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Future trends and trajectories of
global arms trade

How do changes affect Indonesia’s
defence and security policy and
doctrine?

How do Indonesia optimise defence
offsets to enhance its
competitiveness in the global supply
chain of arms trade

What are the potential strategies in
the short-to-midterm period to
increase Indonesia’s leverage in

defence offset mechanism
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Leaders| Zero-sum

The destructive new logic that
threatens globalisation

America is leading a dangerous global slide towards subsidies, export controls
and protectionism

Source: The Economist, 2023

Europe “ North America

Latin America Middle East & North Africa
Africa Sub Sahara Asia Pacific

Eurasia Pacific

Source: Lab45, 2022
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Future Trends and
Trajectories

of Global Arms Trade:
Seller Marker
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Backlog in delivery
Seller market

Stocks value increase

2021

2022



DEFENSE

Pentagon suspends F-35 deliveries
after discovering materlals from China

The issue dees not affect flight operations of F- ady in servic

Future Trends and
Trajectories

of Global Arms Trade:
Technology Decoupling
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UKRAINE WAR

Russian military relies on Western,

Asian tech components: study

Microelectronics from U.S., Japan, Taiwan, South Korea found in weapons systems

The Russian Alekein corvette fires m

las curing a perade in Baltiyek in the Kaliningrad region of Russia on Juy 31 @ Reuters
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= Technology decoupling

Curdsian

Times
Sunday, September 11, 2022

WORLD AMERICAS ASIAPACIFIC EURASIAN REGION EUROPE MIDDLE EAST SOUTHA

Home > Americas

China’s ‘Chink In The Armor’: New US
Report Identifies Two Major
Vulnerabilities That Could ‘Kill’ Its
Booming Defence Industry

By AshishDangwal | March 2, 2022
China is rapidly modernizing its military to g i global superiority. While Beljing's military-
industrial complex is working towards that goal, a new report has Identified two major vulnerabilities of the

Asian giant.

China’s reliance on high-tech Imports and projected workforce shortages In the coming decade are two
major drawbacks of the country's defense Industry, according to o new report by an American think tank. The

Surge in arms demand
for competing alliances

Purification of global
supply chains
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How do changes
affect Indonesia’s
defence and security
policy and doctrine?
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NUMBER OF TYPE OF WEAPON SYSTEMS
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Under spending and
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Self sufficiency Policy

No burden-share Arms diversification

Import substitution

Brotectiontsm through offsets
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How do changes
affect Indonesia’s
defence and security
policy and doctrine?

Arms maintenance Circumvent CAATSA

“Armed neutrality”
Conventional

How do changes affect Indonesia’s
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Arms modernisation

Emerging technology
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4 Examples: Vietnam, Myanmar, Malaysia, India, Taiwan South Korea, Japan

Philippines Pakistan, Thailand, Indonesia Singapore, Australia
Capability Technology Technology resg::ci}c‘ on
development integration development Jarge scale
. Hostility
g towards offset
'-lg as export
2 Emphasis on Pzt
PT PINDAD 7] I G- Seficenc
= development ¥
Stage One g— Greater offset programmes. grow
(7] Export
1 N/A Belgium N/A N/A N/A Direct = IR/ facilitation.
. S technological
FNC Assault Riffle a PRRES sophistication leads
t f d
2 35 Scorpion 90 Alvis, UK 1995-99 N/A N/A Direct 2 increasingly tied to orogrammes
light tanks c wider economic
g % & A — development
apacity to absorl
Stage Two g benefits grows, but SECEhE
3 22TarantulaIFV  Doosan, South  2009-13 US$70mn  N/A Direct — o SIS Offset programme
Korea P
evolution
Stage Three Limited ability to absorb benefits and
IP. Programmes case-by-case and often
4 37 Caesar Howitzer ~Nexter, France 2012 USS$ 124.5 85% Direct support from Russia and/or China
mn
5 (136) Mistral SAM  MBDA, France 2012 N/A Approx. Direct
. 7
US$1 mn Source: Jane’s, 2021
6 103 Leopgrd MBTs }éheinmetall, 2013-14 US$216 mn  N/A Direct Offsets as defence industry
n .
42 Marder IFV ermany policy tools
Source: SIPRI Pattern of Indonesian

Offsets during New Order

Offsets objectives change
over time

How do Indonesia optimise
defence offsets to enhance its
competitiveness in the global
supply chain of arms trade
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How do Indonesia optimise defence offsets
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How do Indonesia optimise defence
offsets to enhance its competitiveness
in the global supply chain of arms
trade

Tied to the ten national

program

Objectives

chain of arms trade

Achieving top 50 world’s
largest defence industry

Current offsets program
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Small program, scattered

enhance its competitiveness in the global supply

Focus on maintenance
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OFFSET SUPPLIER

Germany, 2

The
France, 5 Singapor Netherla
e 1 Serbia, 1 nds, 1

South Korea, United
4 Kingdom, 2

Switzerland,
Brazil, 2 2 Spain, 1 UAE, 1

Source: Directorate General of Defence Potential, 2022
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Highlight Holding Defend ID
Menjadi Top 50 Global Defence Company sebagai Target Utama

e Vi) it swategy (1A () corepusiness

industri pertah yang + Selaraskan komitmen dengan pengguna dan pemerintah . « Fokus pada CSISR*, Interoperability
maju, kuat, mandiri, berdaya saing & + Integrasi rantai pasok dalam ekosistem industri V\‘ antar Matra dan MRO
terkemuka di pasar global pertahanan Len « Pengembangan Radar, Penginderaan

+  Akselerasi keunggulan komersial dan sinergi BUMN Bawah Air, dan Satelit Militer
) misi [

+ Pastikan / Menjamin keunggulan praduk Alpalhankam + Platform matra udara dan MRO

. i inovasi b ﬂ
S L et gl * Pengembangan Pesawat Tempur, Rudal
© N rrompiria gi serta Target Jangka Pendek SL dan UAV
i e ol ‘ i dan k lidasi Industri P t

* Menjadi bagian dalam rantai industri global dengan untuk menciptakan efisiensi biaya a 'é} « Platform matra darat, MRO, senjata dan

menjalin aliansi strategis or
: + Perbaikan struktur revenue dalam negeri dan ekspor munisi

’ x:ﬂ:::mﬁ dalam ".::[m' Betlembandny - M & akses p « Pengembangan Medium Tank, dan Roket

« Terciptanya business scale yang mampu bersaing di

@ Target Tahun 2024 regional maupun internasional :).! mn
@ Target Jangka Panjang

Platform matra laut dan MRO
Pengembangan Kapal Selam

Top Global Pencapalan. =\ ieringh kortrib F .+, Energetic materials (bahan peledak)
5 0 Defence Company 5 M Minimum TKDON dalam D T A D‘eiﬁlr;O[I).RI “Dahana  untuk seluruh matra
hil tercapai k dirian dalam Al| + Pengembangan Propelan
24 Penurunan 1 00% Penyerapan + Terbangunnya Sistem Pertahanan Tri Matra Terpadu
% Impor PDN (Net Centric Warfare) berbasis teknologi C5ISR

+ Terbangunnya Ekosistem Industri Pertahanan dan
supply chain yang kokoh dan berdaya saing untuk
45, Penyerapan 100, RUMRL kemandirian Industri Pertahanan
PLN %

(rata-rata 8) + Tercapai target Program Prioritas Alpalhankam

Strong, Independent, Competitive
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Limited domestic supply chain:

only 9% transaction among tiers
(Bappenas, 2019)

How do Indonesia optimise defence G T
offsets to enhance its
competitiveness in the global supply Majority of industry are
chain of arms trade

Low R&D spending: 1-2% MILEX

Aging workforce , low skilled: only

Only 31% depends on 0.1% hold Masters and Doctoral
defence sector degrees (Bappenas, 2019)
Shipbuilding dominate
— manufacture and Dispersed in 8 province, but 92%
maintenance located in Java Island

Activities by State-owned Defence Industry

B PT Pindad ®PT DI ®PT Dahana
New Research

New Product

Change of Board of Directors
= Current offsets program
| Sales

m
B .
1
—

GOV VIS | e —
L
m 1

Foreign Visits
L Reality o . .
International Cooperation

Domestic Cooperation

[ ]
= LOW absorptive capacity Export
PO

0 20 40 60 80 100 120 140 160 180

global supply chain of arms trade

to enhance its competitiveness in the
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The potential strategies in
the short-to-midterm
period to increase
Indonesia’s leverage in
defence offset mechanism

Raise the economic of scale
S Of arms maintenance and
procurement

Level up the strategic

Raise the Bar autonomy to ASEAN level

AN
c v
£ ©
%5 £
[N}
L ecc
= O ®
c T £
= = ©
o= Q
225
v o 9
= o0
c o
t’J.EO
[}
TS0
o c
4—!'00_,
C O y=
0T O
© 97T
e & c
GJEQ)
—
Sg®
vE =
L-gg
©
ggﬁ
.§8

20/01/2023

Type of PHL VIET CAM LAO
Weapons
Su-27/30 X X X 80
Mi-17 X X X X X X X 53

Source: IISS Military Balance, 2022

Curie Maharani

Southeast Asia’s Anti-Ship Missile Launchers

Indonesia Malaysia
Afloat Ashore Total Afloat Ashore Total
2005 100 0 100 80 0 80
2010 116 0 116 92 0 92
2015 168 0 168 92 0 92
2020 192 0 192 92 0 92
2025* 318 0 318 92 0 92
2030* 448 0 448 100 0 100
Philippines Vietnam
Afloat Ashore Total Afloat Ashore Total
2005 0 0 0 56 0 56
2010 0 0 0 104 8 112
2015 0 0 0 180 16 196
2020 0 0 0 256 16 272
2025* 22 12 34 272 16 288
2030* 52 12 64 288 16 304

Notes:
Ships include surface combatants of 200 tonnes or more,
* These include the continuation of normal retirement patterns and completion of currently ordered and planned production.

Sources:
The Military Balance 2005-2021; Jane’s World Novies 2005-2021; and author’s estimates,
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Element Substance Main Regulations Implementing Regulations
Ministry of
General Definition Law No.16/2012 Govt Reg DefMin Reg No./2015 Head of KKIP Trade
No.74/2014 Regulation .
Regulation
IDKLO 85 % IDKLO 85 % IDKLO 85 %
Value of IDKLO Percentage of the IDKLO value of Minimum offset 35% Minimum offset 35% Minimum offset 35%
contract the procurement contract value Offset is increased by Offset is increased Offset is increased by 10%
10% every 5 years by 10% every 5 years every 5 years
The minimum value of
Threshold and procurement contracts and types of Laboratory and medical
. . No No
exception defense and security that are tools
excluded
Eligible IDKLO definition, direct and list of products
. o Yes Yes Yes for counter-
transaction indirect offset
trade
Incentives to direct offset activities
Multiplier to strategic sectors, SMEs, critical Yes Yes Yes Multiplier
technologies
The offset contract period is longer
Period of contract than the procurement, accompanied No No No
by a grace period
Performace Bond Offset contract guarantee Yes Yes Yes
Penalties to providers and
Penalty/Sanction recipients for delay or failure to Yes Yes, offset cgnnot be Yes
replaced with cash
complete
Credit banking Excess IDKLO ree Or.d ing to reduce No No No No No
future liabilities
Swap Mutual agreement Fancels IDKLO's No No No No No
obligations

20/01/2023 Curie Maharani 11



THANK YOU

Curie Maharani = curie@binus.ac.id

% https://id.linkedin.com/in/curie
-maharani-ph-d-74676162



