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Report Highlights:

Fall Armyworm has arrived in Indonesia, spreading throughout Sumatera and West Java and
threatening corn productiorA prolonged dry season in Java and other regions is expected to rec
rice production, though amgpktocks are likely to prevent significant additional impovitheat
imports are forecast lower as feed mills lower demand.



SECTION I. SITUATION AND OUTLOOK

ThelndonesiarMeteorology,Climatology,andGeophysicAgency(BMKG, BadanMeteorolog,
Klimatologi, dan Geofisikg on June27,2019reportedhat:

Monitoring of the development of the dry season shows that based on area, 35% of Indonesia's territory
has entered the dry season and 65% of the region is still experiencing the rainyBeapeak of dry
season is predicted to occur in August.

BMKG6s and other international i nstitutions wea
showed tendency for a weak EI Nino. Observation of sea sudageerature anomashowed a

positivelndian Ocean Dipole modédian Ocean Dipole (I0OD) is enpnomenon oihteraction between
oceanand theatmosphere in the Indian Oceahichis calculated based on differences in values

between the sea surface temperature anomalies of the waters adttheast of Africa withvaters to

the west of Sumatra. Differences in face temperature anomaly vahgedsrred to as the Dipole Mode

Index (DMI). A positive DMIgenerallyportendsa lack of rainfall inWestern Indonesiayhile a

negative DMIsuggestsncreasing rainfall ithe regionThe condition combined with the arrival thie

dry season in Indonesiaslead to less rainfall and a prolonged dry season.

Referring to the results of rainfall observation up to June 20, @@&l8ccurrence aéxtreme bw rainfall

(<20 mm /10 daysandsuccessive nerainy days HTH, Hari Tanpa Hujaih haveaffectedseveral

regions leading to potential drought conditionSeveral areas have experienced more than 61 days of

no rainfall including in mosareasof Yogyakata, East Java, East Nusa Tenggara, West Java, and Bali.
Rice production in these areas during the second crop cycle of April to August contributes 18 percent of
total annualnational production.

If theseconditiors continue Indonesia may havedeclinein rice production in 2018/18srain-fed

lowland areamay switch to corn from paddynd some areas may experience loss duringebend
crop harvest period arttird crop cycle oflulyto October 2019.

Chart 1. Forecastof Rainfall Intensity in May 2019
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Chart 2. Analysis of Rainfall Intensity in May 2019
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Chart 3. Forecastof Rainfall Intensity in July 2019
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Chart 4. IndonesiaConsecutiveNo Rain Days,asof July 1,2019
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Indonesia is divided into 90 River Area Uni&afuan Wilayah SungaWS) consisting of 5,000 river
basin areadYaerah Aliran SungaiDAS). Water Resources Law No. 7/2004 states that the primary
for 1 ndonesi ao0mrsureeadughwater mmagrieuttuveaTthe o0 n

objective
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Government of Indonesia (GOI) and provincial governments are responsible for primary and secondary
irrigation development, while farmer groups are responsible for tertiary irrigation development and
improvement. Accaling to the Indonesian Ministry of Public Works (MPWp)peaoximately 84 percent

of Indonesian harvestette area was irrigated, while 16 percent was-fath

Despite the drier weather, major reservoirs in Java reported normaldéwelter elevationvhich is
expected to be able to water paddy sadtbse to the reservoirdA new reservoir located in West Java
has alsdhelped tgorevent larger drouglim thearea.

The following table shows water levels at West Java as of June 28, 2019:

Table 1. Water Elevation at West Java Water Reservoirs, June 28, 2019.

Drought Prep.
Elevation & Volume Elev.
Elevation Vol.
No Reserv Target Observed Deviation Deviation Statu
olr S
Elev. Vol. Elev. Vol.
(m3i|.m (m;l. .
(m) ) (m) m-) (m) (mil.m") (m)
. 360.6 101.8 Norm
1, | Jatluhurgs 75 2 8 n/a 313 na 87.50 al
. 209.5 160.8 217.8 Norm
o, | Cira 2 7 7 n/a 555 na 206.00 al
Sagulin 631.5 138.9 641.0 Norm
3 g 0 7 7 nla 6.77 n/a 625.00 al
Source: Indonesian Min. of Public Works, Perum Jasa Tirtiuld 282019), processed by FAS/Jakarta.
Not e: AiDeficitod indicates water | evels | ower than target
Wheat

Theseasonalityfl n d o n e supply,alongwith generalack of adequatelrying andstorage
facilities, will continueto forcefeedmills to useimportedfeedwheatduringthe off seasorperiod. In
line with increasd cornproduction,2018/19feedmi | dersaddor wheatis estimatedo remain
stagnanat 2.1 million tonsand2019/20wheatusedfor feedis forecasto declineto 2.0 million tons
Lower demandor feedanddepresseg@urchasingpowerwill leadto slowergrowthof 2019/20wheat
imports.Wheatimportsin 2019/20areestimatedo grow modestlyto 11.5million tons,lower than the
previousestimateof 12 milliontons. In line with populationgrowth, FSlwheatuseis forecastto grow
by approximately2 percento 8.9 million tonsin 2018/19 lower thanthe previousestimateof 9.1
million tons.

Corn

Thearrival of Fall Armyworm (Spodopterdrugiperdg in Sumaeraandrecentspreado Javais
expectedo reducecornproduction. Accordingly,theestimatan early2019andlack of farmers
2018/19cornproductionis reviseddownwardfrom 12.6million tonsto 12.0million tonsto reflect
decliningyields. Continwed expansiorof cornin North andSouthSulawesiandfarmerspreferencdor
cornoverpaddyduringthelastcropcycleof 2018/19will increase2019/20harvestedareato 3.9
million hectares.Cornimportrestrictionsremainsn placefor feeduse,althoughdueto soaringprices
for cornin late 2018, IndonesiaemporarilyallowedimportsthroughStateownedagencyBULOG.
Cornimportsfor 2018/19areforecasto increaseo 800,000tons.



Rice

A prolongeddry seasorduringthe secoml cropcycleof 21819 on Java,Bali, andNusaTenggarawill
decreas@roduction Harvestedareafor 2018/19is expectedo declineto 12.1million hectaregrom the
previousestimateof 12.2million hectares.Motivatedby high cornprices somefarmersin main
producingareasoptedto grow cornoverpaddy. High stocks at BULOG warehousedueto a lack of
distributionchannehrelikely to dissuadesignificantimportsin 2018/19 loweringtheimportsto
500,000tons. Strongerdemandor industrialuseis expectedo increase2019/20importsto 510,000
tons

WHEAT
Production

Indonesias fully relianton wheatimportsto fulfill demandor wheatflour-basedood andasan
ingredientfor poultry andlivestockfeed.

Trade

Currently, twenty-eightflour mills operateundertwenty-threecompanieswith atotal installedcapacity
of 11.8million tonsperannum anincreasdrom 11.5million tonsin 2017/18. Most of themills are
locatedon Java. Runningcapacityof the mills reache®0 percentin 2017/18,anincreasdérom 70
percentin 2016/17. Theindustryexpectdo grow five percentn 2018/19dueto relativelylower prices
of wheatflour andwheatflour-basedood comparedo rice.

TheMinistry of Agriculture (MOA) continuego bancornimportsfor poultry andlivestockfeed,
forcing feedmills to buy high priceddomestiacornto meetenergyneedsn feedrations. MOA
continuestofl u n o f Dregtrictisnpottspf wheatfor feeduseby feedmills, limiting theissuancef
importrecommendationexclusivelyto flour mills. Growthof feedproductionis expectedo outpace
increass of cornproduction. Feedmills areexpectedo continueusingwheatasa complimentto other
feedingredientscreaing steadydemandor feedwheatimports. Buyersareexpectedo import2.1
million tonsof wheatduring2018/19for distributionandendusein livestockandpoultry feedmills. In
line with theforecastncreaseof cornproduction,2019/20wheatusedfor feedwill slightly declineto
2.0million tons. Stableuseof wheatfor feedandstableflour demandwill increasevheatimportsto
112 million tonsin 2018/19. Depressed@onsumepurchasingpowersinceearly2019andpolitical
uncertainlycontinueto hinderthe growth of thewheatflour basedood industry. Postforecast 2019/20
wheatimportsto increaséy just 2.7 percento 11.5million tonscomparedo the previousforecastof
12 million tons.

Thenumberof flourmills hasledto fierce competitionin the marketandhasbecomeonemajorfactorin
determiningthe sourceof imports.In recentyearsthe surgein wheatimportsto replacehigh-priced
domesticcornandimprovedquality of wheatfrom the Black Searegionhavealteredthe origin of

| n d o nwheatimpdrss. Droughtrelatedshortagein AustraliaandR u s sdea@siorgo limit exports
havedecreasethe marketsharefrom both countries. Additionally, an IndonesiarQuarantinedirective
requiringheattreatmenfor Ukrainianwheatled to reducedshipmentdrom thatorigin in late2018and



early2019. Althoughmostmills havesincefoundaway to meettherequirementsthe disruption
openedhedoorfor Argentinato fill thedemandsinceDecembeR018,andincreasanarketsharefrom
7 percento 18 percentduring2018/19. Despitethedirectiverequiring heattreatmet, Ukraine
remainedhelargestsupplierof wheatto Indonesiawith 26 percentmarketshare followed by Canada
(22 percen}, Argentina(18 percent) Russia(11 percent)andAustralia(10 percent)duringthe periodof
July2018to April 2019.

As recentat 2017,Australiahadbeenthe preferredsourceof wheatdueto thenoodlei n d u lémandd s
for Australianstandardvhite wheat,competitiveprice,andcloseproximity. Theunavailabilityof
Australianwheatin recentyearsforcednoodlemanufacturerso acceptwhatis offeredfrom domestic
flourmills. As aresult,manufacturerandconsumerslike haveadjustedo noodleswith madewith a
blendof wheatsources.This trendis certainto continueandwill likely provideanopeningfor countries
like Argentina,whosetransittime for shipmenthasimprovedfrom 45 daysto 30 days, to increase
marketshare. The United Statedills thedemandor high andlow proteinwheatflour, resultingto
stablemarketshareof nine percentwith 910,0® tonsof wheatexportedo Indonesiaduringthe period

of July2018to April 2019.

During the periodof July 2018to April 2019,wheatflour importsincreasedy 8.7 percentto 49,553
tonswheatequivalentcomparedo 45,582tonsduringthe sameperiodof 2017/18.Domesticflour will
continueto dominatethe marketthroughout2018/19with a 99.9percenimarketshare Turkeyheldthe
largestwheatflour marketshare(75 percent)followed by SouthKorea(15 percent).

Consumption

Depressed consumer phbesing power and political uncertainty is hindering growth of wheat for human
consumption. In 2018/19, wheat consumptiofoiscasto increase to 8.7 million tons cqared to 8.5
million tons in2017/18. In line with population and economic growth, aormonsumption of wheat

flour in 2019/20 is forecast to further increase to 8.9 million tons.

Smalland Medium Enterprise (SME)haracterized as traditionally managed, farolyned, and
communityoriented business, accounfior 66 percent of Indonesidiour users. SME consists of
smalktscale wet noodle akers, street food vendors, l@md bread and bakery businesses, and

traditional Indonesian cake maketsargeand modern industrylefined as publiy listed companies

and thosavith high technology rachinery and professional managememtintain 34 percent of the

market Thecompanies includmstant noodle manufacturers, middle and upper end bakeries, and

cookie and biscuit manufacturer§henoodle industrhasexperiencd minimal growth during thérst
semester of 2019 due to depressed consumer purchasing power, while biscuit and wafer manufacturers
have seen some growth from export marketsThe noodl e i ndustry consume
wheat flour. More uppeend and artisan bakeriesaroming online driving the bakery industry that
accounts for 20 percent of flour consumption, while household and commercial biscuit producers
consume 10 percent, respectively.

In line with expectationgor highercornproduction,2018/19wheatconsumpion for feedis expectedo
remainstagnanat 2.1 million tons. Despiteindustrygrowth,feedmills decisionto regularlyutilize
wheatascomplimentto otherfeedingredientswill slightly reducewheatconsumptiorfor feedto 2.0
million tonsin 2019/2.



CORN
Production

Indonesidarmersconsidercornasasecondarygropafterpaddy Indonesiés first cornseasomormally
takesplacefrom Octoberto February(49 percent) The secondseasortakesplacefrom Marchto June
(37 percent)while thethird runsfrom Julyto Septembe(14 percent). As mostcornarea arerain-fed,
opportunityfor growingcornduringthe secondandthird cropcycle depend on wateravailability. Due
to lessrainfall at the beginningof the 2018/19first crop cycle,farmersdelayedplantinguntil November
andDecembef019.CurrentlyJavaNusaTenggaraandBali areexperiencingdrierthannormaldry
season.Theconditionprovidesopportunityfor farmerson low landareato switchfrom paddyto corn.
Secondmainharvesis ongoingon someareasn SumaterandJava. Cornpricesatfarmlevel
currentlyrangefrom Rp. 4,300/kg($304/ton)in North Sumaterdo Rp. 4,600/kg($326/ton)in Jakarta,
comparedo pricesof Rp. 4,100/kg($290/ton)to Rp. 4,200/kg($297/ton)duringthe sameperiodlast
year. Pricesareexpectedo declineasthe seconcharvestreacheshe market.

Javathemainproducingareador Indonesiarfood cropscontributego 40 perceniof total nationalcorn
productionfollowed by Sulawesi(24 percent) Sumaterg24 percent)andNusaTenggarg 10 percent).
Posthasconfirmedon arecentvisit to NorthernSumaterahe arrival andspreadof Fall Armyworm
(Spodopterdrugiperdg in Indonesia. Theinvasivespecieswhich attackscerealcropsincludingcorn
andrice, originatesfrom tropicalclimatesin the WesternrHemisphereandhasspreadn recentyearsto
WestAfrica, IndiaandSoutheasAsia. NorthernSumateragricultureofficials believethe infestation
hassofar not affectedrice productionandonly reacted aboutl percentof cornproductionin Northern
Sumatera.However,Postsourcesndicatethe pestis alreadypresenin Lampung WestSumateraAceh
andWestJava,andis likely to spreado Sulawesin comingmonths.

Industrysourcesuggesthe pesthasalreadyaffecied 90 percentof cornareain Lampungduringthe
secondcropcycleof 2018/19. The pestprefersmaize,unleashingts mostsevereattackson plants of
lessthan45 daysof age. Postobservatiorduringa Junevisit to North Sumagrarevealedvarying
degree®f impactwith someaffectedplantshadrecoveringirom aninitial attackandexpectedo reach
harvestage Thiswill likely resultin nodeclinein harvestedirea butresultin asignificantyield
reductionof 10-25 percent

Recentreportsfrom Thailandindicatethe pestis alreadypresenin 50 of 77 provincesandis expectedo
affectaboutonethird of cornareareducingproductionby 20-30 percent. A similarimpactin large
cornproducingareasof Indonesiecouldreault in furthershortage®f local cornfor the feedsector,
resultingin higherfood prices. During meetingswith Post,local officials notedthatto dateMOA
officials in Jakartahadnot providedanydirectivesor resourceso anticipatefurther potentia damage.
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Above:Fall armywormattacksin North Sumatera,June2019.

Consideringhe abovefactors,Postestimate2018/19corn productionto declineto 12 million tons
comparedo the previous estimateof 12.6million tons.Despitecontinuousareaexpansionf ar mer s 0
lack of knowledgeon howto copewith the pestproblemswill impedegrowthof cornproduction. Corn
productionfor 2019/20is forecasto alsodeclineto 12.7million tonscompaedto the previousforecast

of 13.3million tons.

Consumption

Risingdomesticcornpriceshavereducedeedmi | prrofit énargins. In addition,difficulties in meeting
demandor energysourcesn feeddueto domesticcornsupplyshortagesndhigh priceshavereduced
theamountof cornin feedrationsto 30 - 40 percentcomparedo 50-60 percentin 2016. Thegapis
filled by wheatandpremixes.



