CHAPTER 1
INTRODUCTION

1.1 Background

Since the 1980s, Indonesia's international relations trajectory has gradually been
hauled by intensifying trade with countries and creating an international economic
agreement.! The trajectory of such concern compounds into the creation of study
field on International Political Economic or IPE studies, Economic Statecraft, trade
diplomacy, and commercial diplomacy. These new study fields look in-depth at
how a state's economic foreign policies advance its national interest. In this classical
realist sense, such policies are only driven for a political end.> The uses of foreign
economic policies as a tool for political goals are studied in economic statecraft.
Otherwise, the liberal perspective on policies assumes the goal serves as a political
end and an economic end.? In Indonesia's case, there such a magnitude changes in
its foreign economic diplomacy goal from the former toward the latter during the
Jokowi administration.

Then where does economic diplomacy stand? According to Heijmans,
economic diplomacy is, before we define it, there is a need to understand the

relationship between economics and diplomacy.* These relationships are
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understood differently from each fieldwork; either one element serves as others'
means to advance other interests or vice versa. To capture the meaning of economic
diplomacy implies understanding how the user's "tools" and "process" (in here state
as the main actor), where "theatres" or place it conduct (at the domestic, 1O,
Region), and how the international "context" or situation on these policies being
implemented. Thus, Heijman conclusively defines economic diplomacy as "a
foreign policy practice and strategy that is based on the premise that
economic/commercial and political interests reinforce one another and should thus
be seen in tandem." °

On the eve of Jokowi's ascension as Indonesia's 7th president in 2014, he
represents a new outlook on Indonesia's foreign policies. He intends to use foreign
policies to support national economic prosperity by attracting investors and foreign
capital to invest in Indonesia.® This inward-looking foreign policy is at the heart of
the current Jokowi administration, and it is guided by two core principles:
TRISAKTI and nine agendas of NAWACITA.” TRISAKTI dwells in foreign
political independence, economic independence, and cultural character.®

NAWACITA is nine agendas that pursue three segments of politics, economy, and

culture.” It encapsulates Indonesia's foreign policy utilization at the international
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level, bureaucracy reform, push on the domestic economy, and increased
Indonesia's competitiveness in the global market.

These principles are influencing Indonesia's foreign policy direction. For a start,
the administration appointed Retno Marsudi as a foreign minister, whose goal is to
spearhead Membumikan Politik Luar Negeri" or "To localize Foreign Policies."'°
This newly founded creed roughly prescribes foreign policies as the tools to
advance Indonesia's national interest, especially in the economic sector, to support
economic growth by attracting foreign investment. '!

Under Retno's leadership and Jokowi's political vision, the Ministry of Foreign
Affairs (MOFA) is transformed into a centre of economic diplomacy. She utilizes
the ambassador's proactivity as "salespersons" who function as the marketing of

Indonesia's economic potentials. 2

MOFA also outlines Indonesia's foreign policy
objectives with intense economic diplomacy by collaborating with the economic
stakeholders in health, education, agriculture, and vital element advantages in other
countries. !?

In the second term of the Jokowi administration, MOFA switches its focus more

on economic diplomacy following a new vice minister, Mahendra Siregar. The new

vice minister has a solid track record in economic diplomacy. He was the former
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head of BKPM (Badan Koordinasi Penanaman Modal) or the Investment
Coordinating Board, former finance vice-minister, and former commissioner at
several government-controlled companies. ' This background is hoped to formulate
Indonesia's economic diplomacy. In addition, MOFA's RPJM (Rancangan Program
Jangka Menengah) or the institutional medium-term program plan for 2015-2019
emphasizes strengthening bilateral and regional relationships with Africa, the
Pacific, and Europe to open their market. '

Another front that encapsulates Indonesia's growing economic diplomacy effort
is the increasing prominences of BKPM and the newly established body of
Coordinating Ministry on Maritime and Investment led by Luhut Binsar Pandjaitan
first half of Jokowi's term in his second term.!® In support of the new foreign
policy's direction, these two bodies attract foreign investors and simplify foreign
capital entry into Indonesia. Moreover, they are also responsible for coordinating
with monetary authorities. They are the Finance Ministry and the Central Bank to
improve the domestic economy's attractiveness to investments. !’

Lastly, the Jokowi administration has also set the Ministry of Trade (MOT) as
the point of reference for dealing with trade and commercial issues related to export
and import issues. They are expected to become vital sectors as the country attempts

to increase bilateral relationships on trade through the FTA (Free Trade Agreement)
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and CEPA (Comprehensive Economic Partnership Agreement) framework.!®
Subsequently, improving their authority is hoped to support the country in dealing
with international trade issues, directly concerning Indonesia's primary
commodities such as palm and paper pulp in WTO.' Its two directorate general
of foreign trade and International trade negotiation further focus on multiple fronts
of Economic diplomacy. The Directorate of Foreign Trade is promoting the
Indonesian product toward foreign countries and increase imports.?’ Directorate
International Trade Negotiation is developing a new trade agreement.?!

The institutions mentioned above form the foundation for Indonesia's economic
diplomacy, where economic interests and elements gain more importance in
formulating foreign policies. The multiple institutions and newly bureaucratic
reform to achieve efficiency in economic diplomacy leave possibilities of clashes
between the institution's policies or the institutional bureaucracy of old law
bureaucracy vis-a-vis the newer one, which functions to increase policies
efficiency.?? Each policies' underline idea focuses on bringing as many as an
investor to help Indonesia's economic interest.

His view on foreign policies has notified an example of this dynamic change in

SBY MOFA's structure (Susilo Bambang Yudhoyono). He emphasizes Indonesia's
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leadership on the international stage as it rose from the ashes of the financial crisis
and authoritarian regime under Suharto. This view influences his MOFA to
prioritize Indonesia to pursue an active position as an arbiter of peace and Indonesia
branding as a democratic country.?

SBY's MOFA under minister Hasan Wirajuda employed a foreign policy that
he called "Total diplomacy." It underlines the need for each foreign policymaking
process submitted under the stakeholder minister.”* Thus, MOFA changed its
structure and dissolved the Directorate General of International economy Relation
or HELN, considering MOFA's primary focus on building Indonesia's political
power rather than an economic one.?

However, under the Jokowi administration, there is total turnback of the past
approach of MOFA conduct in only involved in the political goal. As the stagnating
economic growth leave behind his predecessor.?® Jokowi's MOFA is expected to
promote the Indonesian economy and make the FTA toward non-traditional
partners like Africa.?’ Jokowi's advisor on foreign policies, Rizal Sukma, also
emphasizes Indonesia's possibilities to focus on bilateral and more beneficial

agreements rather than pursue a massive multilateral agreement.”® Thus Rizal's
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statement that ASEAN becomes "one of the cornerstones of Indonesia foreign
policies" change from SBY's era "ASEAN is the cornerstone of Indonesia" shown
to change Jokowi foreign policy direction.?

Another clash of policies is at The Indonesia fast train project played a stake in
the project between Japan and China in 20153°. The new bureaucratic structure
under the Jokowi administration creates confusion within the ministerial office. The
clash between Luhut Binsar Pandjaitan as Coordinating Minister for Political,
Legal, and Security Affairs prefers China investment compared to Japan as the latter
offer is more expensive than the former®'. On the other hand, MOFA must ensure
relationships with Japan as they are the ones who build the study to the fast train
project since 20082, The outcome of china wins the tender proven to be bane
toward japan-Indonesia relationships that deem as safer politically as china
encroaching in the south china sea that becomes the task MOFA to rebuild it back.*
This situation makes MOFA policies to ensure relationships with Japan that prove
to be politically safer than China vis-a-vis policies to pursue cheaper investment
that provides by china in an economical option. All this dynamic will be further

explained in chapter 4.
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It becomes complex as the domestic element vis-a-vis the externalities of the
international Arena. The trade war between China and the US has plagued the
international trade trajectory into a more protectionist atmosphere or EU
discriminatory import policies toward Indonesia products such as palm oil and
agriculture products. It propelled into full front use of influencing buying strategy
or effective diplomatic policies as both challenging each other economic dominance
using the vehicle of economic diplomacy.** China's "Belt and Road Initiative has
been a strategy that economically incentivizes other countries to protect themselves
from the residue left behind.> The other example of EU green policies that
discriminate several Indonesia product exports at such a given time to compel
Indonesia policies machine into the direction of reform and ensure a sustainable
environment needs to be taken as an example for this research.

The Foreign and Domestic interests have collided, and the current frame
working of economic diplomacy has pushed the equal strategy from the targeting
state. The state needs to balance its economic diplomacy to pursue economic
(domestic interest) and politics (Foreign Interest). Therefore, there is a need to
analyze the nature of Indonesia's economic diplomacy strategy to face the current

need Through two-level game analysis. This interaction between domestic
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negotiation and foreign negotiation will nail the dynamic of economic diplomacy's
economic foreign policies. Government structure involving foreign economic
policies will be analyzed further by looking at the domestic interest influences and
principles of possible influence toward government such as MOT, MOFA, and
BKPM.

At the international level, the negotiation conduct and promotion in an
economic stratagem that defines each institution's economic foreign policies will
be in tandem with its domestic counterpart. Using Indonesia's policies toward palm
oil export and investment policies within the policymaking process is more
specified. Finally, the result of this analysis will be a basis for understanding the
nature of Indonesia's economic diplomacy and facilitate a new direction in
Indonesia's future use of economic diplomacy.

Thus, a thorough observation of Indonesia's palm oil policies' conduct in facing
the EU's green policies' threat needs to become the point of reference to expand
Indonesia's economic diplomacy studies. The intense rivalry between the
ministerial function, the reform under the Jokowi administration, and several point
policies affected the palm oil policies.

1.2 Research questions

According to problems introduced in the background, this study has three main
questions as follows:

1. What is the Institutional Framework of Jokowi's economic diplomacy?
2. How is the Foreign Policies Analysis describing Jokowi's economic

diplomacy in the study case of palm policies



1.3 Research objectives

This research seeks to explain the correlations between the institutional set-up
geared towards economic diplomacy and Indonesia's domestic interests with a two-
level game approach by analyzing specified policies such as palm oil policies. In
doing so, this study also looks at the nature of Jokowi's economic diplomacy:
whether it leans toward the economic or political goal by reflecting upon the
practices of economic diplomacy of MOT, MOFA, and BKPM in the current
international environment at palm oil policies.

1.4 Research contribution

This study will provide a clear fundamental understanding of domestic interest
and its power to influence Indonesia's economic foreign policymaking structure.
The characterization of Indonesia's economic diplomacy will help understand
Indonesia's future economic diplomacy trajectory.

1.5 Thesis structure

The first chapter introduces the thesis's background while establishing the
research questions that underline this thesis. Additionally, it also elaborates on the
objective and significance of this study.

The second chapter will be discussing the theoretical framework of the thesis.
The first part of this chapter is a literature review of the past peer-revied studies on
the research's respective topics. It begins with previous studies on economic
diplomacy and its application. It continues by talking more in-depth about
Indonesia's case, covering topics such as the institutional structure of Indonesia's

foreign policy decision-making and the influence of Indonesia's previous economic
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diplomacy's experience on its current effort. The last half of the chapter covers the
theory and concepts of two-level game analysis and economic diplomacy
framework. They will contribute to exploring domestic interest influence in
economic diplomacy making, and later this finding will become the basis for
mapping the nature of Jokowi economic diplomacy.

The third chapter explains a four-part research methodology. The first part is
the research approach, the second is the research method, the third is the data
collection technique, and the final part is the data analysis technique. These
methodologies will be used in addressing the research questions of the research.

The fourth chapter is the analysis of the research and the most critical part of
the research. This chapter will analyze Indonesia's economic diplomacy conduct
and its implications toward the nature of Indonesia's economic diplomacy in
systematic methodology using the theory and concept, as mentioned in the previous
chapter. The result of the analysis will be answering the research questions.

Finally, the study closes with a conclusion and a recommendation based on the
research findings. It addresses potential topics for upcoming studies that may help

unveil the future of Indonesia's economic diplomacy for different administrations.
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