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CHAPTER I 

INTRODUCTION 

 

1.1 Background 

 A state needs to fulfill and improve every single sector, such as politics, 

cultural, and economics, in order to have some development. Yet, the fact is that 

state has the inability to do it at all sectors due to the limitation. For this reason, 

the state conducts international relations with other states in order to have what it 

needs for the country. 

Today, international relations have become crucial in the development of a 

state. International relations became a benchmark in the success of a state in 

acquiring domestic interests. International relations include balance of power 

politics among states, the influence of economic structures at the global level, 

and international law, norms, and ethics. The shrinkage of distance on a world 

scale is a result of an intensification of connections across borders in economic, 

social, political, cultural and environmental realms1.  

All sectors in international relations give influence to the development of 

a state. However, in the current era of globalization, the economic sector has 

become the significant sector of international relations. Terms of international 

trade became the most prominent issue in relations among states. States make the 

                                                
1 Paul R Viotti and Mar V Kauppi. 1999. International Relations Theory. 4th Ed.Canada; Pearson 
Education,inc 
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best possible relationships in international trade that leads to profits from that 

relationship. This condition leads to the fact that international trade developed 

very rapidly from time to time. Initially, international relations focused on the 

search for peace among states. This time, the relationships of these states develop 

more on international trade processes. 

Globalization means an increase in international transaction in markets 

for goods, services, and some factors of production, plus growth and expanded 

scope of institutions that straddle national borders, including firms, governments, 

international institutions, and nongovernmental organizations. At the most basic 

level, globalization is the growth of international trade, which includes the 

expansion of foreign direct investment (FDI), multinational corporations, 

integration of world capital markets and resulting financial capital flows, 

extraterritorial reach of government policies, and the constraints on government 

policies imposed by international institutions2.  

One of the main forms of international trade activity is international 

investment. It is a capital supplied by residents of one country to residents of 

another country. This international investment includes foreign direct 

investments. Foreign direct investments (FDI) are investments made for the 

purpose of actively controlling property, assets, or companies located in host 

                                                
2 Robert M Stern. 2009. Globalization and International Trade Policies. Singapore; World 
Scientific Publishing Co. Pte. Ltd 
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countries3. Those countries, the home and the host country4, are connected  to 

each other in trade activity, especially in investment activity.  

Foreign Direct Investment (FDI) is considered an important part in 

international trade. States do investment outside the national border. States find 

other potential states to have foreign market in order to achieve more profit. They 

do the market expansion through the FDI by conducting business in the foreign 

markets. This market expansion plays significant role in the continuation and 

successes of a business. The home country should be careful in deciding the 

potential host country to make international investments or FDI.  

Indonesia is a potential state for foreign direct investment. The number of 

foreign direct investment (FDI) in Indonesia rose more than 160 percent in the 

January-June period 2008 from 20075. There are many foreign direct investments 

in Indonesia, especially from Singapore. Many investments and projects from 

Singapore were done in Indonesia. This neighborhood relationship affects the 

number of FDI from Singapore to Indonesia.  

Indonesia and Singapore have a very close relationship. The diplomatic 

relations at ambassadorial level between Indonesia and the Republic of Singapore 

was established in September 1967 followed by the opening of each embassy in 

Singapore and Jakarta. Prior to that, in 1966, the two nations had liaison offices 

                                                
3 Ricky Griffin W and Michael Pustay W. 2007. International Business, 5th ed. United States: 
Pearson Prentice Hall 
4 The country in which the parent company’s quarters is called the home country; any other 
country in which the company operates is known as a host country 
5 Indonesia Investment Coordinating Board (BKPM).2008. Indonesia says H1 foreign direct 
investment rises. Available from http://www.bkpm.go.id/id/node/2429; Internet; Accessed on 
January 3rd 2011 
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in their respective capitals. In the 1980s the bilateral relation between the two 

nations was growing by due to the increased bilateral cooperation to a higher 

level in a number of sectors. Currently, the bilateral relationship between 

Indonesia and Singapore is showing an even more positive and constructive 

development6. Due to the changes of time, this bilateral relationship between 

Indonesia and Singapore shows several improvements. This relationship brings 

mutual benefits for each country. Both share their interests and achieve those 

interests through good cooperation. 

Besides the bilateral cooperation, Indonesia and Singapore also face 

bilateral problems, such as the corruption and illegal sands taken from Indonesia. 

One important fact during these problems is that investment between these two 

countries kept going. This fact brings uniqueness to this bilateral relationship. 

They still conduct investment activities though there are some problems. 

The investment activities between Indonesia and Singapore can be 

described through the case of Free Trade Zone Batam. Free Trade Zone Batam is 

the representative case for the whole investment activities between Indonesia and 

Singapore. The geographical proximity affects these investment activities 

between Indonesia and Singapore, especially by the existence of Batam Island.  

Batam is strategically located within international shipping route between 

Indian and Pacific Ocean. It lies only 20 kilometers to the southeast of Singapore, 

                                                
6 Ministry of Foreign Affairs Republic of Indonesia. Indonesia-Singapore Bilateral Cooperation. 
Availablefromhttp://www.kemlu.go.id/Pages/IFPDisplay.aspx?Name=BilateralCooperation&IDP
=205&P=Bilateral&l=en;Internet; Accessed on January 3rd 2011 
 



 5 

which has one of the busiest seaports in the world. A ferry ride between Batam 

and Singapore takes only 60 minutes7. The existence of Batam Island is very 

helpful for Indonesia to build closer relationship with Singapore. Batam Island is 

becoming a ‘bridge’ for these two countries.  

In order to attract more foreign direct investment (FDI), Indonesian 

government creates some particular regulations. In fact, those domestic 

regulations will be one of the state’s considerations to have more foreign 

investments. Indonesia needs more foreign investments to fulfill and improve 

some domestic sectors, such as the social sector. Through foreign investment, 

there will be more jobs offered for people in Indonesia. FDI helps Indonesia 

reduce the number of unemployed people and to increase the social welfare. In 

other words, through the rising number of foreign investments, Indonesia will be 

able to achieve those domestic interests.  

One of the particular policies made by Indonesian government to attract 

more FDI is the Free Trade Zone (FTZ) Batam Island in 2006. This FTZ policy 

allows companies to operate on the islands without paying value-added tax 

(VAT), import duties and luxury tax, encouraging foreign businesses to invest in 

the islands to tap low production costs8. The bilateral relation between Indonesia 

and Singapore is mostly affected by the existence of FTZ in Batam. As 

mentioned before that Batam Island is considered as the bridge for these two 

                                                
7 Batam Industrial Development Authority.2010. Investment Opportunities and Prospects In the 
Batam Free Trade Zone, Indonesia 
8 Fadli. January 20, 2009. “SBY kicks off Batam free trade zone”, in Jakarta Post Online; Home 
page online;Available from site ttp://www.thejakartapost.com/news/2009/01/20/sby-kicks-batam-
free-trade-zone.html. Accessed on January 10th 2011 
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countries because of its location near the Singapore. Therefore, Batam gets some 

concern from Indonesian government as the potential area for the purpose of 

raising number of foreign investments.  

 The topic of this thesis is about the bilateral relations between Indonesia 

and Singapore regarding the Free Trade Zone (FTZ) in Batam. This paper will 

tell of the importance of the FTZ for these two countries bilateral investment 

cooperation in the year of 2005-2009. Based on the topic discussed, this paper is 

entitled “THE DYNAMISM OF INDONESIA-SINGAPORE BILATERAL 

INVESTMENT COOPERATION: THE CASE OF FREE TRADE ZONE IN 

BATAM 2005-2009”. 

1.2 Research Problem 

 Considering that Indonesia needs more investment to improve its domestic 

sector, the Indonesian government puts concern on the policies or regulations that 

may help raise investment. The policies or regulations will become the tools to 

attract the foreign investor to invest in Indonesia. 

The Indonesian government notices that Singapore is one of the most 

potential countries to deal with the investment number. The Indonesian 

government tries to create some policies and regulation in attracting Singapore to 

invest more in Indonesia, such as Free Trade Zone (FTZ) in Batam. The 

emergence of Indonesian policy about the free trade zone in Batam did some 

significance in the bilateral relationship with Singapore. From this issue that has 

been drawn, the questions for this research will be: 
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1) How did the Free Trade Zone (FTZ) Batam develop in 2005-2009? 

2) What progress has been achieved by Free Trade Zone (FTZ) Batam 

in 2005-2009? 

3) How did the Free Trade Zone (FTZ) Batam affect the level of 

bilateral investment between Indonesia and Singapore in 2005-2009? 

1.3 Research Goals 

 By doing this research, there are several goals to be achieved. These goals 

are: 

1) To describe the development of Free Trade Zone Batam;  

2) To describe the progress of Free Trade Zone Batam;  

3) To describe the affect of Free Trade Zone Batam;  

4) To deeply describe the dynamic of Indonesia-Singapore bilateral 

investment cooperation in the case of Free Trade Zone Batam. 

1.4 Research Significances 

 There are significances from this research for the writer as well as for the 

reader. The significances are: 

1) To enrich the knowledge about the development, progress, and impact of Free 

Trade Zone Batam in the bilateral relations between Indonesia and Singapore 

2) To give broader and deeper understanding about how Indonesia’s government 

creates FTZ policy which deals with the foreign investment issue, especially the 

investment from Singapore, and how this policy is supported by Singapore itself 



 8 

3) To serve as the source of additional information and data for readers who want to 

conducts studies related to the Free Trade Zone Batam poicy and Indonesia-

Singapore bilateral cooperation. 

1.5 The Organization of Thesis 

 In order to have an easier way to explain further understand the topic of 

this research, the writer arranges the literature systematically into five parts. 

These parts consist of: 

CHAPTER I  BACKGROUND 

This chapter contains the backgrounds of the issues, 

research problems, research goals, research significances, 

and the literature systematically as the introductory part of 

the research. 

CHAPTER II ANALYTICAL FRAMEWORK 

This chapter contains the relevant literature reviews, which 

consists of theories, concepts, and framework for this 

research. The literature reviews include the economic 

liberalism, Interdependence, International Cooperation, 

Bilateral, International Trade, National Interest, 

International Investment, trade agreement, free trade zone. 

This chapter also contains the analytical framework. All of 

the theoretical concepts mentioned above are seen as the 

tools to help the writer in answering the research questions. 
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CHAPTER III RESEARCH METHODS 

This chapter discusses the methodology used in the 

research. It includes the scope of research, research types 

and methods, types and sources of data, data collection 

techniques, and the data analysis.  

CHAPTER IV DATA AND ANALYSIS 

This chapter contains the data and analysis needed for the 

research result. This data and analysis will provide the 

answers for the research questions about the development, 

progress, and effect of Free Trade Zone Batam concerning 

the dynamic of Indonesia and Singapore bilateral 

investment cooperation.  

CHAPTER V CONCLUSION AND RECOMMENDATION  

This chapter contains the conclusion of the whole 

description about the research topic and the 

recommendation by the writer related to the topic research. 




