
 

Indonesia’s Trade and Investment Policy  
Under Global Protectionism Trend1 

by: Rachmi Hertanti2 
 
The Trend of Global Protectionism 
 
Post-Brexit and Donald Trump's economic policies, the protectionism trend  today is 
increasingly become a global concern and an issue that cannot be separated from the analysis of 
global political economy, especially related to the issue of international trade. 

 
Counted since 2012 to 2014, the growth value of the world goods trade grew only less than 1%1. 
In addition, the global situation is increasingly doing the protectionist actions in trading 
activities through safeguards, as well as import and export restrictions 2.  

 
Previously, the WTO trade monitoring report in 20153 stated that since the global economic 
crisis hit in 2008, there are an increase of the trade restrictive actions. Until October 2014, from 
a total of 2.146 new trade restrictive actions, 508 actions or 24% of the total action has been 
removed, and there are still 1638 remains or 76% actions. 

 
Meanwhile, according to the G20, its members are responsible for 81% of protectionist actions 
worldwide in 2015. The G20 also sees that today's protectionism goes far beyond the rhetoric 
issue of anti-free trade, but this issue is deeper and has implications for the country's political 
choice which choose a nationalism belief. One of the driving force is the fact that the occurrence 
of economic inequality, particularly in advanced economies country, which raises public anxiety 
about economic globalization. Thus, prior to this protectionisms widespread impact, the G20 
push for reforms of the international trade policy, including making adjustments to domestic 
policies.4.  
 
For the G20 summit in Germany this year, the T20 or the Trade and Investment Task Force for 
G20, urged that the prestigious international meeting should focus on several agendas to be 
pushed at a global level: (1) supporting the World Trade Organization, (2) promoting 
Investment facilitation, and most importantly (3) effective enforcement of dispute 
resolution mechanisms.5.  

 
Indonesia itself is a G20 member country that supports the G20 agenda against protectionism. 
But, of course, the agenda will have considerable implications for the policy space owned by the 
state in determining the economic policy. 
 
Global Economic Crisis & Indonesia Economic Growth Strategy 
 
In an uncertain global economic situation, each country will look for an effective strategy to 
boost its national economic growth. That is also what Indonesia does. In 2014, the Economic 
Policy Package was issued to provide fiscal and monetary stimulus through enhancing national 
competitiveness and strengthening the public economy. 
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The effects of the global economic attenuation continued to depress fiscal and monetary of 
Indonesia. Since 2012, the depreciation effect of rupiah has impacted on Indonesia's trade 
balance which experienced decline in export performance due to the high dependence on 
imports which then impacted the current account deficit. The dependence on imported is 
caused of domestic supply cannot meet the demand. Moreover, Indonesia's exports continue to 
be dominated by raw material commodities with low added value of production. 

 
The production supply chain model that dominates the industrial activities of Indonesia also 
encourages a deterioration of current account deficit in current economic circumstances. From 
BPS (Central Statistic Body) data, we can see the majority of Indonesia's exports and imports 
with intermediate goods commodities. Export composition contributed 11.82% for raw 
materials and 76.68% for intermediate goods (processed semi-finished products). The 
remaining is agriculture sector of 2.10%. For imports, the structure is dominated by raw and 
auxiliary materials which contribute 74.47%, and capital goods 16.31%. 

 
The degrading performance of Indonesian exports will have an impact on the production and 
output of domestic industries which will in turn have an impact on employment. This issue is 
ultimately makes the Government of Indonesia realize that if this trade structure is lasting, then 
the future will further endanger the economic foundations of Indonesia. 

 
Moreover, the depreciation effect of the rupiah value in the long run has had widespread 
impacts, which pushes the degradation in purchasing power and give effect to the decreasing of 
demand and have an impact on the deceleration of national economic growth as well as the 
deceleration of industrial performance. Even to the decreasing of banking credit absorption. 
And this can be believed that this is not only happened in Indonesia, but in almost every country 
in the world. 

 
This situation ultimately prompted the Government of Indonesia to take rescue actions. 
Mobilizing the real sector becomes the Government's primary choice to strengthen Indonesia's 
fiscal and monetary sides (Particularly to generate employment and purchasing power). 
Several strategies in the real sector are taken such as: (1) enhancing the competitiveness of 
national industries with industrial downstream programs; (2) accelerate infrastructure 
development; and (3) mobilizing the rural economy. 

 
This strategy will be very important in the open market era to create quality competitiveness. 
Moreover, Indonesia is involved in several free trade cooperation namely, ASEAN Economic 
Community, ASEAN RCEP, and other bilateral cooperation such as EU CEPA, Australia CEPA, and 
so on. 
 
Downstream Industrial Policy for Economic Growth & The Threats of Narrowing Policy 
Space in FTA 
 
Basically the downstream industrial strategy is the right step taken by the Government of 
Indonesia, especially in addressing unemployment and reducing poverty. The economic effects 
that will be generated from the downstream industry are very important to narrow the current 
account deficit so it can create a healthy fiscal, and no longer covered with debt. In addition, the 
absorption of manpower from this agenda will have an impact on the increasing people's 
purchasing power to mobilizing the economy in order to achieve the financing of state 
expenditure without debt. 



 

 
Tujuan besar dari agenda hilirisasi industry itu adalah untuk mengurangi ketergantungan pada 
impor dengan memenuhi domestic demand melalui penciptaan nilai tambah produksi dalam 
negeri. Apalagi selama ini Indonesia hanya mengandalkan ekspor raw material yang tidak 
memberikan efek ekonomi jangka panjang melainkan hanya eksploitasi. Padahal Indonesia 
memiliki potensi fundamental ekonomi yang baik jika bisa mengelola sumber daya alamnya 
dengan baik.  

 
Oleh karena itu, Several priority sectors which become the main focus on the national 
downstream industry agenda are in processing industries such as: First, the agricultural 
commodity processing industry (palm oil, rubber and rubber products, chocolate, sugar, feed), 
forest products and plantations; Second, oil and gas derivative products (Petrochemical); 
Third, minerals and its processed products; Fourth, producing industries of consumption 
materials such as machinery, textiles, medical devices, transportation, footwear and 
electronics6.  
 
The improvement of national competitiveness through the downstream industry agenda is run 
through the implementation of policies such as: (1) restrictions on export of raw materials; 
(2) the establishment of a processing industry that may contribute to the fulfillment of 
domestic intermediate goods and boost the export performance; (3) import restrictions; 
(4) the use of local product (local content requirement). 

 
The problem is, the policy will be contradict to the massive Indonesian Government's decision 
to encourage international economic cooperation in various regions, such as RCEP and EU CEPA, 
yang akan melarang penerapan kebijakan tersebut.  

 
For example in EU CEPA. There are several EU objections to Indonesia’s policy, which in turn 
will have an impact on the narrowing of the government's policy space in achieving the national 
downstream industry agenda under the Indonesia-EU-CEPA. Some sensitive issues under CEPA, 
namely: 

 
A. Local Content Requirement Prohibition 
 
The EU has some important notes on Indonesia's investment policy, particularly related to Local 
Content Requirement, whether in the electronics, telecommunications, mining, oil and gas 
sectors as well as retail sectors7. The EU considers this policy to be a non-tarrif barrier in trade. 
 
Local Content Requirement policy in several industrial sectors, for Indonesia is a policy to 
support the development of national industry in order to drive the real sector, thus open up 
significant employment opportunities for the people. This policy is also a strategy to reduce 
Indonesia's dependence on imported products. The government implements a policy of local 
content requirement obligations in some sectors such as Oil and Gas, energy infrastructure, 
telecommunications, automotive, and electronics. 
 
B. Prohibition of export restrictions --- especially on raw material 
 
The EU objection is also quite serious against the policy on exports banned of raw mineral 
which set forth in the Mineral and Coal Law No.4 / 2009. Obviously, this EU objection is based 
on its importance to maintain the supply of industrial raw materials required by the EU, 



 

especially in some high-tech industries. It is as set out in the Energy and Raw Materials EU 
Initiatives8. Dan dalam EU Trade Policy, EU akan memastikan hal ini diatur secara spesifik 
disetiap FTA yang dinegosiasikan oleh EU.   
 
The implementation of these policies under the Coal and Minerals Mining (Minerba) Act is the 
implementation of the Constitution mandate, Article 33 of the Republic Indonesia Constitution 
No.1945 which mandates the control of natural resources in the hands of the State should be 
managed for the greatest prosperity of the people. So it becomes reasonable when the 
Indonesian government banned the export of raw materials and required to be processed in 
advance so it has added value and impact on improving the economic value for the state9. Even 
the Decision of the Constitutional Court No.10 / PUU-XII / 2014 also clearly states that the rule 
of banning export of raw materials in the Coal and Minerals Mining (Minerba) Act has been in 
accordance with the Constitution specifically related to the conception of Right to Control the 
State's. 
 
Economists are also considered, in today’s crisis situations is require an investment to 
strengthen a long-term fundamentals economic, and provide added value to expand 
employment absorption. And the choice is in natural resource sector, particularly mining. Thus, 
economic growth can be more qualified and resistant to global economic shocks.  
 
This is also based on the awareness that during this time the management of Indonesia's natural 
resources is felt more beneficial to foreign corporations, with a very limited added value for 
Indonesia. The management of oil and gas and mining products is only exported still in raw 
form, without being processed into semi-finished or finished goods. Many long-term 
cooperation agreements in mineral management are detrimental for Indonesia. 
 
C. Investment Protection: Investor-State Dispute Settlement 
 
Related to the big amount of foreign corporate interests to the availability of natural resources 
in Indonesia, there have been several Indonesian bitter experiences dealing directly with 
multinational corporations in international arbitration institutions as a result of the 
implementation of economic policies by the government for enhancing national 
competitiveness. 
 
A concrete example was when Indonesia's experience getting sued by Newmont at ICSID related 
with the provisions on prohibition of concentrates (raw material) export in the minerals and 
Coal Law (Mining) of 2004. At that time, Newmont sued Indonesia by using Bilateral Investment 
Treaty between Indonesia and Netherlands. While Newmont is a giant mining company from 
the United States10. Now, we are also dealing with Freeport, the giant gold company, that 
threatening Indonesia to the international Arbitration for their objection to our mining law.  
 
Indonesia has experienced several ISDS lawsuits in ICSID based on Bilateral Investment Treaty 
(BIT) which signed by Indonesia with several countries. From total of 6 incoming cases in 
mining issues, 50% of them are on mining issues11. Like the Churcill Mining lawsuit12, a British 
mining company, that sued the Indonesian Government to pay a loss of $ 1 billion due to 
revocation of mining area permits by the East Kutai Regent. 
  
In the CEPA, the EU will reapply the investor-state dispute settlement mechanism (ISDS) which 
opens up the potential for Indonesia to be sued by foreign investors. With this mechanism, then 



 

in the future, Indonesia will be more potentially challenged due to the implementation of some 
Indonesian Government policies that are considered to be detrimental to the investors, such as 
local component requirement (TKDN) liabilities to certain percentage levels or cancellation and 
control of non-clear and clean mining license (IUP). 
 
D. Import restrictions --- especially in the agricultural sector. 
 
Indonesia's experience against the EU protests at the WTO over import licenses and import 
quotas which applied by the Indonesian Government to its meat and processed products and a 
horticultural product has become a frightening specter for Indonesian farmers and breeders 
(ranchers). In the CEPA negotiations, the EU has a record of objections against the 
implementation of the policy. 
 
The lost experience of Indonesia's at the WTO over US and New Zealand protests including the 
European Union's of imports policy on horticultural products, animals and animal products 
should be an important note. The reason is, the policy of import restrictions in the agricultural 
sector is regulated in the Food Law and The Farmers Protection and Empowerment Law which 
hopes to reduce rural poverty and improve the welfare of farmers by prioritizing the absorption 
of domestic production so that we can achieve the food security and food sovereignty in 
Indonesia13.  
 
During this time the increase value of agricultural imports (food crops, horticulture and 
livestock products) in Indonesia from 2013 to 2014 had a major impact on small farmers and 
breeders (ranchers). All this time, Indonesia's agricultural sector is still the potential sectors for 
the economy of Indonesia, which is the second highest contributor to GDP after the crisis of 
2008, the value of which reached an average of 13% throughout 2011-2014. However, due to 
rising of agricultural imports, this sector has become the largest contributor to poverty. BPS 
also strengthened it by showing the decrease in employment absorption in this sector from 
36.39% in 2011 to only 33.2% in 201414. 
 
Closing 
 
Global agenda, in particular the G20 and the WTO, to fight protectionism through reform of 
international trade and investment policies will certainly be a backlash for Indonesia. 
Indonesia's economic growth strategy that is for the strengthening and develop the national 
industry will never be done. 
 
Disciplining against domestic regulation of international trade and investment policies which 
regulated both in the WTO and FTA, including the enforcement of effective dispute resolution 
mechanisms, will further narrow the Indonesian government's space to establish an 
appropriate economic policies to reduce poverty and increase employment absorptions. **** 
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