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Abstract — The purpose of this research is to observe the
effects of the export tax tariff imposition on Indonesian
cocoa beans against the export of processed cocoa products
from Indonesia and Malaysia in the long-term. Research
variables used are the export volume of processed cocoa
products in Indonesia and Malaysia, price of Indonesian
cocoa beans, price of international cocoa beans, average
price of processed cocoa exports in 5 competitor countries
of Indonesia and Malaysia, volume of processed cocoa
imports worldwide and the dummy application of the
Indonesian cocoa export tax. In response to the research
objectives, the Autoregressive Distributed Lag (ARDL)
and the bound testing co-integration methods are used to
observe the co-integration of variables researched. Data
analyses outcomes indicate that the imposition of export
tax on Indonesian cocoa beans significantly affect the
increased export volume of the Indonesian processed cocoa
in the long-term. Meanwhile, for Malaysia, the imposition
of export tax on the Indonesian cocoa beans does not
significantly decrease the export volume of Malaysian
processed cocoa in the long-term.
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I. INTRODUCTION

One of the aims to impose export tax is to increase the
value added of domestic industries. According to Bouet and
Laborde (2012), the imposition of export tax will decrease the
export volume of raw materials due to higher export prices
compared to the international price. The decline of the export
supply will lead to an increase in domestic supply, causing a
decrease of the raw materials domestically. Thus indirectly,
the imposition of the export tax is an incentive provided by the
Government to ensure the availability of raw materials for
domestic processing industries at a lower price. The low price
of raw materials will lead to a decrease in production costs so
that the selling price of the downstream products in the export
market will be more competitive.

Fithra Faisal Hastiadi
Departement of Economics,
Faculty of Economics and Business, University of Indonesia
Depok, Indonesia
fithra_faisal@yahoo.com

On the other hand, the imposition of export tax on raw
materials may also affect the performance of the importing
countries of raw materials. Bouet and Laborde (2012) added
that the imposition of export tax will decrease the import of
the raw materials supply, so that it may affect the increase of
raw material prices in the international market. Fung and
Korinek (2014) argued that the imposition of export tax on
raw materials may lead to a decreased production and profit
for downstream industries in importing countries because
importing countries have to pay a higher price for imported
raw materials from the restricting partner countries; that will
increase the production costs for the user industries, and
ultimately the final products for the consumers.

The policy of export tax imposition on cocoa beans was
issued by the Government through the issuance of the
Regulation of the Minister of Finance Number 67 / PMK.OII /
2010 the Stipulation of Export Goods Subject to Export Tax
and the Export Tax Tariff. In this regulation, cocoa beans are
one of the commodities which export is subject to a particular
tariff with a progressive percentage depending on prevailing
international prices. The objective of the export tax imposition
on cocoa beans is to encourage the downstream of cocoa
processing industries. Prior to 2010, most of Indonesian cocoa
beans were exported than processed domestically, leading to a
shortage of raw materials for domestic industries. This is
marked by the low installed capacity utilization of the
Indonesian cocoa processing industries in 2009 which was
only 42%.

According to ICCO data (2012), in 2009, the
Indonesian cocoa beans production was the 3" largest in the
world (15% share) after the Ivory Coast (34% share) and
Ghana (17% share), namely by 550,000 tons. In the mentioned
year, the export of the Indonesian cocoa beans reached
439,305 tons (US$ 1,087,485), with Malaysia as the largest
market share of 41%. Malaysia imports most of the cocoa
bean raw materials for their processed cocoa production from
Indonesia, due to the very low production of Malaysian cocoa
beans at 15,000 tons. Processed cocoa products are divided
into 3 (three) types: cocoa paste, cocoa butter and cocoa
powder. All product types only use cocoa beans as raw
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materials. In 2009, the use of Indonesian cocoa beans raw
materials for the need of cocoa processing industries in
Malaysia reached 69%. In this year, Malaysia was the largest
exporter of processed cocoa in Asia with an export value of
US$ 797,939, followed by Indonesia in the 2" position with
an export value of US$ 295,575. This data indicate that
Indonesia is the main producer of cocoa beans in Asia.
However, the value added generated is still very low because
Indonesia exports more cocoa beans than processed cocoa
products. The export value of the Indonesian processed cocoa
products is even below Malaysia that precisely uses most of
the cocoa beans raw materials from Indonesia for the
production of processed cocoa.

The export tax policy on cocoa beans issued by the
Government of Indonesia aims to increase the supply of cocoa
beans raw materials for domestic use by reducing the export
volume of the raw materials. The increased supply of cocoa
beans raw materials is expected to grow the Indonesian
processed cocoa production; so that it may also improve the
competitiveness of processed cocoa products in the world
market. Considering that Malaysia is the largest consumer of
cocoa beans from Indonesia, the policy of the export tax
imposition on cocoa beans may reduce the cocoa beans supply
to Malaysia. The decline in the supply of cocoa beans may
obstruct the production of Malaysian processed cocoa, so that
the processed cocoa industry from Indonesia can capture the
market share of the Malaysian processed cocoa in the world.

Therefore, the success of the implementation of the
export tax policy on cocoa beans in the long-term is not only
observed from the effects of the policy on the export of
processed cocoa products from Indonesia, but also it should be
considered from the impacts to Malaysia as the main
competitor in processed cocoa products in Asia.

Il. LITERATURE REVIEW

A country applies the export tax policy on products for
various purposes. According to Liefert and Wescott (2016),
the main reason of the Government to impose export tax
tariffs or other export restrictions are for: (1) increasing
revenues, (2) increasing profits from export products by using
the market power to increase selling prices; (3) increasing
competitiveness and also the value added of domestic
industries by providing cheaper raw materials so that
production costs are lower than competitor countries, and (4)
improving domestic food security by rising the product
volume at lower prices.

The imposition of export tax on raw materials will
decrease the price of raw materials in the domestic market. In
addition, export tax may also increase the price of raw
materials in the international market, depending on the market
share. Bouet and Laborde (2012) grouped the market share of
a country into small countries and large countries, and further
performed a partial equilibrium analysis to identify the
impacts generated from the imposition of export tax. Small
countries refer to countries with a small market share, while
large countries are countries with large market shares. In this
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analysis, it is assumed that domestic prices are equal to the
international prices; and, domestic demands are lower than the
domestic supply. The difference between domestic supply and
domestic demand is the quantity exported.

In small countries, the export tax imposition will make
the domestic producers prefer to sell their products to the
domestic market rather than exporting, because the products
are not taxable if sold domestically. The imposition of export
tax will lead the domestic prices to decrease. Domestic
consumers will benefit from the export tax policy by
increasing their consumption at lower prices, due to the
decreased export quantities. Increased domestic consumption
with lower prices will create a consumer surplus. In addition,
the Government will also benefit from the application of
export tax, by getting the revenue from the export tax.
However, this policy precisely creates disincentives to
domestic producers marked by a decreased surplus of
producers.

In large countries, the imposition of export duties will
lead to the increased world prices. The imposition of export
tax on countries with significant market shares in the world
will decline the world export supply and increase the world
prices. The decline in the export supply will increase domestic
consumption, so that domestic prices will decrease. The policy
to impose export tax on large countries will create a surplus of
both producers and consumers.

In the context of raw materials, the imposition of this
policy may affect the value added in the importing countries
of the raw materials. According to Murray and Walter (1975),
a country may increase the export of downstream products by
imposing export tax on raw materials or semi-finished
materials; thereby reducing the Effective Rate of Protection
(ERP) on the downstream products of the importing country.
The imposition of export tax on raw materials in exporting
countries will increase production costs of the importing
countries’ downstream industries, due to the increased prices
of raw materials.

A number of previous researches related to the policy
impacts of the cocoa bean export tax towards the processed
cocoa exports were done several times, such as the research by
Suryana et.al (2014) that analyzed the impacts of the export
tax imposition on cocoa beans towards the volume of
processed cocoa exports by applying the gravity model with
panel data. Research outcomes indicate that the export tax
policy has a significant impact on the increase of cocoa butter
export volume; however it does not significantly impact to the
increased export volume of cocoa powder. Further, Gumay
(2014) performed a research on the impacts of the cocoa beans
export tax enforcement on the competitiveness of Indonesian
processed cocoa products by using the method of the Ordinary
Least Square and data time series. Research outcomes indicate
that the policy of the cocoa beans export tax significantly
increase the competitiveness of the Indonesian processed
cocoa products in the international market.
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I11. METHODS

The empirical model used to estimate the demand
function in Indonesian and Malaysian exports follows the
“imperfect substitutes” model established by Goldstein and
Khan (1985). The function of the export demand is as follows:

X = x(PX,,PX., Y ,K) , fi<0,£,>0,f;>0,f4>
0(2)

whereas X%= Quantity of domestic products exported to
international markets, PX,= prices of domestic products,

PX_.= price of competitor products in the international market,
Y/ = real foreign revenue, K = capital stock

Further, the long-term model of the Indonesian processed
cocoa exports determinant used in this research is as follows:

InNXIND, = By + B1InDPB, + B,PXCi+BsInWMP, +

BuBK; + &,
@)

where 8,<0, 8, >0,5;>0,8, >0

Description:

INXIND = Natural logarithm of export volume of
processed cocoa products in Indonesia in
month-t (ton)

LnDPB = Natural logarithm of the Indonesian cocoa
beans price in month-t (Rp/kg)

PXC =  Average export price of processed cocoa in
the 5 competitor countries of Indonesia in
month-t (US$/kg)

INWMP = Natural logarithm of the volume of processed
cocoa imports in the world in month-t (ton)

BK = Dummy application of export tax of
Indonesia cocoa beans, valued 1 if imposed
with the export tax tariff in the related month,
value 0 if in the related month the export tax
tariff is not implemented

& = error term in month-t

The price of domestic cocoa beans is used as an
independent variable on the model of Indonesian processed
cocoa exports as proxy of the Indonesian processed cocoa
price. The average of processed cocoa prices in 5 Indonesian
competitor countries is used as an independent variable that is
expected to be positively related to the Indonesian processed
cocoa exports. The 5 competing countries selected are the
United States, the Netherlands, Germany, Malaysia and
France. The volume of processed cocoa imports in the world is
used as proxy of foreign real revenues. To identify the long-
term relationships between the Indonesian processed cocoa
exports and the price of domestic cocoa beans, the average
price of competitor processed cocoa, the import volume of the
world’s processed cocoa and the export tax policy on the
Indonesian cocoa beans, the following ARDL equation is
established:

All’leNDt = a+ ﬁo + ﬁllnXINDt_l + ﬁzlnDPBt_l +
BsPXC,_y+B,INWMP, + BsBK,_, +
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Y BeiAIXIND,_; +

Yi_1B7; AInDPB,_; +

Yot Par APXCey +

anﬂ Bom A IMWMP;_,,, +

22:1 Bron ABK;_n + €, 4
Coefficient B;, B2, B3, B+ and Bs illustrate the coefficient of a
long-term relationship.

Further, the ECM equation used in this research is as follows:

AInXIND, = @+ X, 6;;AInXIND,_; + Y7_, ¢1; AlnDPB,_; +
Y1 02j APXCo_j + X0, @3 AlNWMP,_; +
Y193 ABK,_; +VECT,_; +¢€. (5)

Whereas 0 and ¢ are short-term coefficients and v is the speed
of adjustment.

This research also establishes the determinant model of
the Malaysian processed cocoa exports. The proxy used for
the variable of domestic processed cocoa prices is different
from the proxy used in the model of the Indonesian processed
cocoa exports. Differences in the proxy used are due to the
different characteristics of raw materials used in the cocoa
processing industries in Indonesia and Malaysia.

Unlike Indonesia that uses most of the domestic cocoa
beans as raw material, Malaysia mostly uses imported cocoa
beans as raw material for the processed cocoa. The
determinant model of Malaysian processed cocoa exports is as
follows:

InXMAS; = vy + y1InWPB+y,PXC; + y3InWMP, +
YaBK: + & (6)

where y; <0,¥,>0,y3>0,y, <0
Description :
INXMAS

Natural logarithm of export volume of
processed cocoa products in Malaysia in
month-t (ton)

Natural logarithm of international cocoa
beans prices in month-t (US$/ton)

Average export price of processed cocoa in 5
Malaysia competitor countries in month-t
(US$/kg)

Natural logarithm of import volume of
processed cocoa in the world in month-t
(ton)

Dummy application of Indonesian export tax
of cocoa beans by Indonesia, value 1 if in
the related month the export tax tariff is
imposed, value 0 if in the related month the
export tax tariff is not imposed

& = error term in month-t

InWPB

PXC =

INWMP

BK =

The international cocoa beans prices are used as
independent variables of Malaysia’s processed cocoa export
model. The variable of average processed cocoa prices in this
model is taken from Malaysia’s competitor countries which
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are the United States, the Netherlands, Germany, Indonesia
and France. The proxy of real foreign revenues used in the
model of the Malaysian processed cocoa exports is the import
value of the world processed cocoa.

To indicate the long-term relationships between
Malaysian processed cocoa exports and the international cocoa
beans prices, the average price of processed cocoa
competitors, the import volume of the world processed cocoa
and the export tax policy on Indonesian cocoa beans, the
following ARDL equation is established:

AlnXMAS, = a + By + f,InXMAS,_; + B,InWPB,_; +
BsPXCi_1+B InNWMP, + BsBK,_, +
Y Beibd INXMAS, _; +
Y1 B7j AIMWPB,_; + %!_, Bere APXCe_y +
1 1 Bom AINMWMP,_,,, +
22:1 Bion ABK;_, + € (7)

Coefficient B;, 82, B3, B, and Bs illustrate the coefficient of the
long-term relationship

The ECM equation for the determinant model of Malaysian
processed cocoa export is as follows:

14 q
AlnXMAS, = a + z 0,;,A InXMAS,_; + Z @1; ALNWPB,_;

i=1 j=1

q q
Z(pszPXCt_j +Z(p3jAanMPt_j +

j=1 j=1
Y 193 ABK,_; +VECT,_1 +¢€.  (8)

Whereas 0 and ¢ are the short-term coefficients and vy is the
speed of adjustment.

This research uses secondary data in the form of
monthly data from 2006 to 2015. The export volume of
processed cocoa products is the addition of the export volume
of cocoa paste products (HS. 1803), cocoa butter (HS. 1804)
and cocoa powder (HS. 1805). Data of the processed cocoa
export volume, average price of competitor countries’
processed cocoa and import volume of the world processed
cocoa are sourced from trademap.org. The Data of domestic
cocoa beans prices are sourced from bappepti.go.id, while the
international cocoa beans prices are obtained from icco.org.
The export tax data of Indonesian cocoa beans are obtained
from kemendag.go.id. The Error Correction Models (ECM) is
applied as the estimation method in this research, by using the
Autoregressive Distributed Lag (ARDL) method developed by
Pesaran et.al (2001). The Eviews 9 software is used to process
the data in this research.

IV. RESULT AND DISCUSSION
4.1. Research Outcomes

4.1.1. Estimation Outcome Models of Indonesian

Processed Cocoa Exports
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Table. 1. Estimation Outcomes of the ECM Equation

Variable Coefficient Prob.
D(LN_XIND(-1)) -0.329083 0.0001
D(LN_DPB) -0.018190 0.8190
D(PXC) 0.254758 0.1131
D(LN_WMP) 0.369232 0.0389*
D(BK) 0.034949 0.5746
CointEq(-1) -0.236492 0.0001*

Significant at level 10% : *

Table. 2. Estimation Outcomes of the Co-integration Equation

Variable Coefficient Prob.
LN DPB -0.076918 0.8211
PXC -0.391263 0.0970*
LN WMP 1.561287 0.0187*
BK 0.838704 0.0036*
C -7.500364 0.3240

Significant at level 10% : *
4.1.2.

Processed Cocoa Export
Table. 3. Estimation Outcomes of the ECM Equation

Estimation Outcome Models of the Malaysian

Variabel Koefisien Prob.
D(LN_ WPB) -0.130302 0.2217
D(PXC) 0.087323 0.1034
D(LN_WMP) 0.077997 0.4028
D(BK) -0.013418 0.6914
CointEq(-1) -0.511425 0.0000*

Significant at level 10% : *

Table. 4. Estimation Outcomes of the Co-integration Equation

Variabel Koefisien Prob.
LN WPB -0.254782 0.2104
PXC 0.170744 0.0870*
LN WMP 0.152509 0.4048
BK -0.026237 0.6909
C 9.454903 0.0005

Significant at level 10% : *

4.2. Discussion

The Estimation outcomes of the determinant model of
the Indonesian processed cocoa exports as presented in Table
2. indicate that in the long-term, the variables of export tax on
cocoa beans, import volume of the world processed cocoa, and
the average of processed cocoa prices of Indonesia’s
competitor countries significantly affect the export volume of
the Indonesian processed cocoa. The policy of export tax
imposition on cocoa beans in the long-term will significantly
increase the export volume of the Indonesian processed cocoa.
The increased export volume that is affected by the increased
export tax on the Indonesian cocoa beans already conforms to

56



[

ATLANTIS
PRESS

the hypothesis presented in this research. The export tax
imposition policy on cocoa beans leads to a decrease in
Indonesia’s cocoa beans export. The declined export will
cause an abundance of domestic cocoa bean raw materials that
encourages investments in the national cocoa processing
industries. The increasing cocoa processing industries will
grow the processed cocoa production that may raise the
Indonesian processed cocoa export value. According to
Piermartini (2004), domestic processing industries will benefit
from the export tax imposition on the input of the decreased
raw material prices; so that it may increase competitiveness
and expand the international market share.

From the ECM equation estimation outcomes in
Table.2, the coefficient value of ECT(-1)/CointEq(-1) is -0.23
which is significant. This means that 23% disequilibrium is
occurring between the InXIND and InDPB, PXC, InWMP,
while the BK will be re-corrected within one period (one
month). The negative coefficient mark indicates that there is a
corrective mechanism for the long-term balance.

The determinant model on estimation outcomes of
Malaysian processed cocoa export in the long-term as
presented in Table. 3 indicates that independent variables that
significantly affect the Malaysian export volume of processed
cocoa are only the average variables of the processed cocoa
prices in the Malaysia’s competitor countries. The dummy
variables on the policy of the export tax imposition on the
Indonesian cocoa beans have a negative effect; however are
not significant against the export volume of the Malaysian
processed cocoa. Even though the import of cocoa beans from
Indonesia will decrease after the export tax is applied to the
Indonesian cocoa beans, this does not affect the Malaysian
export of processed cocoa. The policy of applying the export
tax on Indonesian cocoa beans is expected not to cause an
increase in the international cocoa bean prices. According to
Salim and Ali (1974), increased prices on products subject to
export tax in the world may occur if the export volume of the
taxed products declines and no other country fills the declining
export volume with similar products. The decreased supply of
the Indonesian cocoa beans is anticipated by Malaysia by
importing the cocoa beans from the Ivory Coast and Ghana; so
that the supply of cocoa beans as raw materials in the
Malaysian processed cocoa industries is still maintained.

From the estimation outcomes of the ECM equation
against the model of the Malaysian processed cocoa exports, a
coefficient value of ECT (-1)/CointEq(-1) is obtained of -0.51
and significant. This means that 51% disequilibrium that
occurs between INXMAS and InWPB, PXC, InWMP and BK
will be re-corrected in one period (one month). The negative
coefficient mark indicates that there will be a correction
mechanism on the long-term balance.

V. CONCLUSIONS

The Data analyses outcomes indicate that the
imposition of the export tax on the Indonesian cocoa beans
significantly affects the increased value of the Indonesian
processed cocoa exports in the long-term. Meanwhile, for
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Malaysia, the imposition of the export tax on the Indonesian
cocoa beans does not significantly affect the decreased value
of the Malaysian processed cocoa exports in the long-term.

The export tax imposition on the Indonesian cocoa
beans in the long-term will increase the value of Indonesian
processed cocoa exports. As the tariff imposition policy will
significantly impact in the long-term, it is best to continue the
implementation of the policy. The policy does not
significantly decrease the Malaysia’s processed cocoa exports.
In order to be able to compete with the Malaysian processed
cocoa products in the world market, the Indonesian processed
cocoa industries need to continuously improve the quantity
and quality of the products.
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