
CHAPTER I 

INTRODUCTION 

 

1.1 Background  

 Indonesia is the largest archipelago country that located in the South East 

Asia, which also the fourth most populated country in the world and the most 

populous Muslim country in the world. As an archipelago state, Indonesia is 

known as a country that rich of natural resources.  The numbers of natural 

resources in Indonesia are many and scattered in various parts of Indonesia so that 

it can be used as a tool to fulfill the needs of the people around and can be used as 

capital construction of the country. Abundant natural resources can be used as 

capital construction, for example, various types of mineral deposits such as 

petroleum, tin, natural gas, nickel, copper, bauxite, coal, gold and silver. In 

addition, Indonesia also has a fertile soil for various types of plants and waters 

that also provide enormous natural potential. Also characterized by a wide variety 

of culture and natural beauty that is so enchanting. 

 Indonesia, with the largest amount of natural resources in the world caused 

many foreign investors whether from developed or developing country are 

interested to do international trade and even invest in Indonesia. This also driven 

by other factors, such as: Human Resource factors, Indonesian people have not 

been able to manage its natural resources well, they do not have enough 

 



knowledge and technology to process the natural resources itself; political 

stability and economic factors, in order to ensure certainty in business and 

government policy factors; and followed by the ease for licensing. In general, 

Factors that may be supporting investment inflows into the country, such as 

security, political stability, and the rule of law, it seems to be a problem for 

Indonesia.  

 This situation makes a lot of foreign investors in Indonesia; most of the 

investments came from the Netherlands, Japan, South Korea, the United States, 

and Singapore. The foreign investments in Indonesia are usually engaged in the 

field of oil, gas, and various types of minerals in Indonesia. For example: PT. 

Chevron Pacific Indonesia, this American oil firms discovered a very commercial 

oil fields in Minas, Riau in 1944. Minas field is then the key of the business 

activities of PT. Chevron Pacific Indonesia in Indonesia; PT. Newmont, the 

Newmont, USA, and Sumitomo, Japan, formed a joint venture that called Nusa 

Tenggara Partnership, which became the biggest shareholder of PT Newmont 

Nusa Tenggara (PT. NNT) 1; and many other foreign company invest their capital 

in Indonesia. 

 By all these factors, foreign investors tend and/or try to dominate the natural 

resources in Indonesia. Mining sector, especially in particular mining like 

minerals and coal) is becoming into an interesting issue in the post-New order. At 

the beginning of the New Order, government needs substantial funds for 

                                                        
1 “Dominasi dan Cengkraman modal Asing Sebagai Kolonialisme Baru di Indonesia”. Available: 
http://birokrasi.kompasiana.com/2012/04/03/dominasi-dan-cengkraman-modal-asing-sebagai-
kolonialisme-baru-di-indonesia/ Accessed on September 14, 2012. 

 



development activities, on the one hand, government savings is relatively small, 

so as to overcome the problem, the government invited foreign investors to have 

the opportunity to invest in Indonesia. 

 Mining Sector has several characteristics, which is cannot be updated, have 

a higher relative risk and the activity have impact on both the physical and social 

environment that is relatively higher than the other commodities activity in 

general2. As it cannot be updated, the mining companies are always looking for 

new mineral deposits. Mineral deposits will be reduced by the production, and 

will be increased by the discovery of new minerals.  

 There is always risk in every stage in mining projects, like exploration 

which associated with the uncertainty of deposits discovery (production), 

technology risk which associated with the changes in market price, and 

government policy risk which associated with the changes in taxes and domestic 

price3. These risks relate to the quantities that affect the profits of production, 

price, costs and taxes. As business that have higher rate of risk will of course 

demand a higher rate of returns 

 Significant example of the case now a day is the case of Grasberg Gold 

mine in Papua. Grasberg Gold Mine is the largest gold mine in the world. In 

Dutch, Grasberg means mountain grass, and it named by a geologist from the 

                                                        
2 Sony Rospita Simanjuntak Pengamat Hukum Pertambangan Indonesia dan Peneliti di Kantor  
Konsultan Hukum Arthur Robinson & Hedderwicks, Melbourne, Australia, dalam Artikel “Sistim  
Kontrak dalam Pertambangan”. 
3 Sony Rospita Simanjuntak Pengamat Hukum Pertambangan Indonesia dan Peneliti di Kantor  
Konsultan Hukum Arthur Robinson & Hedderwicks, Melbourne, Australia, dalam Artikel “Sistim  
Kontrak dalam Pertambangan”. 

 



Netherlands named Jean-Jacquez Dozy.4 He saw an abnormality in the form of 

plants that exist in the region. This is probably suggests a potential mine 

underneath. The mine is located in District Tembagapura, Mimika District, Papua 

Province. 

 The Grasberg Gold mine is now managed by a public company, which is 

PT. Freeport. Grasberg district were found in West Papua that consists of gold and 

copper deposits, and is estimated to contain copper at 13 million and 40 million 

ounces of gold.5 The company is the largest taxpayer to the Indonesian company 

and is the world’s largest gold producer through the Grasberg mine.  

 The deposits of gold and copper of Grasberg was discovered by PT. 

Freeport Indonesia in 1988. 67,3 of the mine is owned by US-based Freeport, 

13% by Rio Tinto Group, 9,3% by the Government of Indonesia and 9% by PT 

Indocopper Investama Corporation.6 Mine operator is PT Freeport Indonesia (a 

subsidiary of Freeport McMoran Copper and Gold). The building of the mine on 

the mountain costs 3 billion U.S. dollars. In 2004, this mine has estimated 

reserves of 46 million ounces of gold. In 2006 production was 610,800 tons of 

copper; 58,474,392 grams of gold, and 174,458,971 grams of silver.7 

                                                        
4 “Indonesia Miliki Tambang Emas Terbesar Dunia”. Available: 
http://ecc.ft.ugm.ac.id/index.php?r=berita/detil&id=1137. Accessed on September 14, 2012. 
5 “Tambang Emas Grasberg Papua: Terbesar di Dunia!”. Available: 
http://hminews.com/news/tambang-emas-terbesar-ada-di-papua/. Accessed on September 14, 
2012. 
6 “Tambang Emas Terbesar Ada di Papua” Available: http://saldhyyp.pun.bz/tambang-emas-
grasberg-papua-terbesar-di.xhtml. Accessed on September 14, 2012. 
7 Ibid. 

 



 By the information that the writer has, it shows that the foreign investors 

dominate the Grasberg Gold mine. This domination is now become the problem to 

the country and also to the people in Papua itself. The dominance of foreign 

investors is even weakening the role of Indonesia. The following are some 

examples of cases that occur around the Grasberg gold mine: In 2003, Freeport 

Indonesia claimed that they had paid the military to expel the local population of 

their territory. According to the New York Times in December 2005, the amount 

paid between 1998 and 2004 to reach nearly 20 million U.S. dollars. Freeport 

Indonesia is often rumored to have committed abuses against the local population. 

And in the year 2011 a laborer named Peter Ajam Seba, a worker at PT. Freeport 

killed.8  

 It can be seen that the dominance of foreign investment in Indonesia 

continues to increase from year to year, and the amount of impact caused by 

foreign investments, ranging from the economics of Indonesia, living 

environment, natural resources, safety and security, and the rights of Indonesian 

people are also affected. These issues occur, as there is a problem in the 

application of the regulation or the system in the home country. 

 Meanwhile the system that are commonly used by the world countries, 

which adopted that the state is the owner of all the deposits of natural resources 

contained in the territory. And in treating the natural resources consist of three 

systems: the first is the state itself working on the richness of the natural 

                                                        
8 “KontraS: 1 Karyawan PT Freeport Tewas Ditembak Pagi Tadi”. 
Available:http://news.detik.com/read/2011/11/16/171215/1768803/10/kontras-1-karyawan-pt-
freeport-tewas-ditembak-pagi-tadi. Accessed on: September 14, 2012. 

 



resources. Secondly, the concession system (in which a state ownership of the 

energy resources) gives the permission to a company who has the license to fulfill 

the obligations. Third, the system of production sharing contracts. In this case, the 

state is still the owner of the deposits of energy, but in the operation is conduct by 

the companies/ institutions that work based on the contract. 9 

 Each country has diversity of technical licenses in the mining industry, the 

permit is usually known as the mining license, the general licenses could result in 

the transfer of ownership from the owner of the mineral rights to the holder of the 

license/ concession. By the loss of these rights, then the owner can claim the 

utilization of minerals while usually called mineral rent, or as mineral fiscal. 

 Mining sector in Indonesia does provide revenue for state and local 

governments. But the things that are more significant are how the damaged sector 

contributes to impoverishment around the mining area. This is why mineral called 

“curse commodity”. Mining activities (both large and small-scale mining) has 

essentially destructive to the environment that are difficult to be restored. 

Impoverishment around the mining occurs because state and company officials 

deny the destructive force of the mining sector. In addition, the government also 

ignored environmental law enforcement that is supposed to be a preventative 

measure against severe environmental damage. 

 The destruction of the environment and natural ecosystems of the mining 

                                                        
9 See Greg Muttitt, “Production Sharing Contract Agreements: Oil Privatizations by Another 
Name?” Available:http://www.carbonweb.org/results.asp?searchparam=greg+muttitt&search=Go. 
Accessed on: September 14, 2012. 
 

 



business cannot be avoided, since the start of the first phase of the mining 

operation until post-production. Mining policies that was applied before the issue 

of Law No.11 year 1967 had become the source of a destructive mining. For 

example, Article 26 of Law No.11 year 1967, which states: 

 "... if it has been obtained a mining license over something local or region 
under applicable law, then to those who are entitled to land the job holder is required to 
obtain mining rights over the land in question on the basis of consensus to him ". 
 

 Some of the fundamental problems in exercising their rights and 

obligations that exist in the contract of work contained in the events that turned 

out to make mining companies violating the substance of the contractual works 

made by the government, violations of course have an impact on the losses that 

occur at every stage of the mining operation experienced by communities around 

the mine. 

 These statements are the background of this study to be entitled: “STUDY 

OF GOVERNMENT POLICY ON PERMITS FOR PT. FREEPORT 

INDONESIA REGARDING OF INTERNATIONAL AGREEMENTS AND ITS 

IMPACTS ON THE ENVIRONMENT” 

 

 

 

 

  

 



1.2 Research Questions 

 There are so many interesting aspects to be discussed related to the mining 

sector investment in Indonesia. But in this case, the author limit the number of 

issues that will be examined and discussed in this paper. Based on the background 

described above, then some important points raised to be discussed in a 

comprehensive way. Thus, the formulations of the problems are: 

1. What was the international agreement given to foreign investors regarding 

the case of gold mining in Grasberg Gold mine in Papua? 

2. How does PT. Freeport Indonesia implements the international agreement 

regarding the mining activities? 

3. What are the impacts of the mining activities during the implementation of 

the international agreement? 

 

1.3 Research Objectives 

 Based on the existing formulation of the problem, the objectives of 

this research are: 

1. To know and understand about what kind of international agreement 

 that is given to PT. Freeport Indonesia regarding the case of gold 

 mining in Grasberg Gold mine in Papua. 

 



2. To determine about how PT. Freeport Indonesia implements the 

 international agreement regarding the mining activities in Indonesia. 

3.  To find the facts about the impacts of the mining activities during 

 the implementation of the international agreement. 

 

1.4 Usability Research 

1.4.1 Practical Uses 

The research is expected to provide contributions to the development of 

science education in order to be associated with the government policy especially 

on the International Agreements issue of the government policy on permits for 

PT. Freeport Indonesia. Thus it can be seen how the government policy work and 

foreign investors to the problem of exploitation of gold mines and their effects on 

the environment and the lives of local people. Moreover, the research is also 

expected as a conceptual contribution in order to improve the concept and 

implementation of international law practice, making it useful for any State. Thus, 

the practicality of this is going to be proven by this research. 

 

1.4.2 Theoretical Uses 

 Theoretically, this research will provide information on the 

implementation and application of government policy towards the operation of 

PT. Freeport Indonesia and how it impacts the social and natural environment in 

 



Indonesia. In addition, research on the case is expected to increase the knowledge, 

experience, or additional information and insight as well as materials in applying 

science research methods, and can be useful for further research that could be 

used as a comparison or other similar studies, so this research can be more 

developed. 

 

1.5 Research Methods 

 The technique used by the author in collecting the data is qualitative 

research data collection techniques with interviews and documentation. Interview 

techniques used in this study is qualitative in-depth interviews, which is a 

question and answer session with the interviewer. While documentary study is 

data collection techniques by analyzing the documents in the form of a written 

document, or electronic image, which is then, processed into a research data. 

 

1.6 Systematic of Writing 

After the research is completed, then the following results with the 

analysis made into a full report to the systematic of the following: 

 CHAPTER I   INTRODUCTION 

 Chapter I contain an introduction that begins with 

background research on the topic raised by the author 

 followed by the formulation of the problem, the purpose 

 



 and benefits of the study, until the establishment of a 

 systematic writing. 

CHAPTER II   THE FRAMEWORK OF THINKING 

 Chapter II is the part where researchers will explain the 

whole concept or theory that is used and is associated with  

 the topics raised during this study, which will be preceded 

 by some literature. Set of concepts and theories will be used 

 to help researchers analyze the issues raised. This 

 framework will use the perspective of neo-liberalism and a 

variety of concepts such as international cooperation, and 

 government policy in this issue.  

CHAPTER III  RESEARCH METHODOLOGY 

 CHAPTER III is the section that will explain the method 

 used in this study. This section begins with a description of  

 the scope of the study, then the approach used, as well as 

 the types and sources of data and collection techniques to 

 data analysis techniques. 

CHAPTER IV  RESULTS AND DISCUSSION 

 Chapter IV is the part that will outline the final results 

 obtained from the research that has been done. These 

 results form the data set was analyzed using analysis 

 



 techniques that have been researchers. First, it describes the 

Contract of Work as a form of agreement in the mining 

activities. Second, it analyzes the contract of work 

regarding the concept of law that developed in the mining 

sectors. And the review focused on environmental law 

practices by mining companies to exploit minerals that 

impact damage to the environment in every stage. This 

chapter will also answer all the problems that have been 

formulated using the collection of data that has been 

obtained through a variety of sources. 

CHAPTER V   CONCLUSION 

 Chapter V is a chapter that will end or cover the entire 

 report of this research. This section contains the 

conclusions and recommendations drawn from the overall 

 report and will be given by the author of the parties 

contained in the discussion of this research. 

 

 

 

 

 

 

 



 

 




