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Future Trends and 
Trajectories 
of Global Arms Trade: 
Seller Marker
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S&P Aerospace & Defense Industry Index

Source: Lab45, 2022 Source: S&P Dow Jones Indices (2022)



Future Trends and 
Trajectories 
of Global Arms Trade: 
Technology Decoupling
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How do changes 
affect Indonesia’s 
defence and security 
policy and doctrine?
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How do changes 
affect Indonesia’s 
defence and security 
policy and doctrine?
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How do Indonesia optimise 
defence offsets to enhance its 
competitiveness in the global 
supply chain of arms trade
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4 4 Guided Missile 
Destroyer Escort 
(PKR) 

Damen 
Schelde, 
Netherlands 

2017 US$220 
mn 

Approx. 5 
% 

Direct 

5 3 T-209 Chang 
Bogo Submarine 

Daewoo South 
Korea 

2017-19 
 

US$1000 
mn  

US$9 mn  Direct 

PT PINDAD 
 Stage One      

1 N/A 
FNC Assault Riffle 

Belgium N/A N/A N/A Direct 

2 35 Scorpion 90 
light tanks 

Alvis, UK 1995-99 N/A N/A Direct 

 Stage Two      
3 22 Tarantula IFV Doosan, South 

Korea 
2009-13 US$70 mn  N/A Direct 

 Stage Three      
4 37 Caesar Howitzer Nexter, France 2012 US$ 124.5 

mn 
85% Direct 

5 (136) Mistral SAM MBDA, France 2012 N/A Approx. 
US$1 mn  

Direct 

6 103 Leopard MBTs 
+ 42 Marder IFV 

Rheinmetall, 
Germany 

2013-14 US$216 mn  N/A Direct 

 

Capability	
development

Stage	
1

Technology	
integration

Stage	
2

Technology	
development

Stage	
3

Basic	
research	on	
large	scale

Stage	
4
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Pattern of Indonesian 
Offsets during New Order

Offsets as defence industry 
policy tools

Offsets objectives change 
over time

Current offsets program

Objectives

Tied to the ten national 
program

Achieving top 50 world’s 
largest defence industry

Reality

Small program, scattered

Low absorptive capacity
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Limited ability to absorb benefits and 
IP. Programmes case-by-case and often 
support from Russia and/or China

Sub-contracted 
component 
production – land / 
naval platforms

Local 
assembly –
land / naval 
platforms

MRO – air 
systems / 
electronics

Sub-contracted 
component 
production – air 
systems / aero 
structures

Local 
assembly – air 
systems

Programme joint / 
co-development

Low-end MRO and very 
basic production 
(typically vehicles, small 
arms, basic naval craft) Capacity to absorb 

benefits grows, but 
limited long-term co-
ordination

Programmes 
increasingly tied to 
wider economic 
development 
programmes

Greater offset 
programme / 
technological 
sophistication leads 
to more focused 
programmes

Emphasis on 
greater co-
development 
programmes. 
Export 
facilitation. 

Military technologies 
in context of offset

Offset programme 
evolution

Examples: Vietnam, Myanmar, Malaysia, India, Taiwan                           South Korea, Japan
Philippines     Pakistan, Thailand, Indonesia Singapore, Australia

Hostility 
towards offset 
as export 
profile and 
self-
sufficiency 
grow

Source: Jane’s, 2021

Source: SIPRI



How do Indonesia optimise defence 
offsets to enhance its competitiveness 
in the global supply chain of arms 
trade
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Russia, 5

South Korea, 
4

Brazil, 2

Italy, 2 Czech, 2 Germany, 2

United 
Kingdom, 2

Switzerland, 
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Singapor
e, 1 Serbia, 1

The 
Netherla

nds, 1
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China, 1

United 
States, 1 Canada, 1
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OFFSET SUPPLIER
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Pattern of Indonesian Offsets 
during New Order

Offsets as defence industry 
policy tools

Offsets objectives change 
over time

Current offsets program

Objectives

Tied to the ten national 
program

Achieving top 50 world’s 
largest defence industry

Reality

Small program, scattered

Focus on maintenance

Low absorptive capacity

Source: Directorate General of Defence Potential, 2022



How do Indonesia optimise defence
offsets to enhance its 
competitiveness in the global supply 
chain of arms trade
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147+ companies, majority is 
private owned

Majority of industry are 
dual-use

Only 31% depends on 
defence sector

Shipbuilding dominate 
manufacture and 

maintenance

Limited domestic supply chain: 
only 9% transaction among tiers 

(Bappenas, 2019)

Low R&D spending: 1-2% MILEX

Aging workforce , low skilled: only 
0.1% hold Masters and Doctoral 

degrees (Bappenas, 2019)

Dispersed in 8 province, but 92% 
located in Java Island
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Pattern of Indonesian 
Offsets during New Order

Offsets as defence industry 
policy tools

Offsets objectives change 
over time

Current offsets program

Objectives

Tied to the ten national 
program

Achieving top 50 world’s 
largest defence industry

Reality

Small program, scattered

Focus on Maintenance

Low absorptive capacity

Source: Company websites, 2012-2023
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The potential strategies in 
the short-to-midterm 
period to increase 
Indonesia’s leverage in 
defence offset mechanism
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Raise the Bar

Raise the economic of scale 
of arms maintenance and 

procurement

Level up the strategic 
autonomy to ASEAN level

Omnibus Law invite foreign 
investment to defence Offset credit bankingThird Way

Type of 
Weapons

INA MAL THA PHL VIET CAM LAO MYM Qty

Su-27/30 x x x 80

Mi-17 x x x x x x x 53

Source: IISS Military Balance, 2022
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Raise the Bar

Raise the economic of scale 
of arms procurement

Level up the strategic 
autonomy to ASEAN level

Omnibus Law invite foreign 
investment to defence Offset credit bankingThird Way

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

U
SD

 M
ill

io
n

Source: SIPRI Top 100 Arms Industries, 2021
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Element Substance Main Regulations Implementing Regulations

General Definition Law No.16/2012 Govt Reg
No.74/2014 DefMin Reg No./2015 Head of KKIP 

Regulation

Ministry of
Trade 

Regulation

Value of IDKLO 
contract

Percentage of the IDKLO value of
the procurement contract value

IDKLO 85 %
Minimum offset 35%
Offset is increased by

10% every 5 years

IDKLO 85 %
Minimum offset 35%

Offset is increased
by 10% every 5 years

IDKLO 85 %
Minimum offset 35%

Offset is increased by 10% 
every 5 years

Threshold and
exception

The minimum value of
procurement contracts and types of

defense and security that are 
excluded

No No Laboratory and medical
tools

Eligible
transaction

IDKLO definition, direct and
indirect offset Yes Yes Yes 

list of products
for counter-

trade

Multiplier
Incentives to direct offset activities
to strategic sectors, SMEs, critical

technologies
Yes Yes Yes Multiplier

Period of contract
The offset contract period is longer

than the procurement, accompanied
by a grace period

No No No

Performace Bond Offset contract guarantee Yes Yes Yes

Penalty/Sanction
Penalties to providers and

recipients for delay or failure to
complete

Yes Yes, offset cannot be
replaced with cash Yes

Credit banking Excess IDKLO recording to reduce
future liabilities No No No No No

Swap Mutual agreement cancels IDKLO's
obligations No No No No No

Indonesian Offset Policy as of 2022
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