic Plan (NHSP) for 2015-2019, the Ministry
of Health still outlines the importance of increasing access and quality of healthcare services for
middle and low-income families at an affordable price. Under Law No. 36/2009, a minimum of 5% of
the total national government budget, excluding the salaries of civil servants, must be allocated to
healthcare. At local level, the required minimum is 10% of the local budget. According to the recent
2017 state budget plan, healthcare budget is expected at US$ 7 billion (or 5% of total budget). Also,
for the next five years, Indonesia’s healthcare expenditure is expected to grow at a 12% CAGR based
on current low-base spending (lowest in the region), universal coverage and rising number of middle
class?’.

The NHSP also emphasizes an open policy for foreign players active in the healthcare sector. In order
to achieve that goal, the government has set a budget for improving the cooperation with overseas
investors. In addition, the government has signed a number of MOUs, LOIs and/or agreements with
foreign players, and about half of the total have materialized in active international cooperation.

2.2.2. Private Sector Spending

Until 2014, about 175 million people or two thirds of the Indonesian population had health insurance.
About 90 million of them are poor or near-poor®®. The four million civil servants, and their eleven
million dependents, were covered by PT ASKES, a state-owned health insurance. PT Jamsostek
provided health insurance for the formal sector, covering about 2.9 million workers. Other formal
sector workers could choose to be covered by private health insurance plans as Jamsostek, as
mandated by law for companies with more than ten employees. Military personnel and their family
members were covered by separate government insurance plans. Since JKN has been established
in 2014, the Government focuses on distributing the Healthy Indonesia Card (KIS- Kartu Indonesia
Sehat) accordingly. KIS itself is a part of JKN program which coveres also the poor in many provinces
and districts with insurance. Moreover, the KIS is also a prioritized program by the central government.
The program is considered as one of five main targets for Indonesian Healthcare budget.

Indonesian citizens tend to pay most healthcare expense out-of-pocket. According to the World Bank
Data 2014, these expenditures account for 45.52% of the total private expenditures on health.

16 Frost & Sullivan, Indonesia Healthcare Outlook 2016: Value Proposition and Market Entry Guides for Indian Investors,
Issued: November 3 2016

17 DBS Bank, Indonesia Healthcare Report 2017

18 GlZ, Indonesia: health insurance for all, May 23 2017, available at: https://www.giz.de/en/html/45024.html




Table 1: Expenditure on health in Indonesia in 2014

Expenditure on Health in Indonesia (2014)

Total health exp. as %age of GDP 2.8%
General gov. health exp. as %age of 6 %

total gov. exp.

General gov. health exp. as %age of 38 %

total health exp.

Per capita gov. exp. on health 42 US$
Private health exp. as %age of total 62.2 %
health exp.

Per capita total exp. on health 99.41 US$

Source: WHO & Data World Bank

2.3. Structure of Indonesia’s Healthcare system

Indonesia has in total 34 provinces. They are subdivided into districts (Kabupaten or Kotamadya),
and each district is further divided into sub-districts (Kecamatan). Both public and private hospitals
co-exist throughout the country.

2.3.1. Public, Private Hospitals and Clinics

In Indonesia, the number of hospitals and healthcare facilities has developed significantly. 60% of
healthcare facilities in Indonesia are run by the government which are primarily made up of community
health centers — Puskesmas, and the remaining 40% of hospitals are run by the private sector®.

Table 2: Number of hospitals in Indonesia

General Specialized
Category Owner Hospital Hospital Total
Government 824 86 910
Non Profit Private non Profit 541 162 703
Private 624 301 925
State-owned
For Profit enterprise 56 7 63
TOTAL 2045 556 2601

Source: Data dan Informasi Kesehatan Profil Kesehatan Indonesia 2016

19 Global Business Guide Indonesia, Indonesia’s Healthcare Industry; Showing Strong Vital Sign, 2016, available at:
http://www.gbgindonesia.com/en/services/article/2016/indonesia_s_healthcare industry showing_strong_vital signs 114
92.php



http://www.gbgindonesia.com/en/services/article/2016/indonesia_s_healthcare_industry_showing_strong_vital_signs_11492.php
http://www.gbgindonesia.com/en/services/article/2016/indonesia_s_healthcare_industry_showing_strong_vital_signs_11492.php

Both public and private hospitals are classified as either general hospitals or specialist hospitals. The
general hospitals are divided into four levels, A to D, depending on their facilities and capabilities in
serving their patients. In turn, specialist hospitals are divided into three levels, A to C.

Classification for Public Hospitals:

1. Hospital Level A: provides extensive specialist medical services and extensive sub-specialists.

2. Hospital Level B: provides extensive specialist medical services and limited sub-specialists.

3. Hospital Level C: provides at least a minimum of four basic specialist medical services (surgical,
internal, child and maternity).

4. Hospital Level D: provides at least basic medical facilities.

Classification for Private Hospitals:
1. Private General Hospital at Priority level: provides general medical services as well as specialist
and sub-specialist care.
2. Private General Hospital at Madya level: provides general services and a minimum of four specialist
care services.

3. Private General Hospital at Pratama level: provides only general medical services.
Some public hospitals additionally deliver private services, such as Yasmin Kencana Clinic at Cipto
Mangunkusumo Hospital. Patients pay a premium on top of normal hospital fees in order to access
services at the clinic.

The vast majority of publicly employed healthcare personnel also have second jobs in their own
private practices or other private facilities. Doctors, for example, are allowed by law to work at a
maximum of three locations.

Moreover, Bed Occupancy Rate (BOR) - considered as one of the most important indicators of
hospital service by the Ministry of Health of Republic of Indonesia — is used to determine the level of
use, quality, and efficiency of hospital services. 80% is the threshold of BOR recommended by the
World Health Organization, meanwhile, The Ministry of Health expects a hospital to have a BOR
between 60% — 85%. BOR remains low in Indonesia compared with other countries. This is mainly
due to the presence of medical tourism pulled in by private hospitals comprehensive services for
foreign patients contrasted with the neighboring nations with moderately higher BOR, such as
Singapore (approx. 90%) and Vietnam (approx. 170%)2°. Therefore, Indonesia BOR projection
average reached 76.79% in 2015.

2.3.2. Healthcare Centers at Sub-district level

The central government strives to have at least one community healthcare center (Puskesmas)
headed by a doctor in each sub-district (Kecamatan). According to the Ministry of Health Regulation
No. 75/2014, Puskesmas is the district / municipality technical implementation unit responsible for
providing health services in each working area. A Puskemas is usually supported by two or three
support centers (Puskesmas Pembantu), headed by nurses. Most of these Puskesmas are equipped
with vehicles or motorboats as mobile healthcare centers and provide services to population in remote
rural areas.

As of December 2017, there were only 9,744 units of Puskesmas in Indonesia with an average of
2.0% increase each year. This condition is inadequate, given that an area with high population such
as Java Island, one Puskesmas is allocated for a minimum of 16,000 people??.

20 pPT. Sarana Multi Infrastruktur (Persero) Insight 2016, The Urgency

of Healthcare in Indonesia, p.4, available at: https://www.ptsmi.co.id/wp-
content/uploads/2016/12/SMI_Insight_Q4_2016_ENG.pdf

21 PT. Sarana Multi Infrastruktur (Persero) Insight 2016, The Urgency




Currently, all Puskesmas have at least one midwife focusing on providing maternal and child
healthcare service. The Puskesmas and Puskemas Pembantu are also supporting villages’
healthcare posts (Posyandu), which involve volunteers to improve local healthcare. On a monthly
schedule, a midwife and/or a doctor visit the Posyandu to provide iron supplements and do pre-natal
checks for pregnant women and provide supplemental food and vitamin A for children and take their
measurement and gives vaccination. In some Posyandu they also do check-up programs for elderly.

of Healthcare in Indonesia, p.2, available at: https://www.ptsmi.co.id/wp-
content/uploads/2016/12/SMI_Insight_Q4_2016_ENG.pdf




[ll. MARKET STRUCTURE

3.1. Indonesia’s Healthcare Market

Indonesia's healthcare and wellness industry has been identified as a fast-growing industry. A healthy
domestic economy combined with a more good external condition will drive more grounded economic
activity in the region. In 2018, the ASEAN economy is predicted to pick up steam and grow 4.9%.
Meanwhile in Indonesia, an increase in the public spending set the GDP growth to 5.2% in 2017
compared to 5.0% 2016. In 2018, GDP growth is expected to get further to 5.4%.22. The establishment
of the Asean Economic Community (AEC) will further enhance the future prospects of the ASEAN
healthcare industry, given the free flow of trade, and of human and financial resources among the
member countries.

In this line,Indonesia’s healthcare expenditure is expected to grow up to US$ 37.7 billion by 2020,
from just US$ 26.5 billion in 20152%. Due to lack of domestic manufacturers, there are profitable
opportunities for overseas companies willing and able to supply medical and surgical devices to
Indonesia. Currently, most of these devices originate in USA, Germany, the Netherlands and Japan.
Examples of large manufactures are GE Healthcare, Pfizer (both from USA), Siemens (Germany),
and Philips (the Netherlands). Some international companies have production facilities in Indonesia
because of the low production costs. This is the case of CIBA Vision, a manufacturer of advanced
surgical, pharmaceutical and vision care products; and Smith & Nephew, a global medical technology
business. Locally produced goods are mostly exported overseas.

3.2. Major Stakeholders and Major Players

3.2.1. Key Stakeholders

The Ministry of Health of the Republic of Indonesia (MoH) is the governmental body that sets
healthcare policy standards, provides strategic direction for healthcare delivery services, and
monitors, evaluates and regulates the industrial sector. It is compulsory to consult and involve the
MoH in all matters related to the classification of hospitals, obtaining hospital licenses, and import
permits for medical and surgical devices and pharmaceuticals. The Ministry controls the process of
registering medical equipment and supplies in Indonesia, which needs to be done by local agents or
distributors.

Recently, the Indonesian government began implementing the Jaminan Kesehatan Nasional (JKN),
the universal National Health Insurance System. Its goal is to provide healthcare to all Indonesian
citizens by 2019. BPJS (Badan Penyelenggara Jaminan Sosial), a quasi-governmental organization,
will administer JKN. The expansion in services will create great demand for medical equipment
market, especially in rural areas where supply is the scarcest and the healthcare service provision
market receives support from the central government. Considering of many clinics and hospitals are
being developed to reach more remote areas, the in-vitro diagnostics, consumables and supportive
healthcare markets are expected to grow accordingly?*.

22 Focus Economics, Economic Snapshot for ASEAN, July 191 2017, available at: http://www.focus-
economics.com/regions/asean

23 Frost & Sullivan, Indonesia Healthcare Outlook 2016: Value Proposition and Market Entry Guides for Indian Investors,
Issued: November 3 2016

24 Andaman Medical, Impact of Indonesian National Health Insurance in the Medical Device Market, January 26" 2017,
available at: http://www.andamanmed.com/impact-of-indonesian-national-health-insurance-in-medical-device-market/




Government health policy is formulated in consultation with multiple Indonesian healthcare
associations. These often function as a bridge between the government and the companies. Relevant
associations include the following.

1.

Association of the Indonesian Medical Devices and Laboratory Companies (Gakeslab
Indonesia)

Works closely with governmental institutions in licensing, securing and supervising the
production and distribution of medical devices in Indonesia. It works as a liaison between
Indonesian healthcare companies and the government. Gakeslab provides input on regulation
and monitors product standards, facilities and human resources involved in the production,
distribution and usage of medical devices?®. Gakeslab has around 343 members across
Indonesia, including producers, importers, agents and distributors.

Indonesia Association of Health Laboratories (ILKI)

Founded in 1997, ILKI works towards unifying providers of medical laboratory services and
governments at all levels in Indonesia. It is active in more than 21 provinces and counts on
around 9,000 members, both private and public health laboratories, in a large network
spreading throughout the country. ILKI focuses on intensifying and strengthening cooperation
and networking between health laboratories in Indonesia, thereby improving the quality of the
services offered by health laboratories. It also advocates and assists with the implementation
of community development policies and initiatives?®.

Indonesian Hospital Association (PERSI)

Its mission is to promote professionalization among its members by establishing and
developing networks and strategic alliances among hospitals. It defends the interests of its
members across entities and representatives of governmental bodies, the private sector and
the community. PERSI aims to encourage hospital and healthcare improvement in Indonesia,
raising the standard to the level achieved by other Asian countries?’.

Indonesian Dental Association (PDGI)

PDGI is the only dental association in Indonesia. Indonesia is home to approximately have
27,781 dentists, with over 5,000 dentist and 118 hospitals & dental clinics are based in Jakarta.
In addition, there were also 25 dental universities and institutions with 8,000 new dentist
graduating across the country are ready to serve the future dental market?®. It is a member of
several international organizations, including APDF/APRO (Asia Pacific Dental Federation /
Asia Pacific Regional Organizations) and the FDI World Dental Federation.

Indonesian Medical Association (IDI)

IDI was founded with the objective of bringing all Indonesian doctors under one umbrella
organization. It regularly organizes congresses to discuss the most recent issues and
challenges. All Indonesian doctors are expected to be members?.

3.3.2. Major Healthcare Providers

1.

Lippo Karawaci

PT Lippo Karawaci is a large and diversified property company in Indonesia. It is active in the
healthcare business under the name of Siloam Hospitals, a group of leading private hospitals.
It also invests actively in research, education, and state-of-the art medical technology and

25 Gakeslab Indonesia, available at: http://gakeslabindonesia.id

26 Indonesia Association of Health Laboratories (ILKI), available at: http:/ilki-online.org
27 Indonesian Hospital Association (PERSI), available at: http://www.pdpersi.co.id

28 Indonesia Dental Expo 2017, available at: http://indonesiadentalexpo.com/

29 Indonesian Medical Association (IDI), available at: http://www.idionline.org




equipment. Siloam opened a public health centre (Puskesmas) via a public-private partnership
(PPP) model, which is the first of its kind in Indonesia (with a bed capacity of 250 beds and a
90% occupancy rate). They significantly lead, with a 7.4% market share by bed capacity (31
hospitals in 22 cities and 6,100 beds in 2017). It aims to have 50 hospitals with 10,000 beds
by 2019. Also, it is evaluating the possibility of setting up a network of 10 community clinics to
provide primary healthcare services.

2. Mayapada Group
A relatively new player in the Indonesian healthcare sector, Mayapada entered the market in
the late 2000s. It runs two international standard hospitals in Jakarta and Tangerang. The
hospital located in Jakarta provides a 24-hour service with a wide team of specialists in a wide-
range of centers of excellence including: Tahir Neuroscience Center, Tahir Uro-Nephrology
Center, Obstetrics and Gynecology Center and Cardiovascular Center®°,

3. PT Novartis Indonesia
Novartis, active in the pharmaceutical industry, started doing business in Indonesia in 1968.
The company currently employs around more than 2,700 people. Its research facility, located
in Makassar, Sulawesi, is developing drugs for tropical diseases like dengue, malaria and
tuberculosis. Two of its sister companies, PT Ciba Vision Batam and PT Sandoz Indonesia
work as a global supply chain hub for contact lenses and a management centre for generic
medicines, respectively®!.

4. Prodia Group
Prodia Clinical Laboratory is the largest in Indonesia with 128 branches and 251 outlets across
104 cities®. Its research has assisted many national and international clinical studies. Prodia’s
Clinical Research Organization, which was the first in Indonesia, provides support to the
pharmaceutical and biotech industry for drug research and development.

5. Mitra Keluarga
The Indonesian Mitra Keluarga Group operates twelve hospitals across Indonesia, including
the cities of Jakarta and Surabaya. In 2017, the hospital has operated 1,725 beds. In 2015,
Mitra Keluarga offered 261 million shares in Indonesia Stock Exchange, 18 % of its enlarged
equity, at a price of IDR 17,000 (USD $1.32) per share. It was the biggest IPO by a hospital
operator in Indonesia so far. The group intends to become an undisputed leader in the
country’s healthcare sector in the coming years.

3.3.3. Key Local Suppliers

As noted above, most domestic manufacturers only produce basic hospital equipment. International
companies fulfill more than 95% of the total demand in Indonesia. The implementation of Indonesia’s
National Health Insurance System is giving domestic and foreign companies valuable commercial
opportunities as there is already a large need for more advanced medical devices and surgical
equipment.

Foreign companies are required to cooperate with local agents or distributors to bring medical
products on the Indonesian market. Efficient and reliable agents and distributors are therefore of great
importance. However, all foreign pharmacy companies have to produce their drugs in Indonesia or
forge a partnership with a local manufacturer; otherwise they will not be granted drug approvals®3,

30 Mayapada Group, available at: http://mayapadahospital.com

31 PT. Novartis Indonesia, available at: https://www.id.novartis.com/
32 Prodia Group, available at: http://www.prodia.co.id/id

33 pete Read, Global Growth Markets, Indonesia healthcare market opportunities, April 22", 2016, available at:
http://ggmkts.com/g-Indonesia-healthcare-market-opportunities#sthash.rr'SEWJu5.dpuf




According to the most recent data in 2017, the Ministry of Health had registered 4,144 medical
equipment distributors across Indonesia®*. Most are located on the two main islands of Java and
Sumatra, predominantly in the major cities like Jakarta, Bandung, Semarang and Medan®.

An overview regarding some of the main distributors of medical products in Indonesia follows below.

1.

PT Enseval Putra Megatrading

PT Enseval Putra Megatrading was established in 1973. Over the years, it became one of the
largest pharmaceutical distributors in Indonesia. It is not only active in pharmaceutical
products, but it also deals with consumer products and medical devices. It has four divisions:
pharmaceutical products; consumer and over-the-counter products and nutrition; medical
devices; and raw chemical materials for various industries. Enseval has more than one
hundred suppliers and it serves over 200,000 outlets across Indonesia. It has more than forty
six fully operational branch offices, stretching from Banda Aceh to Papua.

PT Mensa Bina Sukses (MBS)

MBS is a distributor and importer of pharmaceutical, consumer and hospital products
established in 1973. It is part of the Mensa Group, which consists of diversified businesses
with activities such as generic pharmaceutical manufacturing, the import and export of
pharmaceutical raw materials, medical supplies and dental equipment manufacturing. MBS
provides their distribution services to partners that would like to manufacture and market
pharmaceuticals, consumer goods and over-the-counter medicines, and medical devices and
diagnostics, across Indonesia. It distributes to pharmacists, department stores, supermarkets,
hospitals, laboratories, etc.

PT Anugrah Argon Medica (AAM)

AAM is a leading company in the distribution of pharmaceuticals and healthcare products.
Initially founded in 1980 as a trading venture, AAM repositioned itself towards physical
distribution for pharmacy products with national coverage in 1996. It distributes both branded
and generic pharmaceutical and healthcare products from domestic and foreign partners to
for instance wholesalers, hospitals and pharmacies across the whole country. AAM has a
central warehouse in Jakarta, and with its 33 retail warehouses, 5 sales offices, 4
representative offices and 2 distribution centers, it has nationwide coverage.

PT Transmedic Indonesia

PT Transmedic Indonesia was established in 2003, serving as a branch office for Transmedic
Pte Ltd, the parent company based in Singapore. Its core business is the distribution of
sophisticated medical technologies in Indonesia’s emerging healthcare industry. In 2009,
Transmedic Indonesia had a turnover of approximately 25 billion Rupiah with over fifty
employees. Its services include consultation, product registration, logistics, warehousing and
distribution, clinical trainings, technical maintenance, and more.

PT Surgika Alkesindo

PT Surgika Alkesindo is a medical and consumables supplier, founded in 1995. It consists of
three main divisions: Intensive Care Unit (e.g., surgical equipment, hospital beds and
furniture), aesthetic (e.g., face and body treatment, skin fillers) and Operating Theatre (e.g.,
advanced instruments and machines). Over the years, it has become the sole agent for
multinational medical instrument manufacturers such as Endochoice, Teleflex, Integra (USA),
Philips (Netherland), Perimedic and Richard Wolf (Germany).

34 The Ministry of Health of Republic of Indonesia, available at:
http://regalkes.depkes.go.id/info.php#home/produk/IstAlkes, accessed on August 16", 2017

35 Spire Research and Consulting, Export Market Opportunities for Healthcare Services in Indonesia, 2010
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Leading Indonesian manufacturers engaged in export include the following.

1.

3.3.4.

1.

Indo Health Medical

Indo Health Medical is a supplier and distributor of medical products and equipment. It pursues
partnerships with both domestic and overseas manufacturers in the healthcare industry. Its
products have been exported to countries in Europe, America, Africa, and Asia.

PT. Andini Sarana

Andini is a manufacturer and distributor of dental equipment and medical devices that was
established in 1987. Beyond manufacturing these devices, it imports healthcare equipment for
the domestic market. Andini serves the needs of individuals, the army, government agencies,
and dental faculties. Andini also exports to overseas markets, such as Malaysia, Bangladesh,
Vietnam and Sri Lanka.

PT. Trimitra Garmedindo Interbuana (TRIMED)

TRIMED is a company that specializes in manufacturing blood pressure cuffs. Its headquarters
are located in Bandung, Java. TRIMED’s blood pressure cuffs, medical bags, and casings are
exported to the United States and Western Europe.

PT. Mega Andalan Kalasan (MAK)

Founded in 1988, MAK is an engineering and manufacturing company of hospital furniture,
more specifically hospital beds, operating tables, examination tables, stretchers, cabinets,
overbed tables, and foldable chair beds. It also produces hospital-billing systems, both
hardware and software. MAK exports its products to 40 countries in Asia, the Middle East and
to Europe.

International Companies

GE Healthcare

GE Healthcare has had a presence in Indonesia since 1940. It has strong and solid knowledge
in medical imaging and information technologies, medical diagnostics, patient monitoring
systems, drug discoveries and biopharmaceutical manufacturing technologies. One of its
focus points is to improve healthcare in rural areas of the country. Through partnerships with
the Ministries of Health and Education, (academic) research centers, and with healthcare
centers, GE contributed over a total of $77,000 in education grants and in-kind donation to
support “Pencerah Nusantara” programme. GE Healthcare aims to reduce maternal and infant
mortality risk, and give skill trainings to general practitioners.

Pfizer

Pfizer is one of the largest pharmaceuticals in the world. In Indonesia, where it has more than
one thousand employees, Pfizer mostly manufactures and sells prescription medicines. The
company has announced plans to increase its production facilities in the country, which
already have an established role in its global structure.

Siemens

Siemens is a large player in the global healthcare industry, specialized in diagnostic systems,
therapeutic technologies and knowledge processing. In Indonesian public and private
hospitals, Siemens installed various medical equipment and related systems: computed
tomography, magnetic resonance imaging systems, angiographic systems, conventional x-ray
units and life support systems. The Pondok Indah Private Hospital uses one of Siemens’
Magnetic Resonance Imaging (MRI) scanners, MRI 3 Tesla Skyra. It also distributed its
Magnetom Avanto systems (MRI system) and Somatom Sensation Cardiac 64 scanners to
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the Pluit Gading Hospital in Jakarta®. Siemens Remote Service, a remote diagnostics system,
is used in multiple hospitals across Indonesia, including Siloam Hospitals, Ramsey
International Hospital, and the Gatot Subroto Army Hospital®’.

4. Philips
Philips, a diversified health and well-being company, started its business in Indonesia in 1895.
Currently, its Indonesian branch’s headquarters are located in Jakarta, with manufacturing
plants in Surabaya and Batam. Philips distributed its MRI, CT scanner, cardiovascular
systems, patient monitoring systems and defibrillators to various different hospitals (both
public and private) across Indonesia.

5. Samsung
South Korea’s Samsung, best known for its consumer electronics, acquired multiple
companies operating in local and international markets. One example is NeuroLogica Corp.,
which produces CT scanners and other state of the art equipment; and Nexus, which makes
cardiac-testing systems. Samsung has been growing in the sector, with operations being
headed by its subsidiary Samsung Medison. Its outputs have been relating mostly to medical
imaging and diagnostics (e.g. Ultrasound technology and X-ray), medical Cloud, and in
different mobile solutions for the healthcare industry®8. It will, however, take some time before
Samsung becomes a large and serious player in this market. Currently Samsung has built
SONO schools in five Southeast Asian countries, including Indonesia. These schools use
Samsung’s equipment to strengthen the abilities of doctors in prenatal ultrasound screening®.

6. Panasonic

Panasonic Healthcare Indonesia provides medical equipment. The Company manufactures
several medical devices (e.g. blood glucose monitor, medical imaging monitor, dental intraoral
camera, heated incubator, ultra-low temperature freezers), surgical, ophthalmic, and
veterinary instruments and apparatus such as beauty care, men's shaver and trimmer, hair
dryer, and oral care. Panasonic Healthcare markets its services throughout Indonesia. The
Panasonic Manufacturer located at Cikarang Barat — Bekasi. In 2016, the company acquired
Bayer Diabetes Care, a Bayer subsidiary that develops and produces a blood glucose
monitoring system?“°,

36 Spire Research and Consulting (2010), Export Market Opportunities for Healthcare Services in Indonesia
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V. BUSINESS OPPORTUNITIES

With a major gap between Indonesia’s administration offer and the public demand, , innovation and
technology could have a key part to play in tending to some of Indonesia's healthcare challenges. The
medical device market is estimated to grow from US$ 2.2 billion in 2016 to US$ 3.5 billion in 2019, at
a Growth Rate (CAGR) of 23.87%*!. Further, Diagnostic imaging hardware and orthopedic implants
are the quickest developing items in the market. Due to a deficiency of established manufacturers,
97% of medical devices in Indonesia are imported*2,

The Government realizes that medical equipment are a highly important component in healthcare
services. Analysts expect that Indonesia’s healthcare industry will grow exponentially in the upcoming
years. The National Health Insurance System will grow demand for advanced healthcare equipment
and medical devices. More specifically, Indonesia’s sectors for dental, medical, and surgical
equipment provide profitable opportunities for European companies. In addition, companies could
also consider being active in Indonesia’s markets for health IT, health infrastructure, food
supplements, household medical devices, and/or Islamic medicines.

4.1. Medical and Surgical Devices

4.1.1. Dental Equipment

The market opportunities of dentistry industry in Indonesia are huge. Indonesia has 31,664 dentists,
however, the availability of Indonesian dentist service quality is also determined by the quality of health
facilities. The dental equipment and supplies contributed 2% of the total market of medical equipment in
2015 (US$ 860 million). The annual growth of the dentistry industry is estimated at 20% annually based
from the composition of Indonesian healthcare market. This makes Indonesia as a promising market for
the development opportunities of the dentistry industry3.

To response the emerging market of dentistry industry, Koelnmesse, Indonesian Dental Association
(PDGI), and PT. Traya Eksibisi Internasional formed a strategic partnership to organize the Indonesia
Dental Expo 2017 in Jakarta. The trade fair was held from September 15-17, 2017. This events is
intended to prioritize the needs of the Indonesian dental industry and dentists. Also, it offered an
extensive exhibition and educational program designed to meet the demands of the larger Indonesian
dental community and offer a platform to manufacturers intending to penetrate deeper into the
emerging Indonesian market*.

The Indonesian people with lower educational attainment are having lack of awareness about their
dental health. The treatment options for a toothache are limited; patients prefer extraction to filling
because they think it is the easiest and fastest way to stop toothache. On the other hand, the demand
for dental equipment is significantly growing in recent years, due to increased awareness, economic
development and the expansion of the middle and upper classes. There was, in general, little

4l Indonesia - Medical Equipment, August 15t 2017, available at: https://www.export.gov/article?id=Indonesia-Medical-
Equipment

42 pete Read, Global Growth Markets, Indonesia healthcare market opportunities, April 22", 2016, available at:
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preventive care and regular check-ups were quite common. However, a very small amount of dental
equipment is produced in Indonesia. Locally produced items are largely limited to a large extent,
related medical furniture, used for the domestic dental care market or for export. More than 85% of
the equipment used in Indonesian dental care is imported.

Major users of dental equipment and related supplies are public and private hospitals, private dentists,
health centers, and academic“. In Indonesia, European and American dental care product
manufacturers are considered to provide the highest quality and reliability of advanced technology.
Chinese manufacturers, on the contrary, concentrate mostly on the lower end of the market and lower
guality products. A lucrative submarket for European businesses is dental equipment for scaling and
polishing, for bleaching, and for orthodontics?®.

Reasonable pricing and payment terms are crucial for success. Local buyers are actively searching
for beneficial price deals. In addition, international companies should have good post-sales services,
offer reliable products of high quality, employ effective promotion and cover extensive distribution
channels*’). It is recommended to target pitches towards individual dentists, dental faculties, and the
Indonesian Dental Association. Seminars and trade shows are effective strategies in this matter.

A very important business move is to find a reliable local partner. International companies benefit
extensively from cooperation with local agents in bringing dental equipment and supplies into the
Indonesian market. Both formal (e.g., bureaucracy) and informal barriers (e.g., custom handling,
licensing) can be reduced through cooperation with local players“®. Local partners can also increase
business possibilities, as they know how to negotiate with potential local clients. It requires, for
instance, a different approach when talking to a large institution like a private hospital when compared
to an individual dentist who is able to make decisions by himself. For tender offers, the domestic
distributors and agents need to possess a license as wholesaler of medical equipment from the
Indonesian Ministry of Health and, if applicable, they need to comply with the Indonesian
standardization procedure. Tenders are allocated based on proven track record of the provider or on
a long-lasting relationship between the agent and the government.

There are no restrictions imposed by the Indonesian government on the import of dental equipment.
All imported products need to be registered within the Directorate General of Pharmacy and Medical
Devices Services of the Ministry of Health. Depending on the type of dental equipment, the import
can go up to 30%%. The value added tax is 10%.

4.1.2. Medical Equipment

The worldwide medical device industry is one of the fastest growing industries, with an annual growth
rate of 10%. According to the Healthcare Market Reports 2016, published by Lucintel, the global
medical device market is expected to reach an estimated $343 billion by 2021, and it is forecast to
grow a CAGR of 4.6% from 2016 to 2021. The most valuable business opportunities in the medical
devices market lie in the general medical devices, cardiovascular, and surgical & infection control
segments. The major drivers of growth for this market are the growth in healthcare expenditure,
increasing health awareness, and ageing population.

45 US Commercial Service, Indonesia: Dental Equipment and Supplies, Chandra, S., 2012
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Indonesia’s medical device market has high potential. Its market size is valued at nearly US$ 2.2
billion in 2016*°. In the Asia Pacific region, the country is one of the most attractive medical devices
market, according to Emerhub®®. However, Indonesia relies on upon imported medical devices and
supplies to meet the local healthcare demands. The total imports of medical equipment grew from
US$726 million in 2015 to US$1.3 billion in 2016 (an increase of 42.51 %). U.S. imports representing
15.79 % of imports in the part, other countries such as Singapore, Japan, Germany, China, and Korea
are competing for market share in the medical equipment and supplies sector. Meanwhile, exports
have also risen in Indonesia with the government encouraging local manufacturing of medical
equipment. In 2016, the export of medical equipment was US$ 201 million with the slight rise by 9%
from 2015°!. Most Indonesian manufacturers only produce basic hospital equipment, such as hospital
beds, wheelchairs and disposable supplies. Foreign companies, on the other hand, account for over
95% of the total demand, largely related to more sophisticated medical and surgical instruments and
infrastructure (e.g. medical lasers and diagnostic equipment).

Figure 4: Market analysis of medical equipment Indonesia in 2015
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A breakdown of the market shows that Diagnostic imaging equipment (35%) and medical consumable
products (24%) are the fastest growing products in the market and 31% are other types of medical
devices. However, due to a shortage of established manufacturers, almost 97% of medical devices
in Indonesia are imported.

With the implementation of the National Health Insurance System, Indonesia will see a strong
increase in the demand for medical devices and pharmaceutical products. Domestic healthcare
providers are increasingly looking for high technology equipment to better serve the needs of their
clients. They are also strengthening their presence in the Indonesian healthcare sector by building
new hospitals with state-of-the-art facilities (e.g., Siloam Hospital Group), which provide opportunities
for foreign companies to support the renovation and/or construction of these hospitals.

No restrictions exist on the import of medical equipment. There is, however, one exception: the
Indonesian government prohibits, in general, the import of used equipment. Goods must be registered
with the Ministry of Health and are subject to an import tariff between 0 and 25% and the value added
tax of 10%. Therefore, finding reliable and representative local agent or distributor is highly
recommended.
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4.1.3. Laboratory Equipment

Indonesia has a promising market for clinical laboratory and diagnostics equipment. In the past few
years, the Indonesian market grew annually at double-digit numbers and analysts expect that a strong
growth remain visible in the foreseeable future®2. As with other types of medical equipment, Indonesia
relies almost entirely on imports to fulfill its domestic needs. The demand for clinical laboratory and
diagnostics equipment depends heavily on the incidence of diseases related to circulatory problems,
infections and parasites, and respiratory problems. These are currently significant causes of death in
Indonesia®. The prevalence of these diseases creates, in combination with the aging and growing
population, a large need for advanced laboratory equipment. In addition, an increasing number of
private hospitals are looking for sophisticated laboratory equipment to offer higher quality healthcare
and to be better able to serve the needs of the patients. The increasing demand in advanced
equipment provides opportunities for European companies. Sustainable opportunities are related to
test kits for hepatitis, sexually transmitted diseases, infectious diseases, pregnancy and diabetes, as
well as in instruments related to clinical chemistry, hematology and immunology.

Natural disasters are quite common in Indonesia, given its location on the globe (inside the so-called
‘Ring of Fire’). Tsunamis, earthquakes, volcanic eruptions and flooding make it necessary to rebuild
destroyed laboratories and order new equipment, further fostering domestic demand. Therefore, the
most prominent Indonesian end-users of clinical laboratory equipment are hospitals, health centers
(Puskesmas), and public and private laboratories.

4.2. Health IT

As is the case with many developing countries, there is much room for development in what concerns
the use of IT in healthcare. As part of Long-Term Development Plan 2005 - 2025 and Ministry of
Health Medium-Term Development Plan (RPJM) 2015 - 2019, Broadband Plan become a driver in
national development. The Indonesian Broadband Plan aims to have connection 100% of public
buildings by 2019, including hospitals and healthcare centers in both urban and rural areas. Within
the RPJM Plan, it is evident that IT solutions are certainly an important element of the plan by using
electronic Health (e-Health) to support quality services. The Ministry of Health is also implementing
e-procurement for 100 % of its procurement processes, including medical devices

To keep track of medical records and reporting, current practice shows that government health
facilities without internet connections record their data on hard discs that must regularly be manually
synchronized with the Ministry of Health’s system. That being said, some hospitals such as RS Hasan
Sadikin, Bandung and RS Gandaria, Jakarta are already using cloud services with servers located
abroad and with data encryption for their maternity ward’s data.

Presently, some of the more modern private institutions are already making use of the more popular
IT solutions (e.g. for billing, administration and health records), but there is still a large market in both
public and private hospitals that would benefit from the usage of IT. Some hospitals and medical
facilities in Indonesia are keen to benefit from digital health-care system as it will lead to more effective
and efficient management system internally

For example, Mitra Keluarga Group has agreed with SAP Indonesia to develop integrated healthcare
solution and system respectively. The healthcare solutions allowing Mitra Keluarga to run hospitals in
real-time encompass operational and clinical solutions. The system that the Group will adopt is
expected to cover financial, procurement, inventory, patient management, biling and electronic

52 Us commercial Service, Indonesia: Dental Equipment and Supplies, Chandra, S., 2008
53 Spire Research and Consulting, Export Market Opportunities for Healthcare Services in Indonesia, 2010




medical records (EMR), as well as to allow Mitra Keluarga a real-time access on a single platform,
enabling one single source of clinical, organizational and financial data at the point of care. This
system will definitely lead to a more personalized patient interaction>*,

The Ministry of Health’s Roadmap team is still developing the final form and concept of the
communication system to be developed to integrate data communication system across 450 cities
and municipalities in Indonesia, with programs such as SaaS, VideoaaS, laaS, still under
consideration.

4.3. Health Infrastructures and Services

Despite limited government spending on healthcare, health infrastructure and services are
nevertheless improving steadily.

Indonesia’s newly elected President, Joko Widodo, announced his commitment to carry out policies
to meet the needs of health services, healthcare equipment and medical devices, and medical
personnel, particularly for those in rural and remote areas. The new administration is expected to
introduce a Healthy Indonesia Card (Kartu Indonesia Sehat) as a nationwide program, which would
provide free medical healthcare for the poor.

One of the main goals of the government is to increase the quality of Indonesia’s healthcare facilities.
More specifically, better preventive healthcare, occupational health and safety, reproductive health,
and nutrition. Education programs for healthier lifestyles are expected to be implemented. The target
is to increase the average life expectancy to 73.7 years by 2025, decrease infant mortality to 15.5 out
of 1,000, the maternal mortality rate to 74 per 100,000, and lower the prevalence of poor nutrition
among children to 9.5%.

There is an increased commitment to upgrading healthcare services in Indonesia, proven by the new
state budget minimums of at least 5% spending towards reducing maternal, infant and under-five
mortality rates, controlling HIV/AIDS, infection diseases and chronic diseases and implementing basic
public services through the establishment of 6,000 puskesmas. With this increased commitment come
increased business opportunities in the healthcare sector. More specifically, in the neonatal
emergency facilities in remote rural health centers, in emergency, immunization, dental and laboratory
kits, and in supporting facilities such as generators, waste management processing units and
calibration tools.

Another opportunity in the healthcare infrastructure is in the design, architecture and interior of the
hospital and related facilities. A large number of hospitals are already collaborating with foreign and
local architects, aiming to raise the environmental and livability of hospital spaces.

Some examples of such collaboration are redesign of the Kemang Children’s Hospital in Jakarta
completed in 2008, carried out by Aboday of Jakarta. On this occasion, the creative office set to
transform the substantial space and budgetary constraint-driven limitations existing in this facility into
a welcoming and functional unit®. Another example is the project implemented by DP Architects
Singapore at the MRCC Siloam hospital in Jakarta, having re-structured the premises of one of the
tallest hospitals in the world to make the most of its space with serviced apartments and a multi-storey

54 Mitra Keluarga Hospital, available at: http://mitrakeluarga.com/Investor%20News/mitra-keluarga-leads-digital-
healthcare-in-indonesia-in-providing-high-value-care/
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car park®. Another collaboration was seen in the Dutch Health Architects project, which entailed re-
design of the Jakarta Children’s Hospital®’.

4.4. Participation in Establishing Hospital and Clinic Projects

Wealthier Indonesian citizens often travel abroad for their healthcare. Most go to Singapore, Malaysia,
China, the USA or Europe. To curb what has become known as “health tourism”, the Indonesian
government has been making efforts towards increasing Joint Commission International (JCI) hospital
accreditation for both government and private hospitals since 2013. Currently, there are 26 Indonesian
hospitals with JCI accreditation and several pending applications. With the expansion of accredited
facilities, the government hopes that the level of services that Indonesian hospitals prove will be
similar to the hospitals abroad.

Based on the new Negative Investment List 2016, the Indonesian government has increased
opportunities for foreign investors to invest in the healthcare sector. With the new regulations, foreign
ownership of specialty and sub-specialty hospitals and clinic projects can go up to 67% (as stated in
the regulation section of this report). For investors of ASEAN member countries, the ownership cap
is 70%; the increased allowance is related to implementation of the ASEAN Economic Community
(AEC),. The government has expressed its hopes that, with the removal of economic and trade
barriers between Indonesia and other ASEAN countries, investments in the country’s healthcare will
grow strongly. It hopes also that increasing business interest can also contribute to increasing the
guality of life in more remote regions of the country, especially eastern Indonesia.

4.5. Other Healthcare Opportunities

4.5.1. Food and Health Supplement Products

Food and health supplements are growing in popularity. An increasing number of Indonesians use
them for the prevention of diseases and to support a healthy lifestyle. Also influenced by a growing
awareness of preventive health measures, this new change in consumption patterns has led to a
marked expansion of the domestic market for food and health supplements. Foreign manufacturers
can exploit these opportunities, in particular demand for: degenerative prevention products (for cancer
and cardiovascular diseases), food supplement products, daily vitamins (vitamin E and C, and fish
oil), and supplements for senior citizens®. For example the bilateral partnership between PT Kalbe
Farma Tbk (Kalbe) and Blackmores Ltd. Australia (Blackmores). Both of them are agreed to develop
multivitamins and nutritional products, targeted for premium segments in Indonesia®®. The National
Agency of Drug and Food Control (Badan Pengawas Obat dan Makanan) is the Indonesian regulatory
authority for food and health supplements.

4.5.2. Household Healthcare Devices

According to a report from Nielsen on global consumer confidence, Indonesia ranked 4™ the world’s
highest consumer confidence index in Q4/2016%. The Nielsen Consumer Confidence Index measures

56 DP Architect, available at: http://www.dpa.com.sg/projects/mrccc-siloam-specialist-hospital/
57 Dutch Health Architect, available at: http://www.dutchhealtharchitects.nl/wp-content/uploads/2015/05/DHA-brochure-
Engels_20140130_LR.pdf

58 UK Trade & Investment, Sector Briefing: Healthcare Opportunities in Indonesia, 2011

59 Kalbe, Kalbe and Blackmores Engaged In Business Development For Healthy Suplement Products, 2015, available at:
http://www.kalbe.co.id/news-and-events/ArtMID/443/ArticlelD/113/Kalbe-and-Blackmores-Engaged-In-Business-
Development-For-Healthy-Suplement-Products
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the perception of local job prospects, personal finances and immediate spending intentions. This
growth in consumer confidence comes amid the continued growth of the Indonesian economy and
the increase in the minimum wage level.

One effect of increasing purchasing power in recent decades has been increased adoption of a
Western-style diet. This has led to growth in lifestyle-related illnesses such as diabetes, heart
problems, and obesity. These illnesses require different approaches and treatments from
communicable diseases commonly seen in developing countries. This has meant more and more
households buying household healthcare devices such as digital blood pressure meters or digital
insulin test to do self-checks at home.

4.5.3. Islamic Medicines

Arise in Islamic consciousness has been reflected in increased use of Islamic medicines in Indonesia,
based on primitive medical knowledge which is still applied in medical practice around the world. Many
of these practices are intertwined with religious belief, a fundamental part of the lives of most
Indonesians. Among the Muslim majority, there has been an increase in the consumption of medicines
and treatments that comply with the Islamic teachings. These are found, for example, in the use of
cupping for certain ailments, medicines without alcohol ingredients and vaccines free of traces of pig
genetics.

This represents a large business opportunity in a country whose 250 million inhabitants are about
90% Muslim. Islamic medicine-related products can range from mobile device applications to
knowledge-based services related to queries regarding the use and purposes of Islamic medicines®.

Currently, there is no Halal obligation for medicines or medical devices. In 2013, the Indonesian
Council of Ulama (MUI) has given Halal certification to 22 medicines. The government is currently
applying a bill that could make Halal certification mandatory for raw food products, medicine and
cosmetics. According to Indonesia Act No. 33 year 2014, the Indonesian government mentioned that
all products such as goods and/or services related to food, beverages, pharmaceutical, cosmetics,
and chemicals, biological and GMO, as well as the goods to be used or utilized by community should
have Halal certification. Therefore, the halal certification will come into force after 5 years since this
law was enacted. Before mandatory halal is enforced, Government has a right to implement
mandatory halal gradually through government regulation.

61 philstar Global, Islamic medicine is on the rise in Southeast Asia, 2011, available at: http://www.philstar.com/breaking-
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V. REGULATION, STANDARD AND TAXES
5.1. ASEAN Medical Device Directive

The ASEAN Economic Ministers have established that medical devices are one of the twelve priority
segments to be prioritized in the ASEAN region integration process. In 2012, ASEAN’s Medical Device
Product Working Group approved the ASEAN Medical Device Directive (AMDD), functions to ensure
that all ASEAN countries implement standardized medical device classification criteria and device
placement system. This may result in a more predictable and consistent path towards the Southeast
Asia market for foreign manufacturers. In order to be successful in ASEAN and Global Market,
Indonesia needs to harmonize its national standards and regulations with ASEAN ones.

The AMDD establishes a four-tier, risk-based classification system for medical and in vitro diagnostic
devices based on Global Harmonization Task Force (GHTF) guidelines and the European Medical
Device directives: class A (low-risk such as Cholesterol Uric acid test system, Surgical instrument,
Bandage, Surgical camera ), Class B (low to moderate risk such as Pregnhancy self- testing, Electric
hospital bed, Surgical lamp and mask), Class C (moderate to high risk such as Blood glucose self-
testing, ECG, X- ray unit and Condom) and Class D (highest risk such as HIV blood donor screening,
Intraocular lens (IOL) and implantable defibrillators). There is, however, room for national regulators
to deviate from the prescribed AMDD classification rules based on sound reasoning in clinical
requirements, processing timeframes and government fees.

Under the AMDD, common technical documents will be locally required for registration in each
ASEAN member state. The required documents will be submitted using the ASEAN Common
Submission Dossier Templates (CSDT).

5.2. Indonesian Medical Equipment and Household Supplies Regulations

With the purpose of protecting the public from inappropriate medical equipment and supplies, in 2010
the Ministry of Health issued a Regulation on Certification of Medical Equipment and Household
Supplies (No. 1189/VIII/2010) for locally produced medical equipment; a Regulation on Distribution
Permits for Medical Equipment and Household Medical Supplies (No. 1190/MENKES/PER/VI11/2010);
and a Regulation on the Distribution of Medical Equipment and Household Supplies (No.
1191/MENKES/PER/VIII/2010).

Figure 6: Registration Process
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The regulations stipulate that, with the exception of certain items which are specified by the Ministry,
the distribution of all medical equipment and supplies requires a license from the Ministry of Health.
The rule is also applied to the distribution of re-conditioned, re-manufactured, or re-assembled, and




re-packaged medical equipment and supplies. Aside from detailing the license application procedure,
period of license and the license holder’s reporting obligation, the regulation also stipulated the
provisions on labeling in Bahasa Indonesia, advertising and quality maintenance issues.

For imported medical equipment and supplies, the regulations stipulated requirements for export and
import as well as distribution. It states that importing medical equipment and supplies may only be
conducted by local companies that already have a distributor license (ljin Penyalur Alat Kesehatan,
IPAK) for the imported products. Pursuant to the regulation, the local distributor also has to be a
limited liability company (PT) with a good distribution network, a warehouse and competent
technicians. Once the distributor license is obtained it is valid indefinitely, however, the Ministry of
Health will audit them every five years.

Prior to importing medical devices to Indonesia, a medical device has to be registered at the Ministry
of Health - Directorate General of Pharmacy and Medical Devices Services by its importer or
distributor to get a distributing license (ijin edar), which is valid for five years. To obtain it, the
documents that have to be submitted are, among others: a certificate of free sale; a letter of
authorization from the principal, which must be certified by the Indonesian Embassy in the principal’'s
country; international certification from CE/FDA or their equivalent; a risk analysis of the medical
equipment; and product standardization, for example medical electrical devices need to conform the
IEC60601 standard.

Based on the potential risks caused by the utilization of medical equipment, there are four categories,
similar to A-D categories in AMDD, namely: Class |, Class IIA, Class 11B, and Class IIl. Depending on
the category and subject to timely submission of all required documentation, product registration can
take between 45 days to more than 6 months if the Ministry of Health finds the documentations
submitted were not complete.

In comparison with other countries, Indonesian registration process is one of the quickest, as shown
belows?;

Table 3: Duration of Medical Equipment Registration

Country Duration of Medical Equipment Registration
Class | (A) Class lla (B) Class IIb (C) Class Il (D)
Philippines 6 months 6 months 6 months 8 months
Singapore 2 months 4 months 10 months 13 months
(listing)
USA 3 months 6 months 6 months 18 months
Indonesia 45 calendar 90 calendar 100 calendar 120 calendar
days days days days
China 12 months 30 months 30 months 36 months

The diagram below charts the flow of the registration process for each of the following:
A. Production Certificate of Medical Equipment and household devices
B. Distributor License (ijin Penyalur Alat Kesehatan)
C. Distributing License (ijin edar)
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5.2.1. Electronic System to Control Medical Devices

Prior to the implementation of Universal National Healthcare, in 2013 the Ministry of Health
implemented e-purchasing for its medical device (and pharmaceutical) procurements, whereby all
medical devices are included in the e-catalogue to streamline the process. The aim of the system is
to increase transparency and to ease the transaction process in healthcare sector.

There are at least 15,268°% types of medical devices covered in 24 categories in the catalogue which
are searchable based on the brand, name of the device, and other specifications, including warranty
and number of product sold. The catalogue also gives the provision of distribution costs to the
regencies. Institutions can buy directly purchase products included in the e-catalogue without any
tender, while procurement of products that are not included in the catalogue requires a tender.

The requirements for medical devices to be included in the e-catalogue are as follows:
1. Distribution by a licensed distributor (IPAK)
2. Alicense number for distribution
3. Transparency in pricing, specification and after sales service

For further surveillance, the Ministry of Health also applies e-Watch, an electronic reporting system
in case of problems arising from the use of the medical device in healthcare facilities.

Although Indonesian Corruption Watch supports the system for transparency, some small company
members of Gakeslab still expressed their disagreement, as they believe that these measures are
not enough to ensure good practice. The main argument is that the user can purchase directly from
the manufacturer without any tender, which could eliminate the need for dealing with intermediaries
which are deemed to be in the best in position to assess quality standards of products.

5.2.2. Product Certification SNI ISO 13485:2003

The Indonesian Standard of medical devices is based on ISO 1SO13485:2003 Medical Device -
Quality Management System - Requirements for Regulatory Purposes, recognized as Standar
Nasional Indonesia - SNI. In order to obtain a certificate, the Indonesian medical device producer has
to apply to Lembaga Sistem Manajemen Mutu Alat Kesehatan (LSSMMAK), who then will review the
documentation. Once the certificate is granted, it is valid for 5 years and can be extended based on
further review.

Such certification is especially needed when companies are selling their products to government
institutions. At the Badan Standardisasi Nasional, there is a list of all medical devices which have
obtained the SNI standard, currently there are 78554 products on their list.

5.2.3. Investment: the Negative List

The government has increasingly adopted protectionist measures with the goal of achieving self-
sufficiency in various sectors. Some are entirely closed to foreign investment, while others are subject
to ownership limits. Currently, the latest 2016 Negative Investment List, issued under Presidential
Regulation No 44/2016, has increased the permitted level of foreign ownership for many segments in
the healthcare sector.

63 E-Katalog Indonesia, available at: https://e-katalog.lkpp.go.id/backend/katalog/list_produk/24, accessed on August 23,
2017
64 Statistik SNI terkini, June 2017, available at: https://drive.google.com/file/d/0B-8IbIQWwWWcxTnZpTDB1TXhLWFU/view
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Table 4: Healthcare Investment Restrictions: The Negative Investment List 2016

No. Line of Business Conditions
1 Manufacture of patent medicines Foreign Investment max. 85%
2 Medical devices testing institutions Foreign Investment max. 67%
3 Acupuncture services facility Foreign Investment max. 49%
4 Pest control/Fumigation services Foreign Investment max. 67%
5 Medical and ambulatory evacuation services Foreign Investment max. 67%
6 Manufacture of pharmaceuticals (Narcotics) Subject to a special permit from MoH
7 Wholesale of narcotic pharmaceuticals Subject to a special permit from MoH
8 Processing of traditional medicines Domestic capital 100%
9 Manufacture of traditional medicines/natural Domestic capital 100%
extracts
10 Wholesale of pharmaceutical raw materials Domestic capital 100%

11 Pharmacies, drugstores, health equipment stores | Domestic capital 100%

and opticians

12 General clinic/medical services, Residential health | Domestic capital 100%

services, basic medical clinics: private maternity

hospitals, general medical services/clinics, basic
medical service facilities

13 Hospitals a. Foreign Investment max. 67%

b. Foreign Investment by ASEAN
investors max. 70%

c. Allowed throughout all capital
cities of the provinces in
eastern Indonesia, except
Makassar and Manado

14 Specialist clinic, Dental clinic, Nursing services, a. Foreign Investment max. 67%

other hospital services b. Foreign Investment by ASEAN
investors max. 70%

c. Allowed throughout all capital
cities of the provinces in
eastern Indonesia, except
Makassar and Manado

15 Wholesale of medical devices a. Foreign Investment max. 49%
b. Subject to a special permit
from MoH
16 Medical devices Class A (Wadding, bandages, a. Foreign Investment max. 33%
gauze, canes, infusion stands, sanitary napkins, b. Subject to a special permit
adult diapers, hospital beds, wheelchairs) from MoH
17 Medical devices Class B (surgical masks, Subject to a special permit from MoH

hypodermic needles, patient monitors, condoms,
surgical gloves, hemodialysis liquid, PACS,
surgical knives)

18 Medical devices Class C (Catheter, Xray, ECG, Subject to a special permit from MoH
Patient monitors, orthopedic implants, contact
lens, oxymeters, densitometers)

19 Medical devices Class D (CT Scan, MR, cardiac Subject to a special permit from MoH
catheters, cardiac stents, HIV test, pacemakers,
dermal fillers, ablation catheters)

20 Cell banks and laboratories Subject to a special permit from MoH

Among others, it is worthwhile to note however that the latest list still maintained the foreign ownership
limitation in the hospital/category at 67% throughout Indonesia. The same limit applies to specialist
medical clinics and dental clinics. Regarding the present list, it can be said that the healthcare sector
is however more open today than in previous years.

With the implementation of the ASEAN Economic Community, the new Negative List also eases
foreign investment restrictions for investors from ASEAN Member States in certain situations. In the
for specialist/sub-specialist hospital services, the ownership maximum for ASEAN investors rises to
70% in eastern Indonesia (except for the urban regions of Makassar and Manado). Nursing services




are open up to 70% for foreign ownership from ASEAN health support services, business and
management consultancy services and/or hospital management services.

5.2.4. Government Procurement

Indonesia's public procurement rules have been reformed with the goal of improving procedures and
accommodating the increased fiscal authority of the regional governments. The most recent rules
affect the procurement of goods and services by the national and regional governments, state-owned
legal entities (universities) and state/region-owned enterprises that are financed wholly or partly from
state or regional budget.

Generally, it is mandatory to have a competitive public tender, except for limited cases. Public
procurement is regulated by Presidential Regulation No 54/2010 on Procurement of Goods and
Services. The regulation limits foreign companies to bidding on projects valued at more than Rp100
billion (US$8.5 million) for construction, more than Rp20 billion (US$1.7 million) for goods, and more
than Rp10 billion (US$850000) for consultancy services. The government grants special preferences
to encourage domestic sourcing and to maximize the use of local content in government procurement,
while encouraging the use of domestic goods and services to the maximum extent feasible.

The planning period for the national state and regional budgets is a good source of insight for
companies into public procurement projects to be launched in the following year. Because Indonesia's
official communication flow can sometimes prove complex to penetrate without a considerable degree
of familiarity, finding a local partner is the best step towards accessing this information.

All public tenders are published, but there are often listed specifications that require the knowledge
and support of a local company to maximize the chances of success in a given procurement process.
In any case, in order to apply for public tenders, a company must register at Indonesia Government’s
Procurements Portal INAPROC (https://inaproc.lkpp.go.id/v3/daftar Ipse) to be eligible to submit
applications for any ongoing selection procedures.

After submission of digital documents and completed registration form is complete, there is a
verification process of the original documents. The company is considered to be a verified tender
applicant once the information and documentation is verified and certified, which can be done on-site
at any government institution. The applicant may then bid in any tender related to its field. It is useful
to note that most tenders require that the company has been established for a minimum of 2 years.
Again, having an established local partner is advisable in this respect.

5.2.5. Local Content

Based on President Regulation No 70/2012 on Government Procurement and on Presidential
Instruction No 2/2009 regarding the use of local content in government procurement, government
procurement decisions are often based on preference for products with local content in order to
encourage domestic sourcing. Government departments, institutions and corporations are instructed
to use domestic goods and services as much as is feasible and to use foreign components only when
necessary. The same applies in the appointment of foreign contractors as subcontractors by local
companies. The level of local content of a product is based on a self-assessment done by the
company and its calculation based on the origin of input costs. For the provision of goods, these costs
include material, labor and indirect manufacturing costs. For services, it includes materials, labor and
equipment used in the provision of services. It should be noted that the calculation excludes profits,
company overhead and VAT.
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5.3. Taxes and Duties

Indonesian import duties can go up to 30% for medical equipment. In general, electro-medical and
other technical equipment have a tariff of 5%, while medical supplies and plastics are assessed a
higher rate (20-30%). All imported medical equipment is subject to a 10% value added tax. For more
information on import regulations, please visit the Directorate General of Customs & Excise Website
( http://www.beacukai.go.id or http://eservice.insw.qo.id).
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VI. CHALLENGES

Even though the country shows good future prospects for the healthcare medical device market, this
report would not be complete without mentioning the local challenges that go together with doing
business in Indonesia. First of all, corruption and heavy bureaucracy are an indisputable presence in
the Indonesian market. For this reason, companies should be patient and ready to face those
challenges. Business compliance might be lacking in some areas, for example during a tender
process, however the trend is improving across sectors. How businesses address these issues can
help determine their success or failure.

Secondly, the pricing of the products might also be a challenge for European companies. While the
Indonesian medical industry has a preference for high-quality products such as from Europe, USA,
and Japan, the pricing of the product is important, especially considering the current Euro exchange
rate, slightly unfavorable in comparison to other currencies. A favorable payment term also plays a
role in the decision as inflexibility in terms of sales, payment schedules and length of contract could
pose a hurdle.

Thirdly, some regulations regarding medical devices might pose a challenge for European companies,
such as mandatory registration of medical devices at the Ministry of Health before clearance through
Indonesian Customs. This process can be lengthy and must be conducted by local distributors. In
addition, while there are no restrictions on imports of medical equipment, importing used equipment
is prohibited. Based on a regulation by the Ministry of Trade, all imported goods have to be labeled in
Bahasa Indonesia prior to arrival in the country.

Fourthly, like other developing countries, Indonesia’s infrastructure is hindering its development. In
some areas, the lack of stable and continuous electricity might raise problems in the healthcare sector.
For example, vaccines that need constant refrigeration might be damaged as a result of power
outages. There is also a shortage of medical personnel, which means there might not be enough
professionals who can operate, maintain and calibrate the devices. Companies may have to train
operators and their related staff as part of the after sales service.

Finally, another challenge is related to the awareness of both professionals and public of certain
existing treatments towards certain common ailments. Companies can help to raise awareness by
organizing workshops for the professionals or using media outlets in order to reach the public.




Conclusion

The objective of this market study was to highlight the challenges and opportunities for European
companies in the Indonesian healthcare equipment and medical device market. With a changing and
evolving globalized market and the current economic climate, Indonesia’s healthcare sector is an
attractive market worth considering.

Indonesia has a population of nearly 258 million people and is therefore home to one of the largest
healthcare industries of the world. Even though 27% of the population is below fifteen years old, the
elderly population is expected predicted will reach 25% in 2050. This rapidly increasing elderly
population will have major consequences for Indonesian society, especially in the healthcare sector.

After a ten-year delay, the Indonesian government has finally begun implementation a National Health
Insurance System, the JKN. Its goal is to provide, for the first time, healthcare to all Indonesian citizens
by 2019. This will make it the largest healthcare insurance system in the world. The implementation
of this universal system will create widespread demand for advanced medical and surgical equipment
like X-ray machines, CT scanners, MRI machines, defibrillators, gamma knives for incision-free
surgeries, as well as different types of drugs related to the expected increase in diabetes and
cardiovascular diseases.

Indonesia’s healthcare system is suffering from a shortage of specialists. In addition, doctors are
mostly located in the urban areas. The domestic healthcare sector has been underfunded for more
than 30 years, with 5% of GDP invested in healthcare. This is much lower than in high-income
countries (often more than 7%) and even below comparable countries in Southeast Asia

Nevertheless, Indonesia’s healthcare industry is estimated to grow up to US$ 3.5 billion by 2018,
compared to a total market value of US$ 23 billion in 2012. The size of the pharmaceutical industry
and the medical device market is respectively US$ 6 million in 2015

Almost all domestic manufacturers only produce basic hospital equipment, such as hospital beds,
wheelchairs and disposable supplies. Overseas companies account for over 95% of total supplies,
including the more sophisticated medical and surgical instruments and infrastructure, such as medical
lasers and diagnostic equipment. Currently, the largest exporting countries to Indonesia are the United
States, Germany, the Netherlands and Japan. With strong annual industrial growth rates and the
implementation of the National Health Insurance System, there are profitable opportunities for
international companies in Indonesia’s healthcare sector.

The most valuable business opportunities in the medical device market lie in surgical equipment,
diagnostics, and medical imaging equipment. Regarding dental equipment, lucrative submarkets
include devices for scaling and polishing, for bleaching, and for orthodontics. Sustainable
opportunities for laboratory equipment are related to, among other things, tests kits for hepatitis and
infection diseases, and for instruments related to clinical chemistry, hematology and immunology.

International companies like Philips, GE Healthcare and Pfizer are already active in Indonesia’s
healthcare sector. By intensifying their businesses activities in Southeast Asia’s largest country, they
have been able to profit from the solid growth rates the healthcare industry displays and will continue
to do so in the coming years. Some of these companies have production facilities in Indonesia due to
the available low production costs. Much of this local production is intended for export.

Foreign companies are required to cooperate with local agents or distributors to bring medical devices
to the Indonesian market. Good and reliable agents and distributors are therefore of great importance.
Formal and informal barriers can be reduced with the help of local players. Most distributors are
located in the large cities of Java and Sumatra, like Jakarta, Bandung and Medan. Examples of




Indonesian distributors are: PT Transmedic Indonesia, PT Enseval Putra Megatrading and PT Mensa
Bina Sukses.

While Indonesian medical buyers have a preference for high-quality products from Europe, the USA
and Japan, pricing and payment terms are key factors in successfully doing business in the
Indonesian medical device market, given that local buyers look for beneficial price deals. International
companies should also provide good after-sales services, offer reliable products of high quality, do
effective promotion, and explore extensive distribution channels. Marketing efforts should be aimed
towards individual practitioners, public and private hospitals, health centers and associations.
Attending exhibitions and seminars are effective strategies in this matter.

No restrictions exist on the importation of medical equipment. There is, however, one exception: the
Indonesian government prohibits, in general, the import of used equipment. The distribution of nearly
all medical equipment and supplies requires a license from the Indonesian Ministry of Health, which
needs to be obtained before importing. At the same time, the local distributor must be a legal entity
and also possess a license as a distributor. For tender offers, domestic distributors and/or agents
need to comply with Indonesian standardization procedures, insofar applicable. Government
procurements have a preference for products with local content to encourage domestic sourcing.

European companies are, above all, strongly advised to invest time and effort into finding a good and
reliable local partner, as serving the Indonesian market requires cooperating with an Indonesian agent
and/or distributor. They have valuable know-how to offer in terms of negotiating with potential
domestic clients. Talking to individual practitioners requires a different approach than business-to-
business channels, as would be the case of a large private hospital. Attending conferences and events
is a good strategy for meeting equipment importers, agents and distributors.




Relevant Contacts and Trade Fairs
A. Relevant Contacts

GAKESLAB

Gabungan Perusahaan Alat-Alat Kesehatan dan Laboratorium

(Association of the Indonesian Medical Devices and Laboratory Companies)
JI. Rawamangun Muka Raya no 1a, Pulogadung — Jakarta 13220

Tel. +62 21 4722213Email: Sekretariatgakeslabindo@yahoo.com
Chairperson: Ms. Titah Sihdjati Riadhie

IKLI

Ikatan laboratorium kesehatan indonesia

(Indonesian Association of Health Laboratory)

JI. Pegambiran 31A, Rawamangun — Jakarta 13220
Website: http://ilki-online.org/

Tel. +62 21-4705268

Fax. +62 21-47864953

Email: ilkipusat@yahoo.com; sekretariat@ilki-online.org
Chairperson: Ms. Sri Suparti

ASPAKI

Asosiasi Produsen Alat Kesehatan Indonesia

(Indonesian Medical Device Producers Association; part of GAKESLAB)

Adi Persada Building, JI. Raden Saleh No. 45-G — Jakarta Pusat 10610
Chairperson: Ir. Ade Tarya Hidayat

Directorate General of Customs & Excise (BEA CUKAI)
Website: www.beacukai.go.id; eservice.insw.go.id for import regulations

Ministry of Health (Directorate General of Pharmacy and Medical Devices Services)
Gedung Dr. Adhyatma,MPH

JI. H.R Rasuna Said Blok X-5 Kav. 4-9 Kuningan — Jakarta 12950

Website: http://binfar.kemkes.go.id

Tel. +62 21- 5214874

Email: prodisalkes@yahoo.com

Badan Standardisasi Nasional (National Standardization Agency of Indonesia)
Gedung Manggala Wanabakti, Blok IV, Lantai 3-4

JI. Gatot Subroto, Senayan — Jakarta 10270

Website: http://bsn.go.id/

Tel. +62 21-5747043

Email: bsn@bsn.go.id




B. Trade Fairs

Surabaya Hospital Expo

2 — 4 May 2018

www.Hospital-expo.com

Venue: Grand City Convex Surabaya (East Java)
Exhibitions hours: 9:00-17:00

In 2017 Expo, with 65 Exhibitors, was attended by 1010 visitors both from local and abroad. Surabya
Hospital Expo will include medical equipment and technologies, clinical laboratory, pharmaceutical,
medicine, analysis, control and diagnostic equipment, surgical block, preventive medicine equipment,
rehabilitation and help for the disabled, medical aid products, first aid, hospital engineering, furnishing,
kitchen and laundry management, equipment for disinfectant, sterilizing and cleaning, waste
treatment and disposal, cold storage, cars and ambulance, hospital furniture, telecommunication and
data transmission, hospital engineering, banking, books and publishing, education and career,
insurance companies which are related to the field of hospitalization.

Indonesia Dental Expo

2019
www.indonesiadentalexpo.com/
Venue: Jakarta Convention Center

The Indonesia Dental Exhibition & Conference is the first comprehensive dental event in Jakarta,
Indonesia. Taking place every two years, the show will focus strongly on the needs of the Indonesian
dental professional with its 3 day scientific conference featuring localized educational content. In
addition, the 3 day exhibition will bring together leading brands and key opinion leaders in this
emerging market.

Indonesian Hospital Expo

17-20 October 2018
www.Hospital-expo.com

Venue: Jakarta Convention Center
Exhibition hours: 09:00-17:00

2018 will be the 31st Indonesian International Hospital Expo. In 2017 Expo, with 518 Exhibitor
including 204 foreign exhibitors, was attended by 43869 visitors both from local and abroad. Jakarta
Hospital Expo will include medical equipment and technologies, clinical laboratory, pharmaceutical,
medicine, analysis, control and diagnostic equipment, surgical block, preventive medicine equipment,
rehabilitation and help for the disabled, medical aid products, first aid, hospital engineering, furnishing,
kitchen and laundry management, equipment for disinfectant, sterilizing and cleaning, waste
treatment and disposal, cold storage, cars and ambulance, hospital furniture, telecommunication and
data transmission, hospital engineering, banking, books and publishing, education and career,
insurance companies which are related to the field of hospitalization.




About EIBN

The EIBN is a partnership project between five European bilateral chambers of commerce in
Indonesia (BritCham, EKONID, EuroCham, IFCCI, INA) and two counterparts in Europe
(EUROCHAMBRES, CCI Barcelona). The EIBN’s aim is to promote Indonesia and ASEAN as high
potential trade and investment destinations among companies from allEU28 member states —
especially SMEs — and support them in their endeavor to explore the full market potential in Indonesia.
The project was initiated and co-founded by the EU.
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Disclaimer

This publication has been produced with the financial assistance of the European Union. The contents
of this document are the sole responsibility of the EIBN and can under no circumstances be regarded
as reflecting the position of the European Union.

The figures in this report correspond to EIBN’s best estimate of value of the corresponding variables.
Although due care was taken in the preparation of this publication, EIBN makes no warranty as to its
accuracy or completeness and is not to be deemed responsible for any errors or loss resulting from
its use. Other organizations quoted herein are in no way responsible for the content of the report or
the consequences of its use.




