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CHAPTER I: INTRODUCTION 

1.1 Background 

Indonesia is reliant on foreign investment for its development. The recent 

encouragement of foreign investment in the maritime sector by President Joko 

Widodo is reflective of this attitude. However, this optimism in foreign 

investment is not entirely left to free market principles, and within Indonesian 

mining and smelting in particular the Indonesian government has grown intent on 

encouraging the push of the industry towards reaching more downstream levels of 

the value chain. In January of 2014, Government Regulation 1/2014 (GR-1/2014) 

was put into action, heavily taxing the export of raw minerals
1
. 

This regulation was the continuation of another law announced in 2009, 

UU-4/2009, that outlined that natural resources should be better used for domestic 

interests, and this was additionally based on the 1945 constitution that mandated 

that the maximum benefits of Indonesia’s natural resources should be given to its 

people. Those of a purely economic liberal standpoint might argue that 

deregulating this area of the economy would be of the utmost importance, 

whereas those of other schools including anti-globalization would argue that a 

developing country such as Indonesia needs to implement intelligent government 

policies to allow industries to grow more effectively in the long run
2
. In essence, 

the most modern form of this debate is not that of a discussion on whether trade is 
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good or bad, but rather that trade is uneven and difficult to level due to policies 

forming what scholars such as Stephen Gill, Claire Cutler and many others refer 

to as ‘new constitutionalism’ and due to concepts that scholars such as Joseph 

Stiglitz refer to as a ‘natural resource curse’, both of which having become 

encompassed in a theory called anti-globalization. Therein lays the focus of this 

thesis which is whether or not a world system exists that discourages Indonesia 

growing beyond a semi-peripheral status, and whether intelligent governance is 

needed to for Indonesia to negotiate itself towards growth. 

 That is not to say that Indonesia’s economy is in decline. In fact, recent 

years has seen success in the Indonesian economy and by no small means has 

Indonesia’s economic success been minor (with a growth rate of up to 6.5% in 

2011
3
). Talk of Indonesia is now commonplace in international economics, so 

much so that more talks suggest that the group of states known as BRICs, 

denoting Brazil, Russia, India, and China, should have an additional ‘I’ for 

Indonesia
4
. Indeed GDP growth has been kind to Indonesia, yet at the same time it 

uses by a large extent the export of raw materials. This is in comparison to some 

of its partners that export commodities that have more value added using 

Indonesian resources manufactured abroad. Consequentially, Indonesia’s trade 

policies had seen inconsistent stages of both liberalization in some parts of its 

history and heavy regulation in others. This chapter will provide a background to 

such actions in relation to Indonesia’s export of raw materials, and outline related 
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case studies so that the reader may gain insight to the development of Indonesia in 

this way.  

A notable example of regulation of Indonesia’s trade policy relates to its 

trade in crude oil, where it saw increased government regulation during times of 

increased oil price, while conversely seeing increased liberalization when the 

prices had lowered
5
. The issue here is that this has been only one of many 

attempts by Indonesia to break out of its current position in the world’s economic 

structure in relation to other countries. Indonesia’s trade relations with many 

countries had been characterized by a provision by Indonesia in selling raw 

materials, while importing finished products further down the value chain made 

by using those raw materials (which are consequently more expensively 

imported). Of those countries is Japan, a long-time trading partner of Indonesia, 

importing goods such as timber and nickel ore. This is a relationship that has been 

problematized by GR1/2014. Another is the U.S., with MNCs such as Freeport 

McMoRan and Newmont Mining heavily invested in Indonesian mining while 

extracting resources such as copper and gold. The U.S., having many business 

ventures within the Indonesian mining sector, is thus also heavily affected by the 

regulation. However, questioning the implementation of this regulation is not 

merely one of whether it is good or bad for Indonesian trade. A broader inspection 

must be given regarding the traits of trade relations before the implementation of 

the regulation as well as after the regulation. Was there need for more regulation? 
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 With that in mind, this relationship will be analyzed using the theory of 

‘anti-globalization’ and Immanuel Wallerstein’s ‘world systems analysis’. That is 

not to say that the analysis will go in two separate directions. World systems 

analysis is not in itself a theory, and in his work titled The Itinerary of World-

Systems Analysis; or how to resist becoming a theory, Immanuel Wallerstein, the 

author of world systems analysis, had noted foremost of all that referring to it as a 

theory carries its own risks, and that the term world systems analysis is more 

accurate than the term world systems theory
 6

. More of this will be discussed in 

Chapter II regarding the theoretical grounds of this thesis. In short, world systems 

analysis (particularly in its description of semi-periphery countries) will serve as a 

compliment of anti-globalization theory, which will serve as the primary theory of 

this thesis and therefore no conflict between the two theories should be of 

importance. As Chapter II will reveal, both theories are strikingly similar, and 

many of their concepts overlap. 

With relevance to this introduction, world systems theory separates 

countries into 3 categories: core, peripheral and semi-peripheral countries. 

Economically, Indonesia can be classified as a semi-peripheral country, and it was 

considered so in several articles such as Semi-Peripheral Countries and the 

Contemporary World Crisis
7
 by Wallerstein and Renegotiating a Timber 

Commodity Chain: Lessons from Indonesia on the Political Construction of 
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Global Commodity Chains by Paul K. Geliert
8
. According to Wallerstein, being a 

semi-periphery means that it must both prevent itself from falling into the less 

developed ‘peripheral country’ category and at the same time attempt to raise 

itself to the status of ‘core country’. It is for this reason that the Indonesian 

government finds itself in a precarious position in the world political economy
9
. 

As a result, the economic ideology pursued by the Indonesian government has 

been noticeably inconsistent. For instance, in spite of encouraging less 

dependence by industries towards government incentives (as can be seen by the 

gradual decrease in oil subsidies, or BBM) the Indonesian government 

simultaneously attempts to give incentives for young Indonesian industries to 

grow, such as GR1/2014 towards the Indonesian smelting industry. 

This theme of policies aimed at economic development, both at the 

domestic and the international level is central to the discussion of this thesis. As 

mentioned earlier in this chapter, the levels of protectionism in Indonesia had 

historically coincided with its economic position in the world. Tri Widodo noted 

this in his article titled The Structure of Protection in Indonesian Manufacturing 

Sector
10

, an article focused on manufacturing in general. Here, the thoughts of 

liberal economists were that “good times mean bad policies and bad times mean 

good policies”, and while this statement is an economic liberal one, it is also one 

which adheres to world systems analysis in that a state’s position in the world 
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economy will predict its behavior. Furthermore, it could be argued that this 

correlates with main case study, as the raw mineral tax of 2014 came shortly after 

optimism following Indonesia’s rapid economic expansion of 2011-2012 

(although there was the slowdown in growth in 2013-2014). The point of this 

regulation however is not overall profit, especially not in the short term. It is 

meant to retain much of the value-added profit that would otherwise have been 

lost abroad through the simple act of exporting raw materials while importing 

finished products (more of this will be explained in Chapter II’s ‘natural resource 

curse’ and ‘global value chain’). 

 Analyzing the relationship between Indonesia and core country trade 

partners is undoubtedly an important dimension in this thesis. Of particular note is 

Indonesian mineral ore trade and the Japanese steel industry. Japan imports 40% 

of its nickel ores and concentrates from Indonesia
11

, and China (which Japan also 

relies on rare earth imports from) had also recently incurred restrictions on 

minerals. Both scenarios put a strain on Japan’s metalworking industry. 

Originally, the law was proposed in 2009 as an obligation to miners that they must 

build smelters to process ores to high levels of purity in Indonesia
12

 and its future 

enactment was revealed through an earlier law called UU-4/2009, although with 

exceptions to allow cooperation between mining companies that could not fulfil 
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this requirement
13

. Nickel had previously been in a state of ‘oversupply’ since the 

global financial crisis. Now however, ever since the implementation of the tax the 

opposite has been true. Importers of Indonesian nickel, such as China, have been 

hard at search for alternatives since
14

. Because of this, while last year nickel was 

the worst performing industrial metal on the London Metal Exchange, since the 

beginning of 2014 it has become the best performing industrial metal, with a price 

rise of 13%. 

Seeing that Japan crucially needs nickel for its manufacturing industry, 

particularly in order to manufacture steel, such a rise in price has seen negative 

reactions from the Japanese industry. An article titled U.S.-East Asian Trade 

Friction: Exit and Voice in the Steel Trade Regime by Hidetaka Yoshimatsu
15

 

portrays steel’s importance to Japan both by noting how large a sector the 

production of steel had been, as well as how Japan had responded to protectionist 

anti-dumping policies by the U.S. against Japanese steel using the term ‘exit’ to 

describe the exit of trade by the U.S. via protectionism, and ‘voice’ meaning 

protests against the declining pattern of open trade via complaints to the WTO. 

The U.S. resisted these complaints, and lobbyists from the U.S. steel industry 

discouraged reforms in U.S. antidumping actions. Ironically, this means of 
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utilizing the WTO by Japan in what Yoshimatsu accuses as being ‘arbitrary’ anti-

dumping measures can closely relate to the current scenario in Indonesia. In fact, 

in the case study of this thesis some companies from core countries such as 

Freeport had been given lax conditions compared to most of their counterparts
16

. 

Although the ‘exit’ section is different to the current case study, the ‘voice’ 

section is strikingly similar. Similar to the case study by Yoshimatsu, Japan 

formerly intended to voice its complaints of alleged unfair trade practices by 

Indonesia to the WTO
17

, although this is not the case anymore as Japan is now 

unlikely to pursue international arbitration. Of particular note is the crucial nature 

of steel in the Japanese economy, a nature altered by the now more expensive 

price of nickel. The involvement of the WTO may itself be a component of new 

constitutionalism, and begs the question of whether Indonesia is locked down by 

international soft law that is in practice one that is de facto
18

, noticeably applied 

during times when they are used for developing countries. 

 A study relevant to Indonesia in 1987 by Bob Widyahartono provides an 

early perspective into Indonesia-Japan trade relations. It aimed at examining the 

impacts of non-tariff barriers (NTBs) in trade relations between Indonesia and 

Japan from the perspective of Indonesian exporters (who would profit from 

exporting to Japan). At this time which was before cases such as rattan, palm oil 

and cocoa export restrictions, most NTBs were seen as non-discriminative 
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towards Japan. However, the study did note that customs NTBs did tend to be 

discriminatory. The survey concluded that in order to boost Indonesia’s 

competence at the time, less NTBs were needed
19

, a conclusion that contradicts 

the implementation of GR1/2014. 

 In an article by Stephen G. Bunker and Paul S. Ciccantell, they noted that 

the aspect of having access to raw materials is an important one for core countries. 

That is, in terms of proximity, raw materials closest to core countries are depleted 

by their industries more quickly because of their more affordable transport costs. 

It is because of this that they must rely on raw materials found elsewhere, 

particularly in peripheral countries (much like the supply of Indonesian metals to 

developed countries). In this respect, they focused primarily on two core 

economies: Holland and Japan. Furthermore, they take into account the structures 

of core, peripheral and semi-peripheral countries (which will be explained in 

chapter II) and the roles of states and firms in structuring this form of world 

structure. In this sense, core countries and firms cooperate in order to gain access 

to raw materials needed for economic advancement. To accomplish this, they 

either bilaterally negotiate relations or impose relations with peripheral countries, 

or negotiate raw materials with other core countries. In terms of proximity, 

Holland was able to gain raw agricultural produce from its well established roads 

to German farmlands. Japan’s case was far more complicated. After the Second 

World War, the U.S. sought to re-establish Japan as one of its industrial suppliers. 
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As a result, raw materials in Japan were quickly depleted, and new obstacles 

would be formed in long distances towards alternative raw materials. However, 

this would quickly be solved due to enormous financial backing from the U.S. and 

the World Bank. Consequentially, this gave rise to a model of development based 

on steel, shipbuilding and shipping industries. To gain raw materials for these 

industries, the U.S. provided both diplomatic and financial support to give Japan 

long-term contracts and joint ventures to raw material supplies in Australia
20

.  

From this analysis, we can conclude that a simple theory on economic 

models is insufficient to explain economic development. It is clear that Japan’s 

economic success (recent years notwithstanding) was not due to market 

deregulation alone, but many other historical and systemic factors. A 

comprehensive historical analysis added to economic models allows for many 

aspects to be explained. In this case, internal economic factors such as Japan’s 

heavy emphasis on industrialization were aided financially and politically by 

external bodies, which outline the importance of a comprehensive historical 

analysis. That does not go without saying that government policies did no effect. 

For the most part, acquiring raw materials and providing capital in the form of 

export aid was in large aided by the Ministry of International Trade and Industry 

(MITI) in the 1950s. We can therefore observe two crucial elements in Japan’s 

early years of development: Outside intervention and internal state assistance. 

Before accepting WTO’s terms in GATT, Japan was industrially preparing itself 
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for a competitive free market. We can also observe that in this case study, Japan 

in its developing years had to place certain government assistance in order to raise 

its status from a post-war peripheral country to a modern day core country, which 

1) aligns with Wallerstein’s analysis that peripheral and semi-peripheral countries 

must conduct smart government intervention in order to progress to core status
21

, 

reflecting Japan’s rise from periphery to core status, and 2) aligns with anti-

globalization in that the success of core countries is not entirely due to market de-

regulation and in fact largely involves intelligent use of government intervention
22

 

23
. 

 In contrast to Japanese methods, Indonesia in recent years attempted 

promotion of development using export tax or export quota as opposed to export 

assistance with the goal of promoting local industries able to process raw 

materials as opposed to (perhaps even at the cost of) merely providing them. 

Although the usage of export tax as a tariff is relatively rare in usage by most 

countries, the raw mineral export tax was not the first practice of export based 

protectionism performed by Indonesia. Notable examples of export tax exist 

throughout Indonesia’s history, including on crude palm oil, cocoa beans, and on 

leaves grown for crafting furniture and ornaments known as ‘rattan’. 

In the case of crude palm oil, in 1991 via trade liberalization of crude palm 

oil, Indonesia saw the volume of palm oil export as well as domestic price both 
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increase. As a result, an export tax was introduced to counter this effect in 1994 

(Decree of the Ministry of Finance No.439/KMK.017/1994). The objective of this 

export tax was meant to make the price of cooking oil more affordable in the 

domestic market. Palm oil became important as an Indonesian export to such an 

extent that even though it saw success as an export product, as a domestic product 

it had become disproportionately more expensive. Ultimately however the effects 

of this tax had drastic consequences to the poorer farmers who produced crude 

palm oil products. They began to see their potentially lucrative profits abroad 

reduced, and this was damaging considering that the crude palm oil industry of 

Indonesia mainly employed farmers outside the highly populated and heavily 

invested Java Island, meaning that the development of the crude palm oil industry 

was crucial in spreading economic development outside the already relatively 

more developed island of Java
24

. This case study outlines the consequence of 

merely restricting the export of a raw material without actually encouraging the 

development of domestic downstream industries to accommodate the domestic 

abundance in the resource. Within the case study of raw mineral exports, the 

Indonesian government has encouraged FDI within smelting, a testament that it is 

not willing to repeat the same mistake it made with palm oil. 

Moving to the next example, the cocoa tax by Indonesia was significant 

considering that Indonesia is the third largest producer of cocoa beans. Similar to 

the previous example of export tax, the objective of this tax when it was 
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introduced in April of 2010 (introduced in the Ministry of Finance Regulation 

No.67/PMK.011/2010) was to ensure that the product would be better available in 

the domestic market for domestic consumption. As can be expected, this meant 

that while domestic consumers benefited the farmers and producers suffered the 

loss of potentially lucrative gains from exports. However, this example is 

relatively quite similar to the subject of Indonesian raw mineral export tax. This is 

because that the goal of this tax was to not only allow for cheaper consumption of 

cocoa domestically, but also to benefit the ‘downstream cocoa industry’ so that 

Indonesia may develop in that sector rather than continuously export raw 

materials. In world systems analysis, this is important for the transition of a 

peripheral country to a semi-peripheral country because Indonesia would begin to 

not only move away from exporting raw materials, but also have improved ability 

to manufacture finished products of its own. However, ultimately the tax had the 

effect of decreasing not only export, but as expected also production of cocoa. 

This was because that the farmers were not price-makers, but price takers. That is, 

they had little to no ability to control the price of cocoa abroad. 

In the final and more recent case of the rattan quota of 2012, Indonesia 

again attempted to encourage the growth of the domestic ability to utilize 

Indonesia’s own natural resources by limiting the export of a raw material. The 

difference between the previous two examples was that this time the export of this 

commodity was completely banned, and similarly to the previous two examples, 

this had drastic results on the local producers of rattan that were suddenly cut off 
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from a large market segment
25

. However, government intervention towards rattan 

is not a new phenomenon, as it had been under heavy protectionism even in 

2005
26

. Again, the Indonesian government in this case chose to restrict exports 

without facilitating the development of downstream industries to accommodate 

for the new abundance of the natural resource that now has no means of export. 

In all these illustrations, Indonesia’s usage of regulating the economy 

seems undeterred. Was there previously a world system in place that had locked 

Indonesia in an uneven trade between itself and its trade partners including Japan 

and the U.S.? In conclusion of this background, we can note several things. 

Firstly, there may be an international system in play that hinders development in 

an uneven pattern. Secondly, that in accordance to world systems analysis, that 

Indonesia has had a long history of moving between protectionism and free trade. 

The importance of nickel for Indonesian-Japanese trade is high enough to suggest 

that interruptions to this trade pattern may result in complaints by Japan to the 

WTO, as it had done so with other countries, although this may no longer be the 

case. Finally, past attempts at developing local industries by limiting exports had 

shown to have more detrimental effects to the production of exports as opposed to 

benefits to the manufacture of them. Examples of these attempts include those on 

cocoa and rattan, while another example aimed at decreasing domestic price was 

in crude palm oil. The important thing to note that as history has shown, 

government regulations are not necessarily ‘bad’ or ‘good’ for the growth of 
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developing countries. Countries such as Japan, now a core country, had once been 

developing countries that implemented some form of economic regulation. 

Moving rapidly into a deregulated market may not necessarily provide stable 

growth. Joseph Stiglitz even goes as far to argue that the ‘shock liberalization’ 

therapy following the 1998 economic downturn had more negative consequences 

than positive, (it did not give enough time for the private sector to create new 

jobs, and high interest rates prevented the creation of new jobs)
27

. It must 

therefore be reminded that the goal of this thesis is not only to evaluate the merits 

of GR-1/2014 alone, but also analyze the reasoning behind it. 

1.2 Research questions 

In summing all we have discussed, we can hypothesize that Indonesia, as a semi-

periphery country, is hindered in developing its industrial capabilities via its trade 

patterns and its relations to new-constitutionalist structures in its place in the 

world system as a semi-periphery country. Furthermore, to fulfill the objectives of 

analyzing the world system, this paper will condense all issues into two important 

thesis questions (along with their sub-questions): 

- Was Indonesia industrially hindered from developing from a semi-

peripheral state? 

o Before the establishment of GR-1/2014, is there any data showing 

the growth of the smelting industry without government 

intervention? 

                                                           
27

 Stiglitz, Joseph., (2006), Making Globalization Work, pg.67, Penguin, London 



16 
 

o How effective has the regulation been in developing the smelting 

industry since the implementation of GR-1/2014? 

- What will be the implications towards Indonesian/core country relations? 

o How were Indonesian-Japanese and Indonesian-U.S. trade relations 

before and after GR-1/2014? 

The first of these questions’ has two sub-questions with the dual purpose 

of discerning mineral trade, both in raw and processed form, before and after GR-

1/2014. In doing so, we can achieve some idea whether there was some form of 

‘natural resource curse’ before the regulation (we will discuss natural resource 

curse in Chapter II). That is, if development of smelting is slow, then too will the 

export of refined and semi-refined minerals (such as mattes, ingots, and alloys) be 

low. The second of these sub-questions will give a better understanding as to how 

well the refining industry had developed within a year, and additionally provide 

predictions on the development of the refining/smelting industry in the future. In 

answering both of these sub-questions, we can ascertain whether or not the 

smelting industry and mineral ore trade would have not been better off without the 

regulation. 

The second thesis question examines the effects of the regulation on the 

relations between Indonesia and its core-country partners. Since two of these 

partners are have particular interest in Indonesian minerals, Japan and the U.S., 

we will focus mainly on them. There are other significant mineral ore trading 

partners such as China, who are as extremely reliant on Indonesian nickel ores as 

Japan is reliant on Indonesian nickel ores. However, China (in spite of its 
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significant role in the world economy) is still regarded as a developing country. 

This author would place China in a position in near transition towards core status. 

Still, since this is not an absolute point, this author will not use China extensively 

in the analysis. 

1.3 Research objectives 

The research questions mentioned above have the goals of: 

- Describing the world system surrounding Indonesian-core country raw 

mineral trade. 

- Measuring the effectiveness of Indonesian smelting development before 

GR-1/2014 (without government assistance) and after GR-1/2014 (with 

government assistance). 

- Comparing the qualities of Indonesian-core country trade before and after 

the implementation of GR-1/2014, thereby analyzing the merits of the 

policy. 

1.4 Intended research contributions 

Perhaps the foremost contribution this thesis aims to achieve is to ascertain 

whether or not the theories/forms of analyses of ‘world systems analysis’ and anti-

globalization theory hold true to the structure of raw mineral ore trade between 

Indonesia (a semi-periphery country) and core countries. In a more specific sense, 

this thesis aims to illuminate whether or not a world structure or pattern of trade 

exists that prevents (or makes it difficult for) Indonesia in progressing itself from 
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a semi-periphery country to a core country, such as dependence on the export of 

raw materials instead of processed commodities higher in the global value chain. 

Moreover, the results of this thesis should prove (or disprove) the credibility, or at 

least the justification, of the Indonesian government’s adoption of GR-1/2014. 

1.5 Organization of the thesis 

CHAPTER I: Introduction 

This chapter outlines the general properties of Indonesian-Japanese mineral trade 

as well as the general concepts and examples of similar cases. This chapter aims 

to introduce the problem of a world-system influenced trade pattern and issues 

with natural resource dependency. Furthermore, the research questions and 

objectives will be noted in this chapter. 

CHAPTER II: Conceptual framework 

The main sources of the thesis will be explained in this chapter (such as books and 

journals) and more specifically relevant concepts and theories will be discussed. 

CHAPTER III: Research methods 

The methods of research for this thesis will be largely explained here, using the 

importance of descriptive methods, the importance of qualitative historical data, 

as well as quantitative data as a measureable method. Furthermore, the sources for 

these forms of data will be described. 
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CHAPTER IV: Research and analysis 

This chapter will utilize the concepts explained in Chapter II and the research 

methodology explained in Chapter III to describe the case study of this thesis. 

Using this description, this chapter will attempt to answer the research questions 

pertaining to Indonesia’s role as a semi-periphery country in relation to its core 

country trade partners and its place in the global value chain. 

CHAPTER V: Conclusion and recommendations 

By first summarizing what this thesis had learned in the previous chapters, 

Chapter V will give recommendations on promoting the development of the 

smelting industry. The reader may look in Chapter V for a quick overall look at 

the thesis. 

 




