ROUND 2: OCTOBER 2020

COVID-19
impact on firms
in Indonesia

Results from the Covid-19
Business Pulse Survey



. Aim: Monitoring COVID-19 impacts on firm operations and
VID-1 expectations

. Frequency: Every quarter for 4 rounds

B“Siness C Sectoral coverage: 3 strata:

— Manufacturing

PL“se Survey —  High value-added services

— Low value-added services
in a N“tSheII *  Firmsize (as of January 2020):

— Micro: less than 5 workers
— Small: 5-19 workers
— Medium: 20-99 workers
— Large: 100 or more workers

. Round 1: June 15, 2020 - June 23, 2020
— Sample: 850 firms

. Round 2: October 16, 2020 - November 4, 2020

World Bank and Bappenas. 2020. COVID-19 impact on — Sample: 716 firms (or 84.2%) of round 1 firms. 134
firms in Indonesia: Results from the Covid-19 Business respondents (15_ %) from round 1 could not be contacted

Pulse Survey: Round 2: October 2020. : . .
http://pubdocs.worldbank.org/en/579271610012405014/C or refused to be interviewed in round 2.

OVID19-Impacts-on-Indonesia-Firms.pdt «  Data collection method: Phone survey



http://pubdocs.worldbank.org/en/579271610012405014/COVID19-Impacts-on-Indonesia-Firms.pdf

9 out of 10 firms are
open in October 2020,
12% up from June.

. 739% of firms were open in June 2020
and in October 2020. 16% of previously
closed firms are open in October 2020,
resulting in 899% of firms being open.

. % of firms remained closed in October
2020. 4% of previously open firms were
closed in October 2020, resulting in 11%
of firms being closed.

Open 73%
77%

Closed
(Temporary

and
Permanent)
23%

Open
89.4%

Temporarily
closed
9.4%
Permanently
closed
1.2%




While firms still experience significant negative impact from
COVID-19, compared to June 2020, the situation is improving.

Share of firms that in the last month have experienced one of these
instances or undertaken one of these actions in June and October 2020
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This relative improvement happened for firms of all sizes
and for all survey strata.

Average change in YoY monthly sales in June and October 2020
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Note: The strata (statistical subpopulations) of this survey are low value-added services, high value-added services and manufacturing.



Indonesian firms are hit hard compared to thosein
Vietham & Malaysia.

Average change in last month's sales, relative to last year
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75% of firms report
problems in paying
atleastone
production cost.

 75% of firms reported limited cash/ability
to pay at least one production cost for
more than the next 6 months, down from
81% of firms in June 2020.

PROPORTION OF FIRMS THAT CANNOT PAY ALL PRODUCTION COSTS FOR
MORE THAN 6 MONTHS AND TYPES OF PROBLEMATIC COST

) Problem in
Problem in .
_ paying loan,
paying 20%
material cost,
119%
Problem in
paying at
least one Problem in
cost, 74.7% paying labor

cost, 12%

Problem-in Problem in
paying utilities, paying rent,
11% 19%

Note:

* Production costs include payments related to wages, raw materials, loans, rent
and utilities.

* Afirmis categorized as having a problem if it has limited cash/ability to pay at
least one of the abovementioned production costs for more than the next 6
months.




Financial distress cecreased slightly, yet smaller firms still struggle the
most to make encds meet.

30% Share of firms experiencing these problems in June 2020 and in October 2020
25% mJun-20 W Oct-20

20%

15%

109

Micro Small-medium Large Micro Small-medium Large

Difficulty in repaying loans or credit Difficulty in paying rent

Note: A firm is categorized as having a problem if it has limited cash/ability to pay these production costs for more than the next 6 months.




More large firms report difficulty in paying wages compared to June.

Share of firms experiencing these problems in June 2020 and in October 2020
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Compared to Malaysia & the Philippines, less firms in Inclonesia &
Vietham fired workers or reduced work intensity.

Share of firms (%) that laid off workers last month Share of firms (%) that adjusted employment by
granting leave/reducing wages/reducing hours last
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Results for Indonesia, Philippines, and Vietnam are estimated with weight.
Results for Malaysia, Poland, and Turkey are estimated without weight.




3in 10 firms need loan
adjustment.

. 37% of the firms that need loan
adjustment are/will be in arrears in the
next 6 months.

Share of firms that need loan adjustment and their
probability of falling in arrears in the next 6 months
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While 429% of firms have no problem accessing finance, current
market uncertainty prevents 26% of firms from accessing finance.

Share of firms based on main obstacle in accessing finance
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By October 2020, 49% of firms reported receiving government
assistance, up fromonly 7% in June 2020.

Do not Receive

receive any Some

assistance Assistance
51% 49%

Large
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The share of firms receiving Government support increased
sighificantly in Indonesia; it is higher than in Vietham but lower thanin
Malaysia.

Share of firms receiving government support
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While awareness is still an issue, hon-eligibility is another main reason
for not getting government assistance.

Percentage of firms that are aware of specific Conditional on being aware about the program, reasons
government assistance for not getting the assistance
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Note: BPUM = Cash transfer for micro and small firms; Subsidy for BPJS = Subsidy
for premium of compulsory health insurance and worker insurance; Subsidi upah
= cash transfer to workers in coordination between firms and the Government.




Share of firms (by size) and types of assistance received:
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coordination between firms and the Government.



Badly hit firms, large firms, andl firms in the high-value aclcled sector have a
higher probability of receiving government support in October 2020.

Probabhility of receiving assistance in October Marginal effect of the severity of
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Expectation of future sales and receiving fiscal and
other assistance significantly correlate with higher
hiring probability.
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In October 2020, more
firms use internet and
digital platforms.

. Compared to June 2020, more firms go
digital as a coping mechanism.
. In October 2020, 66% of firms already

used, started use or increased their use
of the internet, social media, specialized
apps or digital platforms in response to
COVID-19.

Some

adjustments

68%

Mix of
digital,new
capital, and/or
new product
13%

Produce new
product only
2%



Share of firms reported making adjustments to respond

to COVID-19
100%
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507 W Small Medium W Large
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* Digital = already used, starts to use or increased the use of internet, social media,

product/services mix (7%). specialized apps, or digital platforms
* New capital = invested in new equipment, software or digital solutions

* New product = changed or is in the process of changing its products or services




More micro firms and firms in the low value-added and manufacturing
sector went digital hetween June and October 2020.

. Since June 2020, more micro firms adjust by adopting the use of internet, social media, specialized apps, or digital platforms. In
October, 59% of micro firms went digital, up 25% since June.
. During this same period, more firms in the low-value added and manufacturing strata go digital than in high value-added services.

Share of firms that use digital in June and October 2020 (LHS) and increased share of
firms that use digital between June and October (RHS)
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Note: Balanced panel only. Digital = already used, starts to use or increased the use of internet, social media, specialized apps, or digital platforms.




Policy
implications

Improve the impact of existing policies:

e Improve the effectiveness of the current support through hetter
communication, including on eligibility.
— While awareness is still an issue, non-eligibility is another main reason for not
getting government assistance.
e Continue support programs, which seem positively correlated with a
firm’s hiring probability.
* Improve ease of access to existing programs, such as “subsidi upah” for
small and medium-sized firms.
— SMEs have the most difficulty in paying wages, but are barely accessing this
instrument compared to large firms.
— To ease the financial burden for firms, improve the design of “subsidi upah” by
linking the existing program to reduced wage payment.
* Expand access to the loan restructuring program to viable firms, with
sufficient disclosure on the criteria banks use to assess creditworthiness
and with a clear exit strategy.

* Expand the role of regulated microfinance institutions to serve micro
enterprises in low value-added services.

Consider new/adjusted policies:

* Improve the existing legal framework and allow firms, in particular SMEs,
to access the insolvency system more easily and at a lower cost.
— 8 in 10 firms need loan adjustment. 37% of these firms that need loan
adjustment are/will be in arrears in the next 6 months.

— If default becomes widespread, consider introducing an emergency
mechanism that would encourage firms to resolve their financial distress out-
of-court during crisis, such as the current COVID-19 crisis.







COVID-19 Business Pulse Survey in a Nutshell (further details)

Instrument

For international comparability, the instrument builds on the global standardized
COV-BPS. We added specific questions for Indonesia’'s COV-BPS.

Scope:

e COVID-19 impacts on firm operation’s status (closed, temporarily
closed, open, and if so, for how much longer; sales; and hiring/firing),
* EXxpectations and uncertainty of businesses.
* Firm feedback on hypothetical and received government support
mgasures/pohmes. ) ) ) ) * 3 strata: manufacturing, high value-added services sector and low value-added
* Adjustment mechanisms in the business process (use of internet, etc.). services sectors
* Total sample size is calculated using the economic census 2016 and directory
of medium and large firms 2007.
* Primary sample is selected using random sampling from each strata-substrata-

Sampling Methodology

Sampling Frame province.
Data from the Occupational, Employment and Vacancy Survey (OEVS) * Replacement for an unavailable primary sample is drawn from the same strata,
collected in early 2020. sub-strata and province.

- _ oevs | COV-BPS Note: COV-BPS findings are likely a lower bound (of negative impact) given that
Firim Stzet I Sas';;':'e firms that are closed have a lower likelihood of responding.

The second round is panel data of the first round.

Manufactu North Sumatera, West
. ring Medium and Java, Banten, Central
Manufacturing Directory Large Java, East Java, South e 280
2017 Sulawesi Period of Survey: 14 October 2020- 6 November 2020
Service - High . Medium and
Service - Low Directory  Micro, Small, RN EE Attrition Rate : In the second round, data was collected from 716 firms (849% of
Value Added 2016 'tger‘gj'e“m e Ae77 285 the round 1 sample). 134 firms from round 1 could not be contacted and/or
rejected the interview for round 2. The characteristics of the non-panel is similar
*Micro: less than 5 workers; Small: 5-19 workers; Medium: 20-99 workers; to the panel data firms.

Large: 100 or more workers.




Summary of sample in Round 2: the exit rate is 15%, yet no signhificant
difference in sales changes and share of firms experiencing a sales drop
between firms that remain in the sample and those that exit.

Sample by firm size - Round 1 and Round 2
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Comparison between firms that exited and
firms that were interviewed in Round 2
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Note: No significant statistical difference hetween firms that exit and firms that
remain in the sample.




Dynamics of firms' size between January 2020 and November 2020

60.6% 60.6%
Micro
73.8%
1.1%
13.2%
13.2%
0%
1.1%
Small and Medium
37.8%
Small and Medium
241% 24.1% 25.3%
0.5% 0.1%

. 3 Large
% Qss, M 0.9%




