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Introduction  
 

Indonesia has experienced its transition to a democratic and decentralized 
country, and the current Government led by President Susilo Bambang Yudhoyono has 
continued its efforts to increase a broad-based political and economic program aimed at 
sustainable economic development. 
 

In the beginning of his administration, President has set a goal of creating a more 
efficient economy through opening up market and liberalizing trade, protecting 
intellectual property rights, strengthening the rule of law and transparency, improving 
business climate and encouraging competition.  In order to meet this goal, the 
Government has reviewed all rules and regulations related to imports and exports and 
business licensing.  The intention of this review is to identify and rectify onerous 
bureaucracy and poorly conceived trade and investment policies.  
 

In the context of the government's focus on improving Indonesia's business 
climate and competitiveness, two inter-agency teams were created with the overall aim of 
improving coordination of governmental strategies and positions in trade dialogues and 
negotiations and facilitating the development of strategic sectors. A presidential decree 
revitalized the National Team for Increasing Exports and Investment (originally 
established in 2003, with the President as Chair. 
 

In October 2005, a further presidential decree established an interagency 
Indonesian National Trade Negotiation Team, with the Coordinating Minister for the 
Economy and the Minister of Trade as its chair and deputy chair respectively. In addition, 
the President has also assigned the Minister of Trade to coordinate the formulation of 
investment policies. 
 

In regard to decentralization, the reform process emerged in a crisis situation 
because the significant shift in resources and responsibilities from the central and 
provincial to the district governments (440 local governments) occurred quite rapidly.  
 
 
Trade Aspect 
 



Consistent with broad-based approach to modernizing the economy, the 
Government is also progressing on trade policy. Tariffs-the main trade policy instrument-
are in the process of being lowered and made more uniform in line with the ASEAN 
Tariff Harmonization Program.  As a consequence of these changes and the deeper 
integration in the regional and the world, the overall import weighted applied MFN rate 
has come down to a moderate 8,3 per cent in 2006, demonstrating the openness of the 
Indonesian economy.  
 

Moreover, non-tariff measures are continuing to be reduced and eliminated. 
Agriculture, critical to the livelihood of a large part of the Indonesian population, has 
started to benefit from a revitalization program providing support for infrastructure, 
financial services and institutional reform.  Industrial policy is oriented to fostering 
cluster groups, with selective use of incentives to support the development of Indonesia's 
regions and deepen and diversity industrial production in the face of stiff international 
competition and a fast changing business environment.   
 

In international trade relations, the Government has begun to follow a triple track 
strategy on the international trade negotiations: multilateral, under WTO auspices; 
regional, centered on ASEAN and ASEAN+agreements; and for the first time, Indonesia 
is also pursuing a bilateral trade agreement with Japan, with other possible bilateral 
agreements under study.  In addition to WTO negotiations, Indonesia has been working 
together with other WTO members to achieve a balanced outcome, consistent with the 
development objectives that are central to the Doha Declaration.  
 

In the bilateral level, Indonesia  has finalised negotiations with Japan since mid 
2005 to establish an Economic Partnership Agreement that covers goods, rules of origin, 
customs procedures, investment, services, movement of natural persons, competition 
policy, energy and mineral resources and cooperation. Indonesia is also in the process of 
negotiating FTA with Pakistan, and exploring the possibilty with India and Iran.  
  

For the last three years, Indonesia's trade balance has fluctuated, but registered a 
trade surplus of over US$ 3 billion in 2006.  Export grew at the robust rate of some 18 
per cent in the period 2003-2006, reaching record levels. Much of this can be attributed to 
strong commodity prices, in particular oil and gas, but also rubber, palm oil, coal and 
metal ores, as well as the healthy growth of the world economy.   
 

Oil and gas exports reached some US$ 2,2 billion in 2006, an increase of 17.6 per 
cent over the previous year.  In 2005 the increase was partially associated with the world 
price increase of crude oil, which also impact on an increase in the value oil and gas 
imports since Indonesia becomes a net importer of such products.  Meanwhile, non-oil 
&gas exports reached US$ 79.5 billion, nearly 20 per cent higher than in 2005. And for 
the year 2007, the government target for non-oil export growth is 14.5 per cent.  
Reaching this target requires special effort, in particular on trade-related infrastructure, 
but much depends on the external environment such as economic growth of major 
markets and commodities prices.  
 



 
Investment Aspect
 

Besides the public investment done by the Government, the private sector 
investment, including foreign direct investment, is important for the modernization and 
efficiency of the economy.  Therefore, investment policy has been an important 
component of the policy changes that  have been introduced by the Government. 
 

The investment reforms, intended to improve the countryís investment climate, 
cover three policy reform packages launched in the first half of 2006.  The investment 
policy package (February 2006) covers the following areas: i) general investment 
policies; ii) customs;iii) taxation; iv) the labour market ; and v) small & medium size 
enterprises. The Infrastructure Development Package (March 2006) provides the policy 
framework for public private partnership and the risk sharing to enable acceleration of the 
building of infrastructure with private participation.  And the Financial Sector Reform 
Package (July 2006) aims at improving coordination between the government and the 
central bank (Bank of Indonesia), and continuing steps to strengthen the banking 
industry, non bank financial institutions and the capital market. 
 

A number of areas in each of these reform packages have been completed such as 
the risk sharing framework for infrastructure; the revised Customs Law; most recently the 
Investment Law, which was passed in Parliament on March 2007. At the same time there 
is an ongoing program of deregulation, administrative and bureaucratic reforms aimed at 
increasing the efficiency and good governance of the public service.  
 

The government has also revised the Investment Negative List with a view to 
providing increased legal certainty.   The negative list comprises of a number of areas 
that are closed for foreign investment and some areas, which are open to foreign 
investment, subject to certain conditions.  The negative list is relatively short, comprising 
only 1 per cent of all economic activity, or precisely covering 25 industrial sectors.  
Inclusion of certain activities in the closed list is based on the criteria, such as health, 
safety, defence and security, environment, culture and national interest.  The negative list 
is also to provide a more solid legal base, as well as greater clarity, transparency and 
simplicity for investors and clearer guidelines for sector inside the list. 
 

In the international relations, Indonesia is a member of MIGA (multilateral 
investment guarantee agency),  and has signed 61 Bilateral Investment 
Treaties/Investment Guarantee Agreements. However, current tendency Economic 
Partnership Agreement covers broader sectors including investment, services, labour, 
cooperation, capacity building, etc.  
 

In the last three years domestic investment has risen sharply, doubling between 
2002 and 2005 (from Rp.26 trillion to Rp.56.6 trillion).  In 2006, the realization of 
domestic investment until November amounted to Rp.153.9 trillion and the realization of 
foreign investment amounted to Rp.42.8 trillion (with Indonesiaís currency assumption 
Rp.9.100 for 1 US$).  This has been concentrated in the food, chemicals and 



pharmaceutical industries as well as in electricity, gas and water supplies.  Foreign direct 
investment tends to fluctuate considerably from year to year but has shown a moderate 
overall positive trend since 2003, reaching US$ 8,9 billion in 2005.  FDI is concentrated 
mainly in the large plantation, chemicals, automotive and pharmaceutical sectors, but 
there are significant levels also in transportation, warehousing, communications and 
construction.  
 
Conclusion 
 

The coordination is a very intricate problem for a government in implementing an 
efficient bureaucracy. And the GOI is very aware of this problem. In addressing this 
problem, in the beginning of his administration President Susilo Bambang Yudhoyono 
has created two inter-agency teams as mentioned above. 
 

This strategic step has been followed by the encouraging progress.  The 
Government has succeeded to finalize the new investment law and the investment 
negative list, as well as to introduce the new policy reform packages. It has also  
completed its negotiations with Japan on the Economic Partnership Agreement.  And 
equally important, the trade and investment activities have improved positively. This has 
signaled that the process is in the right direction. 
 

Although there have some progress showing that the coordination has functioned,  
the Government realizes that the coordination problem is not an easy task. The challenge 
is still very huge, in particular due to the decentralization process. Indeed, the 
coordination is an ideal which the Government hopes to achieve, but with this process of 
coordination in the right direction, gradually and surely, it will lead to the creation of a 
better trade and investment environment.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


