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Chapter 2 Literature Review

Conception Introduction

Export competitiveness is globally acknowledged as one of the crucial
components of global competitiveness (Paul et al., 2021). This can be defined as the
capability to produce and market goods or services at the strategically selected locations,
offering the competitive price compared to the other market participants (Jerry & Nick,
1990). Meanwhile, according to the OECD cited by (Sedyastuti, 2018), competitiveness
refers to the capacity of an entity such as company, region, or country to acquire
profitability and prospects in a durable manner in order to face global competition.
According to (Mrdalj & Ostoji¢, 2024), strengthening the competitiveness of the
domestic agro-industrial sector in the international market is one of the key priorities for
decision-makers in the sector of managing agricultural development under open market

circumstances.

The H-O Theory

The Heckscher-Ohlin (H-O) theory states that international trade is one of the
mechanisms that addresses the uneven geographic distribution of productive resources
across countries (Leamer, 1995). According to this theory, countries that have the
tendency of labor abundant will specialize in and export labor-intensive goods, such as
agricultural products. Conversely, countries that are richer in land or capital, will export
goods that are more capital- or land-intensive (Leamer, 1995). This theory also suggests
that countries tend to export goods that intensively utilize the commodities they are
abundant in, while importing goods that require resources which are relatively scarce

(Krugman & Obstfeld, 2005).

Research on Influence Factors

The price is the cost of purchasing to obtain specific goods and services (Admi
et al., 2022). It reflects the amount customers are willing to pay in exchange for the
benefits of a product or service. In global trade, international prices refer to the
standardized costs set for specific goods across the worldwide market (Mahyuddin &
Bachtiar, 2024). Tjiptono in (Aflah et al., 2024) emphasizes that price plays two critical
roles, which are allocative (guiding resource distribution) and informational (affecting
customer choices). The price of an item is influenced by the relationship between quantity
demanded and the law of demand. At a certain price threshold, customers may opt for
substitute goods that are more affordable. Conversely, the law of supply states that as the
price of a good falls, producers are less willing to supply it in the market (Admi et al.,

2022). From the previous research “Competitiveness and Determinants of Coffee Export
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in Ethiopia: An Analysis of Revealed Comparative Advantage and Autoregressive
Distributed Lag Model”, conducted by (Jalata, 2021), it is stated that an increase in the
coffee price will reduce the competitiveness of Ethiopian coffee export. Supporting that
statement, (Pradipta & Firdaus, 2014) also stated that the increase in export prices will
reduce the Indonesia agriculture export competitiveness.

The second factor is coffee production. Production involves strategic efforts to
ascertain the amount of goods to be produced and marketed as well as the amount of
profits needed to support these operations (Mahyuddin & Bachtiar, 2024). Production is
also a financial activity that converts income into goods or services that reach customers
(Mahyuddin & Bachtiar, 2024). Production in the context of coffee indicates the phases
of planting, harvesting, processing, and packaging, which all have an immediate effect
on the final product’s quality and marketability. Therefore, increasing the competitiveness
of export requires efficient and sustainable coffee production, particularly in emerging
countries where agriculture is crucial to economic growth and foreign exchange profits.
According to (A. F. Maulana, 2019), there is correlation between Indonesia coffee
production and the volume of coffee export, and it is a positive correlation. This finding
is supported by other research done by (Muttoharoh et al., 2018) that states coffee
production has a significant effect on the export of Indonesia coffee. It is suggested that
production has a short-term significant positive influence on the competitiveness of
coffee exports, but insignificant in the long term (Mahyuddin & Bachtiar, 2024). A
contrasting finding is presented in another journal. According to (Jalata, 2021), the
production of coffee has a negative coefficient with insignificant effect. It is based on the
microeconomic theory that explains coffee is a homogenous product, but customers are
actually exhibiting heterogeneous preference for goods that come from different areas.
Thus, customers exhibit constant elasticity assumption regardless of country of origin
(Jalata, 2021).

The third factor is the plantation area. According to (Febriyanti et al., 2022), land
is a fundamental component of agricultural production, encompassing not only the
physical soil but also ecological elements such as air, topography, flora, and fauna, all of
which are shaped by human activity. The production capacity and export competitiveness
of coffee-producing countries are influenced by the size and management of plantation
areas. Gaining competitiveness in international markets requires higher productivity,
economies of scale, and enhanced consistency in quality, all of which are typically
produced by larger and better-managed plantation areas. Changes in land has a major
impact on agricultural competitiveness and trade outcomes, according to studies on the
dynamics of sustainable agriculture in the BRICS nations. The study emphasizes a

statistically significant connection the fact that export performance is influenced by
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factors other than production capacity, such as sustainable land management in countries
that produce coffee, such as Indonesia, whose long-term export competitiveness depends
on increasing plantation area productivity without causing environmental degradation
(Joshy & Kareem, 2024). A study by (Fisabilillah & Kinasih, 2023) found that the
plantation area showed a significant negative partial influence. This implies that
productivity and effective land use are more important than just expanding plantation area,
which does not always improve export competitiveness.

Exchange rate is one of the key factors in international trade that consistently
draws attention due to its impact on exports (Dang et al., 2020). According to (Salvatore,
2013), exchange rates are the value of one currency against another currency. In
international trade, exchange rate of a foreign country’s currency becomes crucial as it
simplifies and supports the trade process between countries. When the domestic currency
depreciates, countries tend to increase the exports. Whereas an appreciation of domestic
exchange rate typically increases the country’s imports (Muttoharoh et al., 2018). In
accordance with (Mahyuddin & Bachtiar, 2024), in the long-term, exchange rate has a
significant and negative effect on the competitiveness of Indonesia’s coffee export.
Meanwhile in the short-term, there is a non-significant negative influence (Mahyuddin &
Bachtiar, 2024). From a study by (Muttoharoh et al., 2018), the result shows that
exchange rate has a significant effect on the export of Indonesia’s Arabica coffee in the
international market. Meanwhile from research conducted by Admi et al. (2022) states
that exchange rate has no significant effect on the competitiveness of Indonesia’s coal
exports as price is not the main problem for importers (Admi et al., 2022).

Inflation is the long-term increase in prices of service or goods due to the
devaluation of currency (Ibrahim, 2019). So, it is a persistent increase in the general price
level of goods and services over a period of time. According to (Kasim & Thean, 2023),
inflation affects the price of domestic goods, which in turn can indirectly influence the
exports of that country. Based on (Mankiw, 2018), inflation can happen when the amount
of money in a country grows more rapidly than the country’s ability to produce goods and
services. From the previous study conducted by (Rahman et al., 2024), it shows that
inflation has no effect whether in the long-term nor short-term of coffee demand. The
impact is insignificant and negatively impacting as coffee is in price inelastic category.

Gross Domestic Product (GDP) per capita is known as a key indicator of a
country's economic performance (Mankiw, 2018). It refers to the average measure of
individual welfare within a country’s territorial boundaries (Admi et al., 2022). GDP per
capita defines the average income of a country's population at a given time and can be
used as one of the indicators to measure the level of consumption or the purchasing power

of a country for certain goods and services (Daya et al., 2018). An increase in the GDP
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per capita of the export destination country leads to greater demand for exports, which in
turn enhances the competitiveness of domestic products in international markets (Admi
et al., 2022). Research by (Daya et al., 2018) found that based on the analysis, GDP per
capita has a significant positive effect on the volume of Indonesian coffee exports. When
GDP per capita increases, the volume of coffee exports also rises (appreciates), and
conversely, when GDP decreases, the volume of coffee exports declines (Daya et al.,

2018).

3. Chapter 3 Current Situation of Indonesia’s Coffee Export

Coffee plays a strategic role for Indonesia, both from an economic, socio-cultural and
environmental perspective. It is one of the agrarian commodities that is starting to grow in demand
by the Indonesians and from outside of Indonesia. The Indonesian coffee industry is a strategic
sector that contributes significantly to the national economy and global trade. As one of the largest
coffee producers and exporters in the world, Indonesia plays a strategic role in meeting global
market needs.

3.1  Indonesia’s Coffee Export Volume

Throughout the 2013-2022 period, Indonesia’s export volume experienced
significant fluctuations. In 2014 there was a sharp decline of 27.96%, as Indonesia
experienced a harsh weather condition, including excessive rainfall and drought in some
regions, particularly in key areas like Sumatra and Java (Innayatuhibbah et al., 2024).
This condition affected the harvesting process of Indonesia’s coffee farms. Another
significant decline is spotted in 2018, recorded the most drastic decline of 40.19%. Coffee
exports from Indonesia fell once more due to a number of interrelated issues.
Unfavourable weather conditions were a major factor. In Java, severe rainfall and
flooding interrupted harvests, while in Sumatra, a major coffee-growing region, drought
reduced Robusta output.

After 2018, there is an increase trend with 28.23% increase spotted. It is because
of the improved weather conditions in the Northern and Southern Sumatra. Apart from
that, Indonesia has been strategically improving its coffee exports, especially to the
markets such as the Organization of Islamic Cooperation (OIC) countries. In this market,
the exports grew by 9.14% and this number suggests the effective production and
marketing strategy (Zuhdi et al., 2024). Overall, these trends indicate high volatility in

export volumes, influenced by market dynamics and other external factors.
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