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EXECUTIVE SUMMARY 

Indonesia has been implementing a decentralized governance system since 2001, after 

it was hit by the Asian economic crisis in 1997. The decentralization aimed to improve the 

quality of governance and economic conditions of the country (Green, 2005). 

Decentralization can also increase the amount of inward FDI by stimulating interregional 

competition for investments, thereby encouraging local governments to provide healthy 

investment climates (Weingast, 1995). After two decades of implementation of the 

decentralization, however, some governance issues remain.  

First, there is little evidence that the decentralized system of governance implemented 

in Indonesia can enhance the contribution of FDI toward regional economic growth. Second, 

inward FDI remains concentrated in the Java-Bali regions, despite decentralization. Third, 

there is a significant change in the relationship between the national, provincial, and district 

governments, which has caused coordination problems due to decentralization. Fourth, 

conflicts between the local communities, local governments, national government, and MNCs 

are more prevalent in the decentralized governance system than they were in the former 

centralized system. Those issues attracted me to research the governance setting of inward 

FDI in the era of the decentralized system in Indonesia. In fact, research examining the 

governance setting of inward FDI in Indonesia remains limited.  

This dissertation aims to understand the way Indonesia has managed inward FDI since 

the introduction of the decentralized governance system. More specifically, it attempts to 

assess how the current investment policies embody the concepts of sustainable development, 

and the nature of the relationship between the Indonesian national government, local 

governments, and MNCs in the process of managing inward FDI. Indonesia has been selected 

as the locus of the study because it has an emerging economy that has successfully attracted 

inward FDI, and has transitioned from a centralized to a decentralized country. 

We have included four empirical chapters. The first empirical chapter examines the 

investment policy framework in Indonesia, to provide an understanding of Indonesian 

regulatory frameworks which affect the interactions between actors in the process of 

managing inward FDI. The second empirical chapter analyzes the relationships between the 

national government, provincial governments, and district governments in the process of 

managing FDI. The third empirical chapter examines the bargaining relationship between the 

local governments and MNCs under the decentralized system. The final empirical chapter 

assesses the relationship between the national government and MNCs.  
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  The first empirical chapter attempts to answer the following question: How do 

investment policies in Indonesia embody the concept of sustainable development? To answer 

this, we assess the general investment plan, the national development plan, and other relevant 

investment policies. As an instrument of analysis, we use the investment policy framework 

for sustainable development (IPSFD), developed by UNCTAD (2012). Our study concludes 

that the concept of sustainable development has been embodied in the investment policies in 

Indonesia. In the General Investment Plan 2012-2025 and the National Medium-Term 

Development Plan 2015-2019, sustainable development is explicitly stated as the objective of 

all investment policies in Indonesia. Our analysis reveals, however, that the strategies put in 

place to achieve sustainable development from investments remain ambiguous. We cannot 

find strategies to: generate linkage between foreign enterprises and domestic companies; 

stimulate and nurture local enterprises to be more competitive; support technology spillover; 

or overcome the gap of technical capacity between domestic and foreign enterprises. The 

absence of these strategies illustrates a lack of coherence between investment policies and 

other economic policy areas, such as industry, trade, and labor. 

  The sustainable development objective is also embodied in the investment policies in 

Indonesia. Our study reveals that the Indonesian government has made serious attempts to 

attract inward FDI and to regulate the inward FDI at the same time. Law No. 25 on 

Investment (2007), which prohibits differentiation between foreign and domestic investments, 

was enacted to draw foreign investors. Additionally, the law protects MNCs from 

expropriation, provides generous incentives for foreign investments, and encourages the 

liberalization of the Indonesian economy. Regulatory reforms have also been made to attract 

inward FDI. For instance, laws on the protection of property rights, anti-monopoly laws, and 

anti-corruption laws were introduced, and open and liberal trade policies were promulgated. 

Other examples of the regulatory reforms are the introduction of the One Stop Services Office 

(PTSP office) to streamline the licensing procedure, improvement of the land ownership 

registration system, and provision of generous incentives for foreign investors. 

  Policy interventions were also enacted to minimize the adverse impacts of FDI. First, 

the government has imposed restrictions designed to protect domestic enterprises and to 

facilitate the contribution of inward FDI directly to Indonesia’s economic development, which 

is called the Negative List of Investments (NLI). The NLI contains several FDI-related 

restrictions, such as the foreign equity limitation, joint venture requirements, divestment 

requirements and sectors which are open or closed to FDI. Furthermore, the Indonesian 
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government requires machinery, electronic and automotive industries to source of their raw 

material locally. Second, Law No. 4 on Mineral and Coal Mining (2009) requires all foreign 

companies in the mining sector to refine mineral ore by establishing a smelter, to divest the 

stakes gradually up to 51% after ten years, and to prioritize domestic companies and local 

workers in operation. It also prohibits foreign companies from exporting unprocessed 

minerals. Third, to enhance the contribution of FDI to social development, the labor laws 

were revised, and the company law was introduced. Law No. 13 on Workforce (2003) 

replaced Law No. 14 on Workforce (1969). Law No. 13 on Workforce (2013) mandates all 

foreign companies to conduct training, transfer technology to domestic workers, pay decent 

wages, and respect ILO safety standards. It also allows the creation of labor unions as 

representatives of workers, and mandates the local government to determine wage standards 

based on the decent life index. Furthermore, Law No. 40 on the Company (2007) and Law 

No. 25 on Investment (2007) mandate all companies, include foreign companies, to conduct 

charitable activities in their surrounding neighborhoods as part of corporate social 

responsibility. Fourth, Law No. 23 on the Environment (1997) was replaced by Law 32 on the 

Environment (2009). The new law requires all companies to conduct an environmental impact 

assessment as a part of the licensing procedure, requires environmental permits for every 

company before establishing manufacturing bases, requires an environmental audit before and 

after the operation of the business, and mandates all companies to compensate for 

environmental damage by providing funds for environmental preservation. 

  Although the concept of sustainable development has clearly been embodied in 

Indonesia’s investment policies, we argue that the strategies listed to achieve sustainable 

development from investments are ambiguous. We have also found that the government has 

difficulty enforcing those laws and policies. For instance, although Indonesia has enacted 

rules and regulations on the protection of property rights, it remains on the US Priority Watch 

List for weak enforcement of the law. Although the Indonesian government has enacted Law 

No. 5 on Anti-Monopoly (1999), monopolies and oligopolies are still common due to weak 

enforcement of the law.  

  After an analysis of current investment policies, we move to the second empirical 

chapter, which examines the dynamic interactions between the Indonesian national, provincial 

and district governments in the processes of managing inward FDI. Using the theory of Multi-

level Governance, we analyze the distribution of authorities between the national, provincial, 

and district governments, and the mode of governance used by these parties to implement the 

policy designed to improve investment climates. 
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  Our examination found that the relationship between the national, provincial, and 

district governments in Indonesia is a hierarchical one. However, cooperation between these 

levels is crucial. The national government is a dominant actor in administering inward FDI, 

but the provincial and district governments also have significant roles. The national 

government screens inward FDI and coordinates investment promotion activities, investment 

information system development, and investment monitoring activities. Furthermore, the 

national government has the authority to grant investment and business licenses for foreign 

investment. The roles of local government are to provide the specific local permits required 

for companies to obtain their business licenses, such as location permits, environmental 

permits, land use permits, building permits, and disturbance permits. Although provincial and 

district governments have little power in the licensing process, they have the authority to 

impose local taxes and to determine local wage standards, environmental standards, and land 

use. Therefore, the national government must work together with provincial and district 

administrations to conduct administrative functions. 

 We have found that the co-governance (or collaboration) between the different levels of 

government in Indonesia is crucial to the implementation of investment climate policies. This 

co-governance is more effective than hierarchical governance. In the case of the 

harmonization of policies between the levels of government, the central government used 

hierarchical governance. More specifically, the central government has used its power to 

dissuade provincial and district/municipal governments from producing local regulations that 

contradict national policies and neglect the public interest. This mechanism is ineffective, 

however, because it is not supplemented with efforts to enhance the capacity of the local 

government officials. As a result, the mechanism has been refuted by the local governments 

as undemocratic. The cases of the establishment of PTSP offices and the improvement of 

infrastructure show the effectiveness of the co-governance. We found that the national, 

provincial and district governments have worked together in establishing the PTSP offices 

and the improvement of infrastructure. Having learned from this, we found that a strong 

commitment from all parties is the key to success in co-governance (collaborations). 

Furthermore, we find that the roles of district governments are fundamental to the 

management of inward FDI. Furthermore, decentralization has given significant power to the 

district governments in the management of their regional economic development.  

 Our third empirical chapter attempts to answer the following research question: What is 

the nature of the relationship between local governments and MNCs with regards to inward 
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FDI, in the era of decentralized governance? We analyze the bargaining position of local 

governments when having negotiations with MNCs, and the strategies used by the local 

governments to enhance their bargaining position. In this analysis, we employ the idea of 

decentralization and the Political Bargaining Model used in the case studies of Banyuwangi 

and OKI districts.  

  Our research has found that the relationship between local governments and MNCs, 

although cooperative, is a bargaining relationship. The local governments need foreign 

investors to accelerate economic development in the region. However, decentralization 

encourages local leaders to negotiate with potential investors, to shape the conditions of FDI 

to fit local needs. Negotiations between the local leaders and foreign investors aim to ensure 

that the investments can accommodate the interests of the community. During the negotiation 

process, district governments focus on economic objectives while MNCs focus on business 

objectives. In fact, many Indonesian districts are constrained by the lack of human resources, 

which inhibit local governments from taking full advantage of inward FDI.  

 Diverse strategies are used by local governments to increase their bargaining position. 

Many local governments focus on the improvement of investment climates via the 

simplification of the investment process, effective investment promotions, and the provision 

of adequate infrastructure. These strategies would be more effective if they were better 

equipped with the policy and administrative capacity of local governments, to ensure inward 

FDI meets with local needs.  

 In the fourth empirical chapter, we examine the bargaining processes between national 

government and MNCs in the conflict resolution process. More specifically, we answer the 

following research question: What is the nature of the relationship between the national 

government and MNCs in the era of decentralized governance? To do this, we employ the 

Two-tier Bargaining Model and conduct case studies on the negotiation processes between the 

government of Indonesia and Freeport MacMoRan, Inc. and between the government of 

Indonesia and Newmont Nusa Tenggara, Inc. Our investigation aims to understand the actors’ 

goals and behavior, the negotiation processes, and the impacts of the international investment 

treaties on the bargaining positions of MNCs in Indonesia.  

 We have found that the relationship between the national government and MNCs is a 

bargaining relationship. Significant evidence shows that conflicts between the Indonesian 

government and MNCs are taking place. These conflicts arise as a result of protectionist 

policies imposed upon MNCs in mining sectors by the government of Indonesia. In fact, 

many countries have enacted protectionist policies after the financial crisis in 2008, to 
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enhance the contributions of FDI to the economic development of the host nation (Kettunen, 

2016). Protectionist policy is unavoidable because it is believed to be a powerful tool to 

increase benefits from FDI. The political pressure from local communities is more prevalent 

in the democratization era, and the protectionist policy is a useful instrument to gain voters. 

Indonesia has enacted Law No. 4 on Mineral and Coal Mining (2009), which requires 

divestment for foreign companies and prohibits the export of unprocessed minerals. In the 

beginning, MNCs responded to these policies by filing a lawsuit to international arbitration. 

Ultimately, however, the MNCs withdrew their lawsuits and chose the negotiation process to 

resolve these conflicts.  

 In resolving the disputes, there are two levels of bargaining: the first tier of the 

bargaining process, and the second tier. The first tier of the bargaining process occurs 

between the host country government and home country governments, which results in the 

formation of principles, norms, and paradigms regarding FDI management. The second tier of 

the bargaining process occurs between the host country government and the MNCs. Under the 

decentralized system, the negotiation processes also involve actors from the national, 

provincial and district governments and MNCs. However, the roles of local communities are 

not significant; the interests of local communities are considered to be represented by the 

district and provincial governments.  

 In the second tier of the bargaining process, the host country government focuses on 

the economic and social benefits that can be received from FDI, while the MNCs are 

concerned with business costs and legitimacy. The Indonesian government’s bargaining 

power is primarily derived from the existence of Indonesia’s natural resources, while the 

bargaining power of the MNCs is derived from their economic contribution to the country, 

international investment agreements and political support from their home country 

government. International agreements constrain the host country government in the 

negotiation process; the MNCs are inhibited by potential financial losses and degradation of 

their reputation following the dispute. 

 Our study also found that in the negotiation process, the MNCs are just as powerful as 

the state. Using international investment agreements such as bilateral investment treaties or 

multilateral investment agreements, MNCs may be exempt from obligations determined by 

the local law. The MNCs often threaten the national government that they will take their 

dispute to international arbitration. The MNCs also use the diplomatic power of their home 

country government to pressure the host country government during the negotiation process. 
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Therefore, international agreement may decrease the bargaining power of the host country 

government in the negotiation process with MNCs. 

  This dissertation has illustrated the dynamic interactions between the national, 

provincial, district government and MNCs in the process of managing inward FDI after the 

introduction of the decentralized system in Indonesia. From our examination, we have found 

that there is a shift in the model of interactions between the government actors at the different 

levels of government. The collaboration between actors at the different levels of government 

is crucial, however, to the success of policy implementation in the process of managing 

inward FDI. Furthermore, the nature of the relationship between the national government and 

MNCs is cooperative under Indonesia’s decentralized system. However, these relationships 

tend to be in the form of bargaining relationships, in which both government actors and 

international business actors bargain over FDI projects and relevant policies. This bargaining 

process is unavoidable, due to the democratic procedures which encourage citizens to 

participate in the public policy process. The bargaining process occurs not only between the 

national government and MNCs but also between the local government and MNCs. The 

findings of this dissertation complement theory on International Business and Government 

Relations, by including the analysis of roles of sub-national institutions which was previously 

neglected by many scholars.  

 To conclude our dissertation, we provide policy recommendations to improve the 

governance of inward FDI in Indonesia. We recommend that the national government 

improves the legislation, policies, and regulations on investments, and improves coordination 

mechanisms in the process of managing inward FDI. We also recommend that the local 

governments improve their local institutions and infrastructures, to increase the economic 

competitiveness of their regions. In addition, we propose that local governments should utilize 

more innovative approaches in promoting the potential of investment to investors, in 

conducting strategies to bring the contributions of inward FDI to local communities, in 

bridging local enterprises and MNCs, in increasing the capacity of local human resources, and 

to reduce the technological gaps between domestic enterprises and MNCs. Finally, we 

recommend that the managers of MNCs conduct good corporate governance practices, 

enhance their corporate social responsibilities, and adapt their business strategies to 

accommodate the local community.	We believe that if our recommendations are followed, the 

inward FDI in Indonesia will expand not only in quantity, but also in quality, and more 

sustainable development will be achieved. 
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SAMENVATTING 
Sinds 2001 implementeert Indonesië een gedecentraliseerd bestuurssysteem, nadat het 

land werd getroffen door de Aziatische financiële crisis. Het gedecentraliseerde systeem heeft 

tot doel de kwaliteit van bestuur en de economische omstandigheden te verbeteren (Green, 

2005). Wat de binnenkomende Buitenlandse Directe Investeringen (BDI’s) betreft, kan 

decentralisatie het aantal binnenkomende BDI's vergroten, omdat het interregionale 

concurrentie en investeringen stimuleert; zo moedigt het lokale overheden aan om een gezond 

investeringsklimaat te bieden. Meer dan een decennium na de implementatie van het systeem 

blijft echter een aantal problemen bestaan. Ten eerste zijn er weinig aanwijzingen dat het 

gedecentraliseerde bestuurssysteem de bijdrage van binnenkomende BDI’s aan de regionale 

economische ontwikkeling kan versnellen. Ten tweede blijven binnenkomende BDI’s 

geconcentreerd in de regio's Java-Bali, ondanks de decentralisatie. Ten derde is er een 

significante verandering in de relaties tussen de verschillende overheidsniveaus. Ten vierde 

komen er in het gedecentraliseerde bestuurssysteem vaker conflicten voor tussen de lokale 

gemeenschap, de lokale overheid, de nationale overheid en de multinationals. Kortom, er is 

een significante verandering in het beheer van de binnenkomende BDI’s en de manier waarop 

multinationals omgaan met actoren. Omdat de onderzoeken naar deze veranderingen beperkt 

blijven, zijn we geïnteresseerd in het onderzoeken van de huidige manier van besturen en de 

dynamische interactie tussen multinationals en actoren in het gedecentraliseerde systeem. 

Dit proefschrift heeft als doel te begrijpen op welke manieren Indonesië 

binnenkomende BDI’s beheert sinds de introductie van het gedecentraliseerde 

overheidssysteem. Wat betreft het proces van het beheren van binnenkomende BDI’s 

behandelt dit onderzoek specifiek hoe beleggingsbeleid het model van duurzame 

ontwikkeling laat zien en de onderlinge relatie tussen de nationale overheid, de lokale 

overheid en multinationals. Indonesië is gekozen als locatie voor dit onderzoek omdat 

Indonesië een interessant land is om binnenkomende BDI’s te onderzoeken. Indonesië heeft 

een zich snel ontwikkelende economie die op een succesvolle manier BDI’s heeft weten aan 

te trekken en een land dat binnen korte tijd is overgestapt van een zeer gecentraliseerd 

systeem naar een zeer gedecentraliseerd systeem.  

Om het doel van dit onderzoek te bereiken, worden er vier empirische hoofdstukken 

besproken. Het eerste empirische hoofdstuk bekijkt de kaders voor het beleggingsbeleid in 

Indonesië om een beter begrip te krijgen van de Indonesische context. Het tweede empirische 

hoofdstuk analyseert de dynamische relatie tussen de nationale, provinciale en 
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districtsoverheid in het beheren van BDI’s. Het derde empirische hoofdstuk onderzoekt het 

dynamische onderhandelingsverband tussen lokale overheden en multinationals binnen het 

gedecentraliseerde systeem. Het laatste empirische hoofdstuk beoordeelt het dynamische 

verband tussen de nationale overheid en multinationals.  

Het eerste empirische hoofdstuk probeert de volgende vraag te beantwoorden: hoe 

vertegenwoordigt het investeringsbeleid in Indonesië het model van duurzame ontwikkeling? 

Om die vraag te kunnen beantwoorden, worden het algemene investeringsplan, het nationale 

ontwikkelingsplan en andere relevante soorten investeringsbeleid beoordeeld. Als instrument 

voor de analyse hebben we het kader voor het investeringsbeleid voor duurzame ontwikkeling 

gebruikt, ontwikkeld door de UNCTAD (2012). Onze studie concludeert dat het model van 

duurzame ontwikkeling vertegenwoordigd is in het beleggingsbeleid in Indonesië. Het 

investeringsbeleid is als zodanig gericht op duurzame ontwikkeling. Desondanks laat onze 

analyse zien dat de strategieën om duurzame ontwikkeling uit investeringen te realiseren 

onduidelijk blijven. We kunnen geen meetbare maatregelen vinden om de koppeling tussen de 

internationale en lokale bedrijven te genereren, geen strategieën om lokale bedrijven te 

stimuleren om competitiever te zijn, geen strategieën ter ondersteuning van technologisch 

overschot of strategieën om de kloof van technische capaciteit te overbruggen tussen de 

binnenlandse en buitenlandse ondernemingen. Het ontbreekt de strategieën aan  samenhang 

tussen het investeringsbeleid en andere economische beleidsmaatregelen, zoals 

industriebeleid, handelsbeleid en arbeidsbeleid. 

Toch onthult de studie dat de regering serieuze pogingen heeft ondernomen om BDI’s  

aan te trekken. De wet 25 op investeringen (2007) is opgesteld om de aantrekkelijkheid van 

Indonesië op het gebied van differentiatie tussen de buitenlandse en binnenlandse 

investeringen te verbeteren. De wet beschermt ook multinationals tegen onteigening, biedt 

royale stimulansen voor buitenlandse investeringen en moedigt de liberalisering van de 

economie aan. Sommige hervormingen in de regelgeving hebben als doel inkomende BDI’s 

aan te trekken. Zo is bijvoorbeeld de anti-corruptiewetgeving ingevoerd en werd een open en 

liberale handelsbeleid bedongen. De overheid heeft ook de vergunningsprocedure 

gestroomlijnd via het one-stop-service-office (PTSP-kantoor), het registratiesysteem voor 

grondbezit verbeterd, enorme stimulansen geleverd voor directe BDI’s en de  economie 

geliberaliseerd. 

Tegelijkertijd werd een aantal beleidsinterventies gedaan om de nadelige gevolgen van 

BDI’s te minimaliseren. Ten eerste legt de overheid een aantal restricties op om binnenlandse 

ondernemingen te beschermen en de bijdrage van binnenkomende BDI’s voor de 
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economische ontwikkeling te vergroten. Deze restricties worden opgelegd aan 

binnenkomende BDI’s door het beleid van de Negative List Investment, zoals de beperking op 

buitenlandse aandelen, de joint-venture eis, de desinvesteringseisen en beperkingen op het 

bezitten van land. Ook bepaalt de overheid welke sectoren open en gesloten zijn voor BDI’s, 

opnieuw door het hanteren van een Negative List of Investment. De wet legt daarnaast nog een 

aantal restricties op. Zo legt de overheid bijvoorbeeld lokale eisen op aan de machine-, 

elektronica- en auto-industrie. Bovendien legt de wet op de mijnbouw multinationals op om 

investeringen in binnenlandse ondernemingen te beperken, soms tot 51 procent, en wordt 

bedrijven verboden om onbewerkte mineralen te exporteren en wordt men verplicht om lokale 

werknemers en lokale bedrijven als partners te gebruiken in het proces van zaken doen. Ten 

tweede legt de overheid  buitenlandse bedrijven op trainingen uit te besteden om binnenlandse 

werkkrachten te trainen, de International Labour Organisation te respecteren en om 

binnenlandse arbeiders prioriteit te geven. De overheid limiteert ook het aantal buitenlandse 

werkkrachten in hoge functies. Wet 40 over Limited Company (2007) vereist ook dat 

buitenlandse bedrijven zich bezighouden met good governance en charitatieve activiteiten 

zodanig uit te voeren dat ze de directe omgeving ondersteunen als onderdeel van hun sociale 

verantwoordelijkheid. Ten derde heeft de overheid getracht het milieu te beschermen tegen de 

negatieve impact van binnenkomende BDI’s. Momenteel zijn alle bedrijven verplicht om een 

onderzoek uit te voeren naar de impact van hun activiteiten op het milieu en om 

milieuvergunningen te verkrijgen alvorens een fabriek in Indonesië te vestigen.  

Ondanks het feit dat het concept van duurzame ontwikkeling ingebed is in het 

beleggingsbeleid, blijven er problemen bestaan. We benoemen dat het beleid een gebrek aan 

samenhang heeft door onduidelijke strategieën om duurzame ontwikkeling te ontplooien door 

een investering. Daarnaast ontdekten we dat Indonesië dringende problemen heeft op het 

gebied van handhaving en het ontbreken van de juiste diensten om beleid te implementeren. 

Om een voorbeeld te noemen, Indonesië heeft regels over eigendomsrechtelijke bescherming, 

maar staat ook op de watch list van de VS vanwege hun zwakke bescherming op dit gebied. 

Hoewel de overheid een beleid hanteert op het gebied van concurrentie, blijven monopolie en 

oligopolie bestaan door zwakke handhaving vanuit de overheid.  

Na het beschouwen van het beleggingsbeleid, onderzoekt het tweede empirische 

hoofdstuk de dynamische interactie tussen de nationale, provinciale en districtsoverheid in het 

proces van het managen van binnenkomende BDI’s in Indonesië. Het beantwoord de vraag: 

hoe kunnen nationale, provinciale en beleidsmakers in de districten inspelen op het proces 



	xxvi 

van binnenkomende BDI’s in Indonesië? Door het beleid op meerdere niveaus te bekijken, 

analyseren we de verdeling van verantwoordelijkheid tussen nationale, provinciale en 

districtsoverheid en de manier van besturen die door deze partijen gebruikt wordt om beleid in 

te voeren dat het investeringsklimaat ten goede komt.  

Ons onderzoek laat zien dat de relatie tussen de verschillende overheidsniveaus 

hiërarchisch van aard is. Toch is samenwerking in de praktijk cruciaal en nodig. De nationale 

overheid is een dominante actor in het beheren van binnenkomende BDI’s. De provinciale en 

districtsregeringen hebben echter ook een belangrijke rol. De nationale overheid screent de 

inkomende BDI en coördineert investering waar het gaat om promotieactiviteiten, de 

ontwikkeling van informatiesystemen en de activiteiten voor investeringsmonitoring. Verder 

heeft de nationale overheid de bevoegdheid om de investeringslicentie en de bedrijfslicentie 

voor buitenlandse investeringen te verlenen. De rol van de lokale overheid bestaat alleen uit 

het verstrekken van specifieke vergunningen betreffende de locatie en het milieu, alsmede 

vergunningen voor gebruik van land, bouwvergunningen en verstoringsvergunningen voor 

bedrijven. Hoewel de lokale overheden in het vergunningsproces weinig macht hebben, 

hebben de provinciale en de districtsregering de bevoegdheid om lokale belastingen op te 

leggen, de lokale loonnormen, de milieunorm en de ruimtelijke ordening te bepalen. Hoewel 

de nationale overheid overheersende macht heeft, moet de nationale overheid daarom 

samenwerken met de provinciale en districtsbestuurders om de administratieve taken uit te 

voeren. We noemden dit model het type I van Multi-level governance. 

Bovendien hebben we aanwijzingen gevonden dat de co-overheid, oftewel de 

samenwerking tussen de verschillende overheidsniveaus, cruciaal is bij de uitvoering van het 

beleid om het investeringsklimaat te verbeteren. De co-overheid wordt vaker door de 

nationale overheid gebruikt, omdat de modus effectiever is dan de hiërarchische overheid. In 

het proces van harmonisatie van het beleid op het verschillende bestuursniveaus bijvoorbeeld, 

gebruikte de centrale overheid haar dwingende macht om de provinciale,	 gemeentelijke	 en	

districtsoverheid onder druk te zetten om geen lokale regels op te leggen die in tegenspraak 

zijn met het nationale beleid en met het publieke belang. Deze methode is niet effectief omdat 

deze niet wordt gevolgd door de praktische inspanningen om de capaciteit van de lokale 

overheden te vergroten. Als gevolg hiervan ontstonden zowel juridische als politieke 

uitdagingen vanuit de lokale overheid, omdat de modus niet democratisch is. Daarentegen 

hebben we vastgesteld dat de nationale, provinciale en districtsregering samenwerken bij het 

opzetten van het Pelayanan Terpadu Satu Pintu kantoor en de verbetering van de 

infrastructuur. Geleerd hebbende van de samenwerking, vinden we dat de sleutels tot succes 
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in de samenwerking de adequate capaciteit zijn en de sterke betrokkenheid van beide partijen. 

Uit het tweede empirische hoofdstuk concluderen we dat de rol van districtsregeringen vrij 

belangrijk zijn in het beheer van de BDI’s. Bovendien heeft de decentralisatie de 

districtsregering meer macht gegeven om haar regionale economische ontwikkeling te 

beheren. De belangrijkste vraag die moet worden beantwoord heeft te maken met de manier 

waarop lokale overheden samenwerken met multinationals.  

Het derde empirische hoofdstuk probeert die vraag te onderzoeken. Speciale aandacht 

gaat uit naar het dynamische verband tussen de lokale overheden en multinationals in het 

gedecentraliseerde systeem. Het beantwoordt de onderzoeksvraag: wat is de aard van de 

relatie tussen lokale overheden en multinationals in de decentrale setting? Dit hoofdstuk 

analyseert de onderhandelingspositie van lokale overheden ten opzichte van multinationals en 

strategieën om hun onderhandelingspositie te verbeteren. Met betrekking tot die vraag 

gebruiken we het concept van decentralisatie en het politieke onderhandelingsmodel in de 

casestudy's van de districten Banyuwangi en Ogan Komering Ilir. 

Uit het onderzoek blijkt dat het verband tussen lokale overheden en multinationals de 

vorm heeft van een onderhandelingsrelatie. Hoewel de partijen op veel gebieden 

samenwerken, is het onderhandelen tussen lokale overheden en multinationals onvermijdelijk. 

De lokale overheden hebben buitenlandse investeerders nodig om de regionale economie te 

verbeteren. Echter, de politieke decentralisatie moedigt lokale bestuurders aan om te 

onderhandelen met potentiële investeerders om de BDI’s aan te laten sluiten bij de lokale 

behoefte. De onderhandeling heeft als doel zeker te zijn dat de mogelijkheden van 

investeerders aansluiten bij de behoefte van de lokale gemeenschap, die wordt 

vertegenwoordigd door de lokale overheid. In het onderhandelingsproces focust de lokale 

overheid op het economische aspect, terwijl multinationals zich richten op zakelijke 

doelstellingen. Veel districten in Indonesië hebben problemen op het gebied van personele 

bezetting, wat leidt tot beperkingen wat betreft het profiteren van binnenkomende BDI’s.   

De districtsoverheid gebruikt verschillende strategieën om de onderhandelingspositie 

van de lokale overheid te vergroten. Veel districtsregeringen richten zich op het verbeteren 

van het investeringsklimaat door vereenvoudiging van de procedure om te investeren, 

effectieve investeringsbevordering en het bieden van een adequate infrastructuur. 

Desalniettemin kunnen innovatieve ideeën worden toegepast, zoals door lokale kennis te 

institutionaliseren in lokale regelgeving en door stimulansen te bieden voor investeringen die 

voldoen aan criteria die bepaald worden door de lokale overheid. De strategieën kunnen 
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effectiever zijn als ze goed zijn uitgerust met voldoende personeelscapaciteit van lokale 

ambtenaren tijdens het implementatieproces. In dit hoofdstuk zien we hoe de lokale overheid 

het onderhandelingsproces kan voeren voordat de investeringen worden gedaan. Wanneer een 

investering is gedaan, zijn we benieuwd of er mogelijk conflicten kunnen plaatsvinden en zo 

ja, hoe het conflict kan worden opgelost. 

Het vierde empirische hoofdstuk tracht de interactie tussen de verschillende actoren te 

onderzoeken bij het oplossen van conflicten met multinationals. Meer specifiek onderzoekt 

het de relatie tussen de overheid en multinationals in Indonesië. Het beantwoordt de 

onderzoeksvraag: wat is de aard van de relatie tussen de centrale overheid en multinationals 

in een gedecentraliseerd bestuurssysteem? We gebruiken het tweetraps 

onderhandelingsmodel en gebruiken casestudies over de onderhandelingsprocessen tussen de 

regering van Indonesië en twee buitenlandse bedrijven in de mijnsector, namelijk Freeport 

MacMoRan, Inc. en Newmont Nusa Tenggara, Inc. Het onderzoek heeft tot doel de betrokken 

actoren in kaart te brengen, alsmede de onderhandelingsprocessen en de impact van de 

internationale investeringsverdragen te laten zien op de onderhandelingspositie van 

multinationals. 

Onze constatering wijst uit dat het verband tussen de nationale overheid en 

multinationals de vorm heeft van een onderhandelingsrelatie. Aanzienlijk bewijs toont aan dat 

er conflicten bestaan tussen de regering en de multinationals. Conflicten ontstaan als gevolg 

van het protectionistische beleid dat wordt opgelegd door de regering van het gastland. Na de 

financiële crisis van 2008 wordt  door veel landen een protectionistische beleid gevoerd om 

de bijdrage van directe buitenlandse investeringen aan de economische ontwikkeling van een 

land te vergroten (Kettunen, 2016). Het interventionistische beleid is onvermijdelijk omdat 

het wordt beschouwd als een krachtig hulpmiddel om de baten van de directe buitenlandse 

investeringen te vergroten. Bovendien is de druk van lokale gemeenschappen groter in het 

democratiseringstijdperk, zodat het interventionistische beleid een nuttig instrument is om 

kiezers te winnen. Evenzo heeft Indonesië in de mijnsector een protectionistisch beleid 

gevoerd door een desinvestering van buitenlandse bedrijven te eisen, export van het niet-

verwerkte mineraal te verbieden en binnenlandse bedrijven en lokale werknemers prioriteit te 

geven boven buitenlandse bedrijven. Aanvankelijk reageerden multinationals op het 

protectionistische beleid met een harde benadering door een proces aan te spannen bij de 

internationale arbitrage. Later hebben multinationals er echter voor gekozen via 

onderhandelingen de conflicten op te lossen. 
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Tijdens het onderhandelingsproces zijn er twee niveaus van onderhandelingen tussen 

het gastland en de regering van het land van herkomst en tussen de regering van het gastland 

en de multinationals. De eerste onderhandelingen vinden plaats tussen het gastland en de 

regering van het land van herkomst, wat resulteert in de principes, normen en paradigma's met 

betrekking tot het BDI-beheer. Het tweede onderhandelingsproces vindt plaats tussen de 

regering van het gastland en de multinationals. In het gedecentraliseerde systeem zijn bij het 

onderhandelingsproces actoren op meerdere niveaus en multinationals betrokken. Niettemin 

blijft de rol van de gemeenschappen beperkt, omdat de belangen van lokale gemeenschappen 

worden geacht te zijn vertegenwoordigd door het district en de provinciale overheid. 

In de onderhandelingsprocessen richt de regering van het gastland de aandacht op de 

economische en sociale voordelen die kunnen worden verkregen door de komst van BDI’s. 

Ondertussen maken de multinationals zich zorgen over de bedrijfsdoelstellingen zonder de 

legitimiteit van lokale instellingen te verliezen. De provinciale en districtsregering richten 

zich ook op de potentiële economische en sociale voordelen. De macht van onderhandeling 

van de regering van het gastland is voornamelijk gebaseerd op het bestaan van natuurlijke 

hulpbronnen, terwijl de onderhandelingsmacht van multinationals is afgeleid van zijn 

economische bijdrage aan het land en de steun van het land van herkomst en het 

internationale investeringsbeleid. De internationale overeenkomsten beperken de regering van 

het gastland in het onderhandelingsproces. Terwijl aan de andere kant multinationals beperkt 

worden door een mogelijk financieel verlies en de mogelijke reputatieschade van het geschil. 

Ons onderzoek toont ook aan dat multinationals net zo dwingend zijn richting de staat. 

Door gebruik te maken van internationale investeringsovereenkomsten, zoals de bilaterale en 

multilaterale investeringsovereenkomsten, kunnen de multinationals worden vrijgesteld van 

verplichtingen die worden bepaald door de lokale wetgeving. De multinationals dreigen de 

overheid vaak dat men het geschil naar een internationaal gerechtshof wil brengen. De 

multinationals gebruiken ook de diplomatieke macht van de regering van het land van 

herkomst om de regering van het gastland onder druk te zetten bij het onderhandelingsproces. 

Daarom is het resultaat van het onderhandelingsproces in hoge mate afhankelijk van de 

capaciteiten van de staat in het onderhandelingsproces en de beperkingen van de overheid. De 

internationale overeenkomst kan de macht van de regering van het gastland in het 

onderhandelingsproces verminderen. 

Samenvattend heeft dit proefschrift dynamische interacties aangetoond tussen actoren 

in het beheren van inkomende BDI’s na de invoering van het gedecentraliseerde systeem in 
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Indonesië. Uit het onderzoek blijkt dat er een verschuiving plaatsvindt in interactie tussen de 

overheidsactoren op de verschillende bestuursniveaus van een hiërarchische naar een 

netwerkrelatie. De samenwerking tussen overheidsactoren op verschillende bestuursniveaus is 

noodzakelijk en cruciaal voor het succes van de beleidsimplementatie bij het beheer van 

binnenkomende BDI’s. Bovendien, in het gedecentraliseerde systeem is de aard van de relatie 

tussen overheid en multinationals één van samenwerking. Echter, de relatie neigt naar de 

vorm van een onderhandelingsrelatie, waarin zowel de overheid als het internationale 

bedrijfsleven onderhandelen over de BDI-projecten en over een aantal relevante 

beleidsmaatregelen. Het onderhandelingsproces is onvermijdelijk het gevolg van de 

democratische procedure die de bevolking meer ruimte biedt om deel te nemen aan het proces 

van openbaar beleid. Het onderhandelingsproces vindt niet alleen plaats tussen nationale 

overheden en multinationals, maar ook tussen lokale overheden en multinationals. De 

bevindingen van dit proefschrift vormen een aanvulling op de theorie over relaties tussen 

internationale bedrijven en overheden, is sterk gericht op de relatie tussen de nationale 

overheid en multinationals en gaat weinig in op de rol van subnationale instellingen. 

Ter afsluiting van dit proefschrift hebben we beleidsaanbevelingen gedaan om het 

beheer van BDI’s in Indonesië te verbeteren. We bevelen de nationale overheid aan om de 

wetgeving, het beleid en de regelgeving met betrekking tot investeringen op nationaal niveau 

te verbeteren en het coördinatiemechanisme bij het beheer van binnenkomende BDI’s te 

verbeteren. Tevens raden we lokale overheden aan om lokale instellingen en lokale 

infrastructuur te verbeteren om het concurrentievermogen van de regio's te vergroten. Verder 

adviseren we de lokale overheden   innovatieve benaderingen te gebruiken bij het bevorderen 

van het investeringspotentieel, bij het uitvoeren van strategieën om de bijdrage van 

inkomende BDI’s voor lokale mensen te vergroten, bij het samenbrengen van lokale bedrijven 

en multinationals om de koppeling te ondersteunen en bij het vergroten van de capaciteit van 

lokaal personeel om de technologische verschillen tussen binnenlandse ondernemingen en 

multinationals te verkleinen. Ten slotte raden we managers van multinationals aan om goede 

corporate-governance practices uit te voeren, activiteiten te ondernemen op het gebied van 

maatschappelijk verantwoord ondernemen en bedrijfsstrategieën aan te passen door lokale 

mensen te interesseren voor bedrijfsactiviteiten. Door deze aanbevelingen te doen, 

verwachten we dat binnenkomende BDI’s naar Indonesië niet alleen hoog zullen zijn in 

aantal, maar ook in kwaliteit om zo een duurzame ontwikkeling te bereiken. 

	



	
	

		
	 1 

CHAPTER I. INTRODUCTION 

1.1  BACKGROUND  

The contributions that inward Foreign Direct Investment (FDI) has made towards the 

acceleration of economic growth within a host country’s government remain ambiguous. 

Many studies have found that inward FDI can enhance economic growth in a host country 

(Blostrom and Kokko, 1998, Rodriguez and Clare, 1996 and Graham and Krugman, 1991). 

Other studies have found the opposite results; according to OECD (2001), Pavlinek (2004), 

Galagher (2005), Figini and Gorg (2011) and Wei et al. (2009), inward FDI may increase a 

country’s dependency on foreign capital, destroy domestic enterprises, increase income 

inequality and deteriorating environmental quality.  

The inward FDI will have significant contributions to economic growth in a host 

country when certain factors do exist.  Several studies have found that the human resources 

capacity of the host country’s government (Boreinsztein et al., 1998, and Li and Liu, 2005) 

and the appropriate governance setting (Solomon, 2011) are factors which influence the levels 

of contribution of inward FDI on local economies. Because the governance setting is an 

important factor in the enhancement of the contribution of inward FDI on the development of 

local economies, further research on the appropriate governance setting on inward FDI is 

necessary. 

Due to the importance of the governance setting to enhance the contribution of inward 

FDI on local economies, the research on the governance setting of inward FDI in Indonesia is 

thought-provoking. Indonesia is one of the top five recipients of inward FDI in Asia 

(UNCTAD, 2017c). Indonesia has abundant natural resources, a stable macro-economy, and 

huge market size (Tambunan, 2013); furthermore, since the economic crisis in 1998, Indonesia 

has undertaken significant regulatory reforms to improve its attractiveness and 

competitiveness in the global market. One of these substantial reforms was the introduction of 

the decentralized governance system in 2001, which provided the district government with a 

bigger role in the management of regional economic development.  

Since the introduction of the decentralized governance system in Indonesia, there have 

been few studies which focus on the governance setting of inward FDI under the decentralized 

system in Indonesia. For example, studies on the legal investment framework in Indonesia, 

conducted by Rajenthraan (2002), and OECD (2010). Other studies conducted on inward FDI 

focus on the contribution of inward FDI on development; examples of these studies include 
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Pardjiono (2003),  Shodiq and Nuryadin (2005), Effendi and Soemantri (2003), who examine 

the contribution of inward FDI to economic growth, and Lipsey and Sjolhom (2004), who 

examine the impact of inward FDI on social development in Indonesia. However, studies 

which emphasize specifically the dynamic interaction between national government, local 

government, and MNCs in the process of managing inward FDI in Indonesia remain absent or 

limited at best. Due to this limitation, the following dissertation is devoted to the analysis of 

the governance setting of inward FDI in Indonesia since the introduction of the decentralized 

governance system, with focus on the dynamic interaction between national and local 

government and MNCs. 

 The objective of this dissertation is to contribute to the conversation regarding the 

governance of inward FDI especially related to the relationship between the state and 

international business, which has become an important topic in the international political 

economy realm. Much literature on the relationship between government and international 

business paid little attention to the roles of sub-national government and focused heavily on 

the government actors, on a national level. For instance, Vernon (1978)  examines the 

bargaining relationship between the national government and Multinational Corporations 

(MNCs) in many developing countries, from the 1960s to 1980s. Also, Behrman and Grosse 

(1990), Stopford and Strange (1991), and Dunning (1998) examine the interaction between the 

national host country government and MNCs from the 1990s to the 2000s. In fact, most 

countries in the world have implemented decentralization, which gives sub-national 

institutions greater power to manage their economic development (Manor, 1999). This 

phenomenon, in combination with globalization, has changed the relationship between 

government, international business actors, and non-state actors on international, national, and 

sub-national levels (Behrman and Grosse, 1990). The change of the relationship has not been 

theorized well in much literature recently, although decentralization, which gives the sub-

national government more power to manage its regional economic development, has been 

implemented in many countries. 

In an attempt to fill the theoretical gaps listed above, this dissertation analyzes the 

governance of inward FDI in Indonesia. More specifically, we focus on the strategies used by 

the government to achieve sustainable development from inward FDI, and on the dynamic 

interaction between host country (national) government, host country (sub-national) 

government, and MNCs (see figure 1.1 the triangular governance relationship). Illuminating 

the triangular governance relationship found in the inward FDI management can help 

policymakers to improve the governance system, to achieve a better quality of inward FDI, 
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and to help the managers of MNCs to adjust their business approach in response to global 

change. 

We divide our analysis into four different empirical components (see figure 1.1). The 

first empirical component examines the institutional FDI framework in Indonesia. The 

analysis provides an understanding of regulatory frameworks which affect the interaction 

between actors in the process of managing inward FDI.  It includes the analysis of regulations 

on investment, trade, and other economic policies. The second empirical component of this 

dissertation examines the relationship between the national and local government, in the 

managing of inward FDI. In addition, we analyze the factors which influence the success of 

the coordination mechanism in the decentralized system. Many studies have found that 

decentralization decreases the volume inward FDI in many countries in the world due to 

problematic coordination mechanisms. For instance, Yong (2008) found that decentralization 

decreases inward FDI in India, but not in China. Kessing et al. (2007) found that 

decentralization reduces inward FDI in sixty countries in the world, and Kalamova (2008) 

found that decentralization reduces inward FDI in the Organisation for Economic Co-

operation and Development (OECD) countries. Nevertheless, these studies have lacked 

information pertaining to the factors which may have caused the coordination problems, and 

to possible solutions offered; in the second component of our empirical analysis, we examine 

the intergovernmental relations in managing inward FDI in Indonesia with the aim of 

complementing the research conducted before us. 

In the third empirical part of this dissertation, we discuss the nature of the relationship 

between local governments and MNCs. In addition, this section examines whether or not a 

decentralized system increases the bargaining power of local government when having a 

negotiation with MNCs. Our argument lies on the postulate developed by Qian and Weingast 

(1997), who argue that decentralization increases the competition between regions for capital 

investment, resulting in the local governments’ cooperation with MNCs by providing more 

friendly investment policies. Also, under a decentralization system negotiation between local 

government and MNCs is unavoidable because the local leader and the MNCs must consider 

the local community’s interest in the economic development (Guthrie, 1997).  

The fourth empirical part of this dissertation discusses the relationship between the 

national government of Indonesia and MNCs. This section analyzes the negotiation process 

between the host (national) country government with MNCs by considering the interest of the 

local community, local government actors, and pressure group. This analysis helps us to 
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understand the ways that MNCs respond domestic policy changes, the roles of the home 

country government in supporting the MNCs, and the influence of international investment 

regime on negotiation processes between the national government and MNCs.  

Figure 1.1 The triangular governance relationship to manage FDI 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1.2  INDONESIA AS A LOCUS OF STUDY: THE DECENTRALIZATION 

CONTEXT. 

The objective of this dissertation is to understand how the inward FDI in Indonesia has 

been managed since the introduction of the decentralization system. It focuses on the 

strategies used by the government to achieve sustainable development from inward FDI, and 

the dynamic interaction between host country (national) government, host country (sub-

national) government, and MNCs. Although these actors are the main actors to be analyzed, 

we also include additional actors, such as local community and supra-national institution, in 

the interaction process.  

We select Indonesia as a locus of study due to the following characteristics: Indonesia 

has a globally emerging economy, is a member of G-20, and is a newly industrialized country 

which has successfully attracted FDI. Indonesia is also one of the top 20 recipients of FDI in 

the world, and the second biggest recipient of FDI in Association of Southeast Asia Nations 

(ASEAN) member countries along with Singapore (UNCTAD, 2014). Furthermore, Indonesia 
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is the third largest democratic country in the world, and it has transformed from the most 

centralized country into the most decentralized country in the world. As the Head of 

Subdivision for Foreign Enterprises Cooperation at the Ministry of Home Affairs office of 

Indonesia, I have had the privilege of being involved in the interaction processes between 

those actors. Therefore, this dissertation provides insights from internal actors.  

Indonesian government consists of three levels of government: the national or central 

government, the provincial government, and the district or municipal government. Indonesia 

has been implementing a decentralization system since 2001, which gives the district and the 

provincial government greater power to manage regional economic development. 

Decentralization may be defined as a transfer of power, authorities, responsibilities, private 

companies or civil society from the national to sub-national government (Cheema and 

Rondinelli, 2007). In the beginning, decentralization in Indonesia was aimed to reduce the 

political tension of the rich natural resources such as Papua, Aceh, Eastern Kalimantan after 

the fall of Soeharto’s regime (Green, 2005). In its implementation, the law on decentralization 

has been changed two times since its introduction in 1999. Therefore, we divide the phase of 

decentralization into three waves: the first wave of decentralization (2001-2004); the second 

wave of decentralization (2004 - 2014); and the third wave of decentralization (2014 -present).  

1.2.1 The first wave of decentralization (2001 – 2004) 

The first wave of decentralization was implemented in 2001 after Law 22 on local 

governance (1999) was fully implemented. Under Law 22 (1999) the national government 

transferred all authorities to the district governments except six affairs as follows: the judicial 

system, fiscal and monetary affairs, national defense, national security, foreign affairs and 

religious affairs (Suwandi, 2015). The provincial governments had roles as coordinator of 

district governments and as representative of the national government at the local level (Law 

22, 1999). 

The national government devolved authorities to issue investment, and business licenses 

to the provincial governments include the foreign investment license (Presidential Decree 117, 

1999). However, the investment license on the foreign investment in the high technology and 

high-risk sectors such as nuclear energy, genetic engineering, and weapon industry was issued 

by the national government (Government Regulation 25, 2000). To stipulate the investment 

license, the provincial government created the Indonesian Regional Investment Coordination 

Board, Badan Koordinasi Penanaman Modal Daerah (BKPMD). This agency had the 

following functions: (1) to advise the governor on stipulating the regional investment policies; 
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(2) to issue domestic and foreign investment licenses; (3) to monitor the implementation of 

investment projects.  

1.2.2 The second wave of decentralization (2004 – 2014) 

In 2004, Law 22 on local governance (1999) was replaced by Law 32 on local 

governance (2004) as a result of many issues in the economic development which had arisen 

as a result of the previous law (Ministry of Home Affairs, 2011). For instance, the conflict 

between the different levels of governments became more prevalent due to the unclear 

distribution of functions among the different levels of government. Likewise, there was local 

political instability because local councils in many districts abused its power to dismiss the 

district heads or mayor given by the law (Ministry of Home Affairs, 2011). In addition, the 

uncertainty, political instability, and increased corruption under the first wave of 

decentralization deteriorated investment and business climates in Indonesia (LPEM UI, 2002; 

World Bank, 2005). 

Law 32 on local governance (2004) strengthened the roles of national governments and 

reformulated the distribution of authorities among national, provincial and district 

governments, based on three criteria: externality, efficiency, and accountability. Suwandi1 

(2015) described the mechanism of intergovernmental relations during period of 2004 to 2014 

as follows: the national government created standards, norms, and guidelines for provincial, 

district and municipal governments to provide public services; supervised and monitored the 

implementation of these standards; and provided training for provincial, district/municipal 

governments to carry out the public services. The provincial government had authorities 

implement the standards, norms, and guidance at the provincial level, and monitoring the 

implementation of the standards at the district level. The district or municipal governments 

used the standards and norms as a guideline in providing public services at the district level 

(Suwandi, 2015). In terms of FDI management, the national government took the authority to 

stipulate investment and business licenses for foreign investment from provincial government 

(Head of BKPM Decree No 57&58/SK/2004). The national government administered the 

licensing procedure for FDI through a national body called the National Coordinating 

Investment Board or Badan Koordinasi Penanaman Modal (BKPM). The provincial and 

district governments had the authority to provide some necessary permits related to the 

location of the inward FDI projects. However, in terms of investment promotion, provision of 

incentives for investment, infrastructure development, and development of information 

																																																													
1 Suwandi made was Director General for General Government Affairs at the Ministry of Home Affairs and the head of the committee for the 
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systems of investment and monitoring processes, there must be cooperation between the 

national and provincial and district government (Government Regulation No. 38, 2007). 

1.2.3 The third wave of decentralization (2014 – 2018) 

In 2014, the law 32 on local governance (2004) was replaced by Law 23 on local 

governance (2014). Law 23 provided a more rigid division of functions between national, 

provincial, and district government (Ministry of Home Affairs, 2011). Many aspects of public 

services provision became the responsibility of the provincial government, instead of the 

district government; for example, education, health, waste management, mining, and tourism 

(Suwandi, 2015). More specifically, Law 23 divided the government's functions into three 

categories: the absolute functions, concurrent functions, and general functions. The absolute 

functions are defined as roles retained by the national government in the following six affairs: 

judiciary, fiscal/monetary affairs, national defense, national security, and foreign and religious 

affairs (Law 23, 2014). The concurrent functions are defined as roles which are shared among 

national, provincial and district governments (Law 23, 2014). The general governance 

function is an administrative function possessed by President as head of government 

administration such as manage national stability, resolve conflict, manage national unity, and 

maintain nationalism (Law 23, 2014).   

In the management process of FDI, a national government agency, the National 

Coordinating Investment Board (BKPM) stipulates both investment and business licenses for 

FDI. However, the provincial and district government are also important parts of the 

investment licensing procedure. Those governments are responsible for stipulating location 

permits, environmental permits, land use permits, disturbance permits, and building permits as 

part of the whole licensing procedure processes (Head of BKPM Decree No 14 the Year of 

2015).  

1.3 PROBLEMS OF DECENTRALIZATION IN INDONESIA 

After the decentralization have been introduced in 2001, several issues that have 

arisen. Those issues have driven me to conduct the studies on the governance of inward FDI in 

Indonesia or how the inward FDI has been managed since the introduction of the decentralized 

governance system. Our analysis focuses on the investment regulatory frameworks to achieve 

sustainable development and the dynamic relationship between the national government, local 

government, and MNCs. Some issues related to the management of inward FDI under the 

decentralized governance system are discussed in the following section.  
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During the period after the introduction of the decentralized system in 2001, there was 

little evidence that decentralization could enhance the contribution of FDI towards regional 

economic growth, which contradicts with the objective of decentralization (KADIN2, 2012). 

Data KADIN (2012) indicates that although the amount of inward FDI went to regions 

increased (see table 1.1), the ratio of total inward FDI toward regional GDP decreased over 

time, especially during the decentralization era (2001 – 2010). Other studies have shown 

similar evidence. For instance, Effendi and Soemantri (2003) found that the contribution of 

inward FDI on local economic growth occurred in a short-term, but not in the long term.  

Furthermore, Sodik and Nuryadin (2005) found that there is little evidence to support that 

inward FDI can accelerate regional economic growth. The lack contribution of inward FDI on 

regional economic growth has attracted me to examine the ways in which the national 

government drives both the investment policies and the roles of the district and provincial 

governments to attract and to steer inward FDI. More specifically, we are interested in 

exploring the way of district governments interact with MNCs to ensure benefits of inward 

FDI. 

Table 1.1 Inward FDI in Indonesia, 1986 – 2015 ($ million) 

Centralization After decentralization 

Years Inward FDI ($million) Years Inward FDI ($million) 

1986 258 2001 -2.977 

1987 385 2002 146 

1988 576 2003 -597 

1989 682 2004 1.896 

1990 1.092 2005 8.336 

1991 1.482 2006 4.914 

1992 1.799 2007 6.928 

1993 2.003 2008 9.318 

1994 2.101 2009 4.878 

1995 4.419 2010 13.771 

1996 6.245 2011 19.241 

1997 4.729 2012 19.138 

1998 -207 2013 18.817 

1999 -1.838 2014 21.811 

2000 -4.550 2015 16.641 

Source: UNCTAD (2017b) The Foreign Direct Investment statistic report 2017. 

																																																													
2KADIN is the Indonesian Chambers of Commerce 
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Note: There is a significant increase in the amount inward FDI in the decentralization periods 
(2001 – 2015). In 1986 the amount of inward FDI was only $ 258 million, and it increased 
significantly to $ 4.7 billion in 1997. The inward FDI decreased significantly from 1998 to 
2001, after Indonesia was hit by the economic crisis. After decentralization, the amount of 
inward FDI increased significantly again and reached $ 16.7 billion in 2015. 
 

Figure 1.2 Inward FDI and Domestic Investment in Indonesia 1990 – 2010, (% Regional GDP). 

 

Source: KADIN (2012) Decentralization and Business Progress in the regions. 
Note: 1.  The regional GDP is an aggregated number of the regional GDP in all provinces in 

Indonesia. 
          2.  The graph indicates that there is a trend of decrease in the ratio of FDI on the regional 

GDP, which means that decentralization cannot increase the contribution of investment 
to the regional economic growth 

 
 Secondly, BKPM (2013) shows that the inward FDI projects remain centralized in 

Java-Bali regions, despite decentralization (see table 1.2). Under the decentralization era, 

some regions received a higher amount of inward FDI than they did during the centralization 

era. However, the difference is not significant. For instance, the inward FDI that went to the 

Sumatra regions during the decentralization era was higher than it was during the 

centralization era. There was also a slight increase of FDI during this era in the eastern areas, 

such as the Kalimantan and Sulawesi regions. This regional increase of FDI during the 

decentralization era has compelled researchers to try and understand whether or not 

decentralization can increase the roles of local government to influence the location decisions 

by the MNCs. A study of the dynamic relationship between the national, local and MNCs, 

which focuses on the dynamic interaction between the local government and MNCs, would be 

beneficial for future research. 

 

Ratio of domestic 
investment on regional 
GDP (%) 

Ratio of foreign 
investment on 
regional GDP (%) 
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Table 1.2 Distribution of inward FDI projects in Indonesia 

Regions 

1990 – 1997 
(centralization 

period) 

1998 – 2000 
(transition 

periods) 

2001 – 2003 (1st 
wave of 

decentralization) 

2004 – 2012 (2nd 
wave of 

decentralization) 
Projects Capital Project  Capital Project  Capital Project  Capital 

Regions 
Sumatra 7,44% 2,13% 11,38% 18,93% 7,01% 11,83% 11,92% 11,08% 

Regions 
Java-Bali 

88,8% 97,16% 84,96% 72,59% 88,72% 81,99% 76,88% 74,66% 

Region 
Kalimantan 

1,30% 0,19% 1,29% 2,66% 1,89% 3,09% 5,96% 7,83% 

Region 
Sulawesi 

1,41% 0,10% 1,63% 3,36% 1,05% 2,85% 2,50% 2,61% 

Eastern 
Region 

1,03% 0,41% 1,15% 2,73% 1,40% 0,38% 3,44% 4,09% 

Source: BKPM (2013) compiled by Kuswanto. 

Note: The inward FDI remains concentrated in the Java-Bali Regions. After the decentralization 
era, there was a slight improvement in term of the national distribution of the inward FDI across 
regions.  
	

	 Thirdly, there is a significant change in the relationship between the national, 

provincial, and district governments, which caused the coordination problems due to 

decentralization. Many studies on intergovernmental relations such as Brojonegoro and 

Vazquez (2004) and Brojonegoro and Ford (2007) found that the coordination mechanism 

among national, provincial and district governments became more complex compared to the 

centralized period (prior 2001). The complex relationship leads to the ineffectiveness of policy 

implementation. A study by the World Bank (2005) found that conflicts between local and 

national regulations and overlapping of national regulations were considered to be the most 

significant issue in Indonesia during the decentralization era. Another example of coordination 

problem can be seen from the issue of over taxation, in which a company has to pay taxes 

levied by national, provincials and district governments. A survey conducted by LPEM-UI 

(2002) found that decentralization has driven local governments to levy taxes to many 

businesses in their regions, without considering the impact of these taxes on business 

activities. KADIN reported that there are about 1,006 local regulations which are primarily 

focused on the local taxations imposed for investors (Patunru and Wardhani, 2008). The 

coordination problems arise in the period of decentralization (2001 – 2017) has attracted me to 

explore more detail on the dynamic interactions between the national, provincial, and district 

governments, which are involved in the process of managing inward FDI in Indonesia. 
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 Lastly, during the decentralization era (2001 – 2017), there were many conflicts 

involving the local communities, local governments, national government, and MNCs. For 

instance, the conflict between the government of Indonesia with Freeport Indonesia, Inc., 

between the government of Indonesia with Newmont Nusa Tenggara, Inc., and between the 

government of Indonesia with Churchil Mining, Inc. From these conflicts, we wish to 

understand the nature of the relationships between the national government and MNCs, under 

a decentralized system. More specifically, we are curious to examine why these conflicts still 

occur under the current globalized system in Indonesia, how the government and MNCs can 

resolve these conflicts and the significance of the roles of the sub-national institutions in the 

conflict-resolving process. 

1.4 RESEARCH QUESTIONS  

Depart from the above issues and theoretical debate, this study has come up with one 

overarching research question: 

How has Indonesia managed inward FDI since the introduction of the 

decentralization system? 

To answer this question, we need to first address the two following sub-research questions: 

1. How do the investment policies in Indonesia embody the concept of sustainable 

development? This question seeks an explanation regarding the current governance 

setting in Indonesia and asks whether the concept of sustainable development has been 

adopted in the policies regarding the inward FDI.  Furthermore, the answer exploration 

helps us to understand the Indonesian policies in the context of the inward FDI. 

2. What is the nature of the relationships between the national government, local 

government, and MNCs under a decentralized system in Indonesia? This question 

seeks an explanation regarding the ways in which the national government, local 

government, and MNCs interact with the decentralized system in Indonesia. It examines 

the goals and interests of these actors, their resources and constraints, and the mechanisms 

of interaction in the management process of inward FDI, under a decentralized system. 

The answers to this question are crucial to understanding the roles that the international 

investment regime and supra-national institution play on the domestic actors’ attitudes 

toward MNCs, and the influence of decentralization upon the attitude of MNC’s actors 

towards their host country’s government. To fully explore this, we split up the analysis 

into three analytical themes to answer the following sub-research questions: 
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a) How do the national, provincial, and district/municipality government 

actors interact with each other in managing inward FDI in Indonesia? 

This question seeks an explanation regarding the distribution of functions 

between three tiers of governments in the management of inward FDI, and 

their coordination mechanisms in carrying out these functions. The answer to 

this question will demystify the collaboration process between all levels of 

government which aims to overcome their shared issues, such as poor 

investment climates in Indonesia. 

b) What is the nature of the relationship between local governments and 

MNCs, with regards to inward FDI in the era of decentralized 

governance? The answer to this research question provides evidence of the 

influence of the decentralization system upon the nature of the relationship 

between local government and MNCs. Furthermore, it portrays the ways in 

which the local government engages with MNCs to support regional 

economic development. 

c) What is the nature of the relationship between the national government 

and MNCs in the era of decentralized governance? The question seeks an 

explanation related to the negotiation process between the government of 

Indonesia and MNCs in mining sectors. Furthermore, it also provides 

evidence that the globalization and decentralization have significant impacts 

on the relationship between the government and MNCs.   
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1.5 CHAPTER OVERVIEW 

 This dissertation consists of seven chapters. Chapter I of this dissertation provides 

information about the research background, the focus and locus of the study, the research 

objectives, research questions, and overviews of the overall chapter in the dissertation. 

Chapter II of this dissertation provides an overview of the theoretical concepts of the 

governance of inward FDI and research design. We begin our overview of the theory of 

governance which includes decentralization, Multi-level Governance Theory, the theory of 

Foreign Direct Investment (FDI), bargaining theories, and concepts of sustainable 

development. From these theories, we develop our conceptual framework as the instrument of 

analysis with which we will answer the research question.  This chapter also elaborates upon 

how the data and information are collected, analyzed and presented in the dissertation. 

Furthermore, we explain the reasons for choosing our methods and design. 

Chapter III of this dissertation provides an overview about the policy framework on 

inward FDI in Indonesia. We analyze whether the concept of sustainable development has 

been embodied in the investment policies in Indonesia. As an analytical tool, we employ the 

Investment Policy Framework for Sustainable Development developed by UNCTAD (2012). 

The analysis focuses on the strategic and normative policies to achieve sustainable 

development from the investment. 

Chapter IV analyzes the dynamic interactions between the national, provincial, and 

district/municipal governments in the process of managing inward FDI in Indonesia. More 

specifically, we analyze the division of functions to manage inward FDI among the various 

levels of government, and their mechanisms of coordination used to overcome the issue of 

poor investment climates in Indonesia. Our analysis utilizes the concept of multi-level 

governance, which is then applied to analyze the relationship between the national-provincial 

and district governments’ level by using Banyuwangi and Ogan Komering Ilir (OKI) districts 

as case studies.  

Chapter V of the dissertation analyzes the nature of the relationship between local 

governments and MNCs under a decentralized setting in Indonesia.  By utilizing the concepts 

of decentralization and political bargaining model and selecting Banyuwangi and Ogan 

Komering Ilir district as case studies, we examine the impacts of decentralization on the nature 

of the relationship between local governments and MNCs, specifically, the bargaining 

positions of local government when having the negotiation with MNCs. Furthermore, chapter 
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V portrays the ways that local governments engage with MNCs to ensure that their 

communities may benefit from inward FDI. 

Chapter VI of this dissertation analyzes the nature of the relationship between the 

national government and MNCs within mining sectors in Indonesia. More specifically, we 

examine the negotiation process between the government of Indonesia and two MNCs which 

involving other actors such as local communities and local government officials. Although the 

focus of our analysis is the nature of the relationship between the government and MNCs, we 

also scrutinize the bargaining process between the home country government and host country 

government, in order to understand the relationship between the global regime and domestic 

policies used recently, using a two-tier bargaining model and selecting the negotiation process 

between the Government of Indonesia with Freeport Indonesia, Inc. and between the 

government of Indonesia with Newmont Nusa Tenggara, Inc.  

Chapter VII of the dissertation concludes the empirical chapter by overviewing lessons 

from the empirical chapters. Furthermore, this chapter also reiterates the core arguments of the 

thesis and formulates answers to the research questions. In addition, it illustrates the 

contribution of this research to the current theoretical debate and provides policy 

recommendations for the national government, provincial government, district government, 

and manager of MNCs.  
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CHAPTER II. LITERATURE REVIEW AND RESEARCH DESIGN 

 This dissertation aims to analyze the ways in which Indonesia has managed inward 

FDI since the introduction of the decentralized governance system. Furthermore, it focuses on 

the ways in which investment policies are directed to achieve sustainable development, and 

the dynamic interactions between the national government, local governments, and MNCs in 

the process of managing inward FDI. In order to accomplish these objectives, a variety of 

literature and concepts have been assessed to develop a framework of analysis. In the 

beginning, we review the theory of Governance and the concepts of FDI and development. We 

also assess theory of International Business and Government Relationships in the international 

political economy, and a selection of international business literature. 

2.1 GOVERNANCE 

This dissertation examines the governance of inward FDI in Indonesia under the 

decentralized governance system. Understanding the concept of governance is necessary to 

fully determine the scope of the study. Currently, the governance is defined differently by 

many scholars across several academic disciplines. In sociology, Kooiman (2003) and Bevir 

(2010) define the governance as the system which influences social interactions between 

actors solving social problems.  In political science, Bratton and van de Walle (1992) define 

the governance as dynamic interaction process between states and social actors to determine 

the rules of the political game. Frischtak (1994) defines governance as the capacity to 

determine good public policy that represents the public interest, through the aggregation of the 

many different interests of political actors. In economics, the concept of governance is 

understood as the formal and informal regulations used to govern the economic relationships 

between public and private parties (Williamson, 1979). In international relations, the United 

Nations (1995) defines the governance as the sum of the many ways that public and private 

individuals and institutions manage their common affairs. The governance consists of the 

formal and informal institutions which influence the interaction processes between actors with 

different interests. 

 Governance is defined, in this dissertation, as both an institution and an interactive 

process. Firstly, governance consists of the formal and informal regulations used to govern the 

social, political, and economic relationships between actors. Secondly, governance is 

perceived as the interactive process between social, political, and economic actors.  
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2.2   FOREIGN DIRECT INVESTMENT (FDI) AND DEVELOPMENT 

The concept of foreign direct investment has several different meanings and 

measurements. In this dissertation, we select the definition developed by the Organization for 

Economic Cooperation and Development (OECD) and the International Monetary Fund 

(IMF). OECD (1996) defines FDI as an investment made by foreign enterprises in one 

economy to obtain a lasting interest in another country. In a more accurate definition, a direct 

investment enterprise is an enterprise with foreign equity of ten percent or more of an ordinary 

share of companies. Similarly, the IMF (2004 p.3) defines FDI as follows:  

“[An]international investment that reflects the objective of a resident in one economy 
(the direct investor) obtaining a lasting interest in an enterprise resident in another 
economy (the direct investment enterprise). The lasting interest implies the existence of 
a long-term relationship between the direct investor and the direct investment 
enterprise, and a significant degree of influence by the investor on the management of 
the enterprise. A direct investment relationship is established when the direct investor 
has acquired 10 percent or more of the ordinary shares or voting power of an 
enterprise abroad.” 

 The above definitions have shown four essential characteristics of FDI. Firstly, FDI is 

conducted by companies in other countries. Secondly, investments involve a long-term 

relationship between the companies and the host countries, facilitated through an 

establishment of a physical entity such as factory, office, etc. Thirdly, investments implicate 

the control of foreign companies in the management of the firms in the host country. Fourthly, 

the international companies possess at least ten percent of the foreign equity of the newly 

created companies or partners companies in host countries.  

There are two types of FDI, based on the flow of money. Inward FDI is the direct 

investment from abroad, which involving transfer of all liabilities and assets from the direct 

foreign investors to the resident's enterprises (World Bank, 2017). In contrast, the outward 

foreign FDI is the direct investments go abroad which involving transfer of all liabilities and 

assets from resident direct investors to the foreign enterprises (World Bank, 2017). Inward 

FDI has several forms; Markusen (1984) classifies three forms of FDI: horizontal FDI, vertical 

FDI, and conglomerate FDI. Horizontal FDI is a type of FDI that occurs when companies 

expand their target market and produce similar goods outside the country to reduce 

transportation costs and tariffs. Vertical FDI is a type of FDI that occurs when companies try 

to exploit raw materials that are not found in their home country, with the goal of reducing 

production costs. Conglomerate FDI involves both vertical and horizontal FDI occurring at the 

same time (Markusen, 1984).   
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In terms of mode of investment, Chaudhuri and Mukhopadhay (2014) classify three 

types of FDI: greenfield investment, merger and acquisition (M&A) investment, and joint 

venture. Greenfield investment is a form of FDI in which a foreign company begins a new 

venture and constructs new facilities in the foreign country; M&A investment is a form of FDI 

in which international companies merge with other domestic firms in the host country; joint 

venture investment is a mode of investment in which foreign enterprises develop a partnership 

with local enterprises in a particular business, and share profit, risk, and expertise (Chaudhuri 

and Mukhopadhyay, 2014) 

Inward FDI provides significant contributions to the host country’s economic 

development,  while at the same time it has adverse impacts on the country’s economic 

development. Considerable evidence shows that inward FDI can enhance the economic 

growth of a country (Borensztein et al., 1998, Blostroom and Kokko, 1998, Rodriguez and 

Clare, 1996). For instance, Chowdhury and Mavrotas (2006) found a positive relationship 

between inward FDI and economic growth in Chile, Malaysia, and Thailand. By using 24 

developing countries as samples, Choe (2003) found that inward FDI can enhance economic 

growth in those host countries, and Faras and Ghali (2009) found a positive relationship 

between inward FDI and economic growth in Gulf countries. The contribution of inward FDI 

to the economic growth in a host country because of the  technology and knowledge spillover 

from MNCs to domestic enterprises, the jobs created by MNCs, the tax paid by MNCs, and 

the supply and backward linkage between MNCs and domestic enterprises (Borensztein et al., 

1998, De Mello, 1999). Furthermore,  inward FDI improves productivity and competitiveness 

of domestic enterprises because it helps local enterprises to expand their access to 

international markets and to learn the technologies from foreign companies (Pavlinek, 2004). 

 Nevertheless, inward FDI also brings some negative consequences to the local 

economy. Shaikh (2010) found negative impacts of inward FDI on primary sectors of 

economic growth in 47 developing countries. Khalid and Noy (2007) have also found the 

adverse implications of inward FDI in the mining and quarrying sectors of economic growth 

in Indonesia. The negative impacts of inward FDI may be caused by the fact that inward FDI 

may result in the dependency of a country on foreign capital, the decay of local firms due to 

imbalanced competition, and external shift of control of the local economy (Pavlinek, 2004). 

Furthermore, inward FDI may create labor shedding, and the downsizing of production 

(Pavlinek, 2014). 
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Table 2.1 The Potential Effects of Inward FDI on Economic Development. 

Levels Potential positive effects of 
inward FDI 

Potential negative impacts 
of inward FDI 

Enterprises level • Continued and expanded 
production 

• Increased labor 
productivity 

• Access to investment 
capital 

• Access to the worldwide 
sale and distribution 
networks 

• Improved competitiveness 
• Increased R& D 

• Labor shedding 
• Disinvestment and 

downsized production 
 

Host 
country 
economy 
level 

• Retainment of existing jobs 
and creation of new jobs 

• Increased wages 
• Economic Growth  
• Increased tax base 
• Increased exports 
• Labor training 
• Provision of social services 

to local communities 
• Spillover of technology and 

wealth to the local and 
regional economy 

• Increased opportunities for 
local companies to supply 
foreign-owned enterprises 

• Local dependency on 
foreign capital 

• External control of local 
economies 

• Attracting skilled and 
semi-skilled workers 
from local businesses 

• Suppression or 
destruction of local 
firms who are unable to 
compete with FIEs 
supported by generous 
government investment 
incentives and 
benefiting from transfer 
pricing 

• Ensure the development 
of new indigenous 
enterprises 

Source: Pavlinek ( 2004, p.48) 

Note: The inward FDI has both positive and negative impacts on the economic development of the host 
country. On the one hand, inward FDI helps domestic enterprises to increase productivity, which helps 
to expand their markets internationally, increase their labor productivity, and enhancing their capacity 
to export. However, the inward FDI may also create labor shedding, and downsize production. On a 
national level, inward FDI may increase exports, raise taxes revenue, create jobs, increase wage 
standards, and generate technology spillovers. Inward FDI may also hurt local enterprises and increase 
local dependency on foreign capitals. 
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 Several factors influence the levels of contribution that inward FDI has on the 

economic growth in a country. Boreinsztein et al. (1998), Bengoa and Robles (2003), and Li 

and Liu (2005) argue that the capacity of the human resources of the host country is a pivotal 

factor in the enhancement of the contribution of inward FDI to economic development. Li and 

Liu (2005) also emphasize that the technological gap is an influential factor in increasing the 

contribution of inward FDI towards the economic growth of the host country. Bengoa and 

Robles (2003), Alfaro et al. (2004), Durham (2004), and Hermes and Lensink (2000) found 

that a stable financial market system is essential for the enhancement of the contribution of 

inward FDI towards economic growth in a host country. Solomon (2011) found that in order 

to increase the contribution of inward FDI on economic growth in a host country, the country 

should provide a good political environment for foreign investors and conduct a good 

governance practice.  

 In addition to having significant contributions to economic growth, inward FDI also 

plays essential roles in social development. Inward FDI improves the welfare of local people 

via job creation, and the national increase of wage standards (Lipsey and Sjolhom, 2004 and 

Baghirzade, 2012). Baghizarde (2012) found significant evidence that inward FDI has 

enhanced the Human Development Index (HDI) in twelve of the Commonwealth of 

Independent States (CIS). OECD (2001) found evidence that inward FDI creates employment, 

increases the distribution of wealth within and across host country and helps its host country to 

alleviate poverty. Mabey and McNally (1999), Oman (1999), and Nordstrom and Vaughan 

(1999) show the positive impacts of inward FDI on the income-per-capita in host countries. 

 Nevertheless, significant evidence shows that inward FDI also has some negative 

social consequences. Galagher (2005) and Moran (2002) found that MNCs from countries that 

have low standards of labor rights tend to violate the labor rights of their host country. Zhang 

and Zhang (2003) and Wei et al. (2009) have found that inward FDI creates income inequality 

in China. It has also been found that inward FDI decreases income inequality in Mexico 

(Jensen and Guillermo, 2007) and the US (Chintrakan et al., 2012). Basu and Guariglia (2007) 

have shown significant evidence that inward FDI promotes economic inequality in 80 

countries. Figini and Gorg (2011) and Hyungsung and Miguel (2017) have also found that 

inward FDI increases wage inequality in developing countries. Since inward FDI has both 

positive and negative impacts on the social development of its host country, the pro-market 

economic policy should be complemented with policies and interventions designed to expand 

the access of local people to income opportunities (OECD, 2001). 
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Inward FDI also has both positive and negative impacts on the environmental well-

being of its host countries. It may improve the structural efficiencies of the environmental 

regulations in the host country government if multinational companies bring with them a 

benchmark for the improvement of the environmental regulatory framework (OECD, 2001). 

Furthermore, Galagher and Zarkhy (2007) have found that MNCs have fewer negative 

pollution impacts on a nation than its domestic companies (Galagher and Zarkhy, 2007). 

However, much evidence also shows that inward FDI mining sectors have deteriorated the 

quality of the environment in the areas of mining-related activities in many developing 

countries (OECD, 2001). Cole and Elliot (2005) argue that the presence of inward FDI in 

Japan and across South Asia increases the pollution in these areas. Cole et al. (2006) found 

that the least developed countries have the weakest environmental policies, which makes them 

vulnerable to become pollution havens for foreign enterprises. 

Since inward FDI has both positive and negative impacts on sustainable development, 

many scholars have attempted to find the proper governance setting to minimize the risks of 

inward FDI and to maximize the benefits of inward FDI. OECD (2001) emphasizes the need 

for MNCs to conduct voluntary initiatives to pursue sustainable development by complying 

with ethical corporate governance principles, implementing codes of conduct in the 

management system, reporting environmental performance, and promoting corporate social 

responsibilities. Moran (2011) urges international organizations to pressure MNCs to conduct 

good corporate governance and comply with corporate social responsibilities. Furthermore, 

Moran (2011) also calls upon international organizations to assist developing countries in the 

processes of making contracts with MNCs in mining sectors, emphasizing the potential roles 

of global communities and international organizations to pressure MNCs to conduct sound 

corporate governance principles. The host country government, on the other hand, is 

responsible for establishing a proper governance setting. Many scholars refer to this as “good 

governance.”. Hoen (2001) defines good governance as “a policy which defends the interests 

of the society at large and not necessarily particular interests of small groups.” To develop 

good governance OECD (2015) created the Investment Policy Framework (IPF), to assist host 

countries with the establishment of appropriate investment policies designed to attract inward 

FDI. While the IPF only focuses on strategies that attract inward FDI, the UNCTAD (2012) 

developed an investment policy framework for sustainable development (IPFSD) which also 

focuses on the regulation of inward FDI in host countries to achieve sustainable development 

from the investment. 
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2.3  INVESTMENT POLICY FRAMEWORK FOR SUSTAINABLE 

DEVELOPMENT (IPFSD) 

In the IPFSD, UNCTAD (2012) asserts that one of the aims of investment policies 

should be achieving sustainable development. Sustainable developments can be defined as 

developments that meet not only the needs of people today but also the needs of future 

generations (WCED, 1987). The IPFSD provides some core principles and guidance to 

develop national investment policies and international investment agreements. In this 

dissertation, we focus only on the core principles and guidance proposed to establish national 

investment policies.  

There are eleven core principles of investment policymaking, which should be 

followed by the host country’s government in the creation of investment policies (UNCTAD, 

2012). First, the objective of the investment policies should be to promote inclusive growth 

and sustainable development. Second, investment policies should be grounded in the country’s 

overall development strategies. Third, investment policies should be developed with the 

involvement of all stakeholders, and the implementation must involve  good public 

governance. Fourth, investment policies should be regularly reviewed in regards to their 

effectiveness and the relevance, in the face of dynamic change. Fifth, the investment policies 

should strike an agreeable commitment to respect the right of the states and investors. Sixth, 

each country has the sovereign right to establish entry and operational conditions of foreign 

investment to minimize the risks of investments. Seventh, the restrictions or conditions 

imposed upon MNCs when MNCs entry to a host country should be open, stable, and 

predictable. Eighth, the established investors should be protected and be treated equally with 

the domestic enterprises. Ninth, policies for investment promotion and incentives should be in 

alignment with sustainable development goals. Tenth, the investment policies should facilitate 

adoption and compliance with international practice of good corporate governance, and also 

with proper corporate social responsibility. Eleventh, the international community should 

cooperate in the addressing developmental challenges related to the investments such as 

inequality, environmental degradation, and human right violation (UNCTAD, 2012).   

The eleven core principles outlined above should be incorporated into the national 

policies guidelines (UNCTAD, 2012). UNTAD (2012) assert that there are three policy 

actions to be taken by the host country’s governments, as stated below: 

 "At the strategic level, policymakers should ground investment policy in a broad road-

map for economic growth and sustainable development – such as those set out in 
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formal economic or industrial development strategies in many countries. At the 

normative level, through the set of rules and regulations, on investment in a range of 

policy areas, policymakers can promote and regulate investment that is geared toward 

sustainable development goals. At the administrative level, through appropriate 

implementation and institutional mechanisms, policymakers can ensure the continued 

relevance and effectiveness of investment policies (UNCTAD, 2012 p.15). 

2.3.1 Grounding investment policy in development strategy. 

Investment policies should be grounded in the host country's development strategies 

(UNCTAD, 2012). In line with that advice, the development planning document should be 

developed as a basis for developing investment policies. The development strategy should 

include investment priorities selected from sectors that will have the most significant 

contribution to national development. More specifically, the investment priorities are selected 

from investments which have a significant contribution to the host nation’s human resources 

capacity, technological spillover, infrastructure development, and enterprise development. 

Boreinsztein et al. (1998), Bengoa and Robles (2003) and Li and Liu (2005) emphasize the 

importance of human resources capacity to enhance contributions of inward FDI to the 

economy of the host country’s government. Another important principle is that the 

government should ensure that consistency of investment policies and other policy areas are 

geared towards their established development objectives. 

2.3.2 Investment regulations and incentives  

There are several guidelines to develop sound investment regulations and incentives. 

Fostering inclusive growth and sustainable development requires a balance of efforts to attract, 

and to regulate, inward FDI (UNCTAD, 2012). To attract inward FDI, the host country 

government should include policies to protect foreign investors from any expropriation, 

protectionism policies, discriminating behaviors. In addition, the host country government 

should secure foreign companies’ right to repatriate the profits. Furthermore, the government 

should not interfere with the operation of the foreign companies or impose any performance 

requirements and should provide a transparent, secure, and efficient land ownership 

registration system (UNCTAD, 2012). Similarly, OECD (2015) also suggests the host country 

government establish a transparent and predictable procedure of investments, avoid 

discriminatory treatment, protect the property rights of foreign enterprises, ensure the 

enforcement of contracts, and determine dispute settlements. Much evidence shows that 
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countries which are more open toward inward FDI have higher economic growth (OECD, 

2001, Sachs and Warner, 1995,  Ben David, Nordstrom and Winters, 1999). 

OECD (2015) also suggests the host country government be less restrictive toward 

inward FDI. UNCTAD (2012), in contrast, indicates that the restrictions imposed upon MNCs 

are allowed but should first be deemed as justifiable to protect national interest and national 

security, to control natural resources, to develop a critical infrastructure, to preserve the 

environment, to accelerate national development, and they should be clear and get reviewed 

periodically. 

In addition to being receptive to inward FDI, it is suggested that the host country’s 

government conduct investment promotion, and provide active incentives for foreign investors 

(UNCTAD, 2012 and OECD, 2015). Investment promotion should be connected with national 

investment policy objectives and be undertaken by a cross-ministerial body such as an 

investment promotion agency. (UNCTAD, 2012). The incentives should be given to the 

investments which stimulate the transfer of technology, enhance domestic workers' skills, and 

support linkage with local enterprises without lowering environmental, labor, or other 

regulatory standards (UNCTAD, 2012).  

Boreinsztein et al. (1998) and De Mello (1999) argue that the positive impacts of 

inward FDI on economic growth cannot be achieved automatically. UNCTAD (2012) suggest 

that the host country’s government should actively nurture and facilitate business linkage 

between foreign investors and domestic companies. These efforts can be made through direct 

intermediation between the national and international investors, by supporting national 

companies to upgrade their technology, by establishing national business norms and standards, 

and by providing incentives for foreign investors to assist in enhancing small and medium 

enterprises (SME) (UNCTAD, 2012). 

2.3.3 Investment-related policies 

UNCTAD (2012) suggest that the host country government develop a broad range of 

economic, social and environmental policies, in addition to investment policies such as trade 

policy, tax policy, competition policy, labor market regulations, land access regulations, 

corporate governance and social responsibility, environmental policy, and infrastructure 

policy. All of those policies must be combined with investment policies in order to achieve 

sustainable development (UNCTAD, 2012). For instance, the host country government should 

conduct a proper governance practice by adopting anti-corruption legislation, anti-monopoly 

policies, protection of property rights, and effective trade policies. The government also must 
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regulate the labor market, support job creation, and protect abusive labor practices by creating 

labor regulations that follow the international labor standard. Corporate governance practice is 

also encouraged, domestically, through the regulation of a company's corporate governance 

standards and environmental ordinances to regulate the company activities, which must adhere 

to international environmental standards (UNCTAD, 2012).  

We have discussed the proper governance settings which are designed to ensure that 

inward FDI is beneficial for all people in host countries.  One of the essential principles is that 

the host country government and foreign investors have an equal right (UNCTAD, 2012). We 

argue that by analyzing the dynamic relationship between the government and MNCs under 

the current decentralized system, we can further examine whether the states and investors 

interact in the process of managing inward FDI. Some relevant theories regarding the 

relationship between the host country government and MNCs are discussed in the following 

section. 

2.4  THE NATIONAL GOVERNMENT – LOCAL GOVERNMENT - MNC 

RELATIONS: A MULTI-LEVEL GOVERNANCE APPROACH 

As mentioned in the previous section, this dissertation examines the dynamic 

interaction between the national government, the local governments, and MNCs. Currently, 

the relationships between these actors have not been theorized by scholars. However, the 

relationships between the host country government and MNCs have been theorized by many 

scholars within the fields of international business and international political economy. In this 

dissertation, we combine the existing theories on the relationship between MNCs and host 

country government with Multilevel Governance Theory.  

2.4.1  The actors involved in the process of managing inward FDI 

Currently, worldwide, most countries in the world have implemented decentralization 

(Manor, 1999). This widespread decentralization has increased the roles of local governments 

in the governance process. Decentralization can be defined as a set of policies which transfer 

power, authority, and responsibilities within the government, and which also share authority 

and resources for shaping public policy within society (Cheema and Rondinelli, 2007). 

Furthermore, decentralization is classified into four types: first, political decentralization is the 

devolution of powers and authority to the local unit of government, power-sharing institutions, 

and institutionalization of procedures that allow freedom of association and participation of 

civil society organizations, both in public decision-making processes and in selecting political 

representatives. Second, fiscal decentralization is a mechanism for fiscal cooperation in 
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sharing public revenues among all levels of government; for budgetary delegation in public 

revenue raising and expenditure allocation, and for fiscal autonomy for the state, regional, or 

local governments. Third, administrative decentralization is the distribution of authority, 

responsibility, and financial resources from the central government to the local governments, 

semiautonomous public authorities, corporations, area-wide, regional, or functional 

authorities. Fourth, economic decentralization is a transfer of responsibility of functions such 

as liberalization, deregulation, privatization of state enterprises and public-private partnership 

from the public to private parties (Cheema and Rondinelli, 2007). 

 Due to the fact that so many countries have implemented decentralization, the current 

theory of the relationship between MNCs and the host country’s state government cannot 

explain the roles of the local governments in the interactions between state actors and 

international businesses, in regard to the processes of managing inward FDI. We consider 

Multilevel Governance Theory to be one of the important tools for the analysis of the 

interaction between the national government, the local government, and MNCs. Multilevel 

governance (MLG) is a structure of functions in which many actors negotiate at the 

international, national, and local levels of management (Blanche and Flinders 2004). While 

the MNCs and the host country government have previously been the two most dominant 

actors in the process of managing inward FDI, multilevel governance actors have become 

more involved in this process due to decentralization. On an international level, the MNCs are 

the most important actors involved in the process of managing inward FDI. Currently, global 

investment is not regulated by a multilateral agreement; instead, the interaction between 

MNCs and the host country government is governed by bilateral investment treaties between 

the host country government and the home country government. In the case of conflict, a 

supranational institution such as the World Bank establishes an investment settlement court as 

a neutral court to ensure fairness.  

 At a national level, the host country government is the most crucial actor in the process 

of managing inward FDI. The host country government establishes domestic regulations to 

determine the mechanisms of interactions between MNCs and host country government, in 

areas such as investment restrictions, procedures of investment, and requirements to be 

fulfilled by MNCs. Additional actors, such as non-governmental organizations and political 

parties, are essential in the process of managing inward FDI. However, their roles in the 

process are less significant than those of the national government. 
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 Since the governance system in many countries has been recently decentralized, the 

actors at local levels have gained significant power in the process of managing inward FDI. 

District and provincial governments, which have recently gained considerable power in the 

management of regional economic development, are categorized as strategic actors in the 

process of managing inward FDI. Some non-governmental organizations and local 

communities, such as local business associations are impacted by inward FDI and these parties 

therefore actively participate in the process of managing inward FDI. Considering this 

situation, we identify the actors involved in the processes of managing inward FDI in 

Indonesia into six categories based on the roles and the power (see table 2.2). In the following 

section, we discuss the following actors and their interests in the process of managing inward 

FDI. 

Table 2.2. Institutional actors in the governance process of FDI based on MLG 

Level Strategic Actors Additional Actors 

International 
Level 

Multinational Companies 

 

1. Home country 
government 

2. Supranational 
institution 
(WTO, WB, 
ASEAN) 

National Level National host country 
government 

Nongovernmental 
actors, including 
business 
associations 

Local Level District and provincial 
government 

Nongovernmental 
actors, including 
business 
associations 

Source: created by Kuswanto, adopted from Blanche and Flinders, 2004 

Note: The Multilevel Governance concept shows three levels of institutional actors in the 
process of managing inward FDI: the international level, national level, and local level. The 
interaction between these actors is governed through bilateral investment treaties (BIT) and 
domestic regulations related to FDI. There are three strategic actors: MNCs, host country 
(national) government, host country (district and provincial) government. There are three 
additional actors with different roles. The home country governments support MNCs by 
proposing the Bilateral Investment Treaties (BIT) to host country government. BIT is an 
investment treaty consists of norms to treat MNCs in a host country. Supranational institutions 
provide a neutral court to resolve any disputes between the host country government and MNCs, 
in accordance to the BIT. 
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A. Multinational Corporations (MNCs)  

An MNC is a company that has its business in countries outside of its home country, 

with the ability to control the production of goods or services (Christos and Sugnen, 2000).  

The primary interest of MNCs in conducting investment activities is to obtain profits and 

efficiency. Dunning (1997, 1998a) lists three primary motivations of MNCs in performing 

foreign investment: seeking new markets, seeking resources unavailable in their home country 

government, and seeking efficiency. Since MNCs embrace new markets to gain more 

customers, MNCs consider market size, per capita income, market growth, market structure, 

and access to the global market in the location decision process. The MNCs also seek 

resources that are not available in their home countries, such as natural resources, raw 

material, low-cost labor, technological innovation, and infrastructure, to increase productivity 

and efficiency. The MNCs conduct foreign direct investment activities to lower production 

and transportation costs by considering the technology, labor, and infrastructure of a 

destination country. In addition to these economic factors, MNCs have recently begun to seek 

legitimacy from the local community as a critical motivation in conducting foreign direct 

investment (Eden et al., 2005). 

B. Host country governments (national government) 

The host country government is a government where the investment has been made. The 

primary interest of the host country government is the economic benefits reaped from the 

inward FDI such as the job creation, the technology, and knowledge spillover, and the balance 

of payment effects (Blosstroom and Koko, 1998, Clare, 1996). However, Eden et al. (2005) 

argue that every country has their specific objectives in term of inward FDI depends on the 

characteristic. For instance, the developed markets (US, UK, Western Europe) have the 

different purpose with the emerging markets (Brazil, India, South Korea) and the transition 

and developing countries.  

C. Host country governments (local governments) 

Recently, many countries have implemented decentralization as part of their 

government entity; as a result, local governments have become substantial players in the 

governance of FDI process. In a decentralized system, the local government can act as a 

representative of the local peoples’ interests alongside the national government. The primary 

function of the local government is to enhance regional economic development through 

productivity, knowledge spillover, and job creation, and to provide a link between MNCs and 
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domestic enterprises. In more democratic governance, the public policy developed by the 

government must include citizens’ participation in the policy development process, so that the 

next significant actors are local communities. 

D. Home country governments 

 The country where MNCs originate from is referred to the home country government. 

The home country benefits from job markets created by the MNC, and from profits generated 

(Hill, 2005). However, the outward FDI made by MNCs may cause a decrease in production, 

employment opportunities, and the home country’s economy, since economic activities have 

shifted to the host country (Hill, 2015). The home country government can help their MNCs 

by providing flagship cooperation, and negotiating with foreign governments and international 

organizations to create favorable regulations (Bazuchi et al., 2013). 

E. Supranational institutions 

Another important actor involved in the process of managing inward FDI is the supranational 

institution. There are specific supranational institutions related to trade and investments, such 

as the international World Trade Organization (WTO) and regional organizations such as 

Association of South East and Asia Nation (ASEAN) and ASEAN Free Trade Agreement  

(AFTA and the Trans-Pacific Partnership (TPP). The WTO is a global international 

organization that facilitates international trades, to help businesses to conduct their export and 

import activities (WTO, 2016). Therefore, the WTO creates global norms and regulations 

related the international trade, which have to be followed by its members. There are six 

principles to be adhered by the organization such as non-discrimination trade principle, open, 

predictable and transparent mechanism, more competitive markets, beneficial for less 

developed countries, and protecting the environment.  For countries in south-east Asia, the 

ASEAN is a regional organization for countries in south-east Asia. The organization aims to 

accelerate the economic growth, social progress, and cultural development, to promote 

regional peace and stability, and to promote collaboration on economic, social culture and 

scientific sectors (ASEAN, 2010).  

F. National and local civil society 

 Other relevant actors in the managing process of inward FDI are the citizens and 

communities which are represented by non-governmental organizations. The local community 

may be defined as a group of people in a common place with shared values, beliefs, resources, 

and some common identities (Beck, 1992). The local community is a part of civil society. 
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Civil societies are the sum of all aspects of society outside of the public and private sectors 

(Pharr, 2003). Civil society has been further defined as “an area of association and action 

independent of the state and the market in which citizens can organize to pursue purposes that 

are important to them, individually and collectively” (Brown et al., 2000 p. 275).  

Civil society groups have different concerns in term of inward FDI. For instance, non-

governmental organizations concerned with the social, economic, and environmental aspects 

of development such as wage, ecological degradation, distribution of resources, and 

inequality. Another interest group which is concerned with the impacts of inward FDI on local 

business is the local business association. Local business associations are interested in 

benefiting from MNCs via linkage and market expansion. 

2.4.2 The process of interactions between actors  

Multilevel governance (MLG) Theory categorizes the modes of interaction between 

public and private actors into three different relationship patterns: the hierarchy, the network, 

and the market relationship (bargaining relationship) (Hooghe and Marks, 2001). Hooghe and 

Marks (2001) asserts that the hierarchical relationship is a relationship in which one actor is 

more dominant than the others and becomes a patron, leading the relationship to a client-

patron relationship. The network relationship is a relationship which is developed based on 

mutual interests and trust among actors. The market relationship is a relationship based on a 

bargaining scenario among actors.  In the process of managing inward FDI, public and private 

actors interact simultaneously. 

The interaction between the multiple levels of institution actors above has not often 

been theorized in literature. In international business literature, the relationship between 

MNCs and the host country government is explained via bargaining relationship theories. The 

most prominent among these theorists is Raymond Vernon, who introduced the obsolescing 

bargaining model (OBM) (1971, 1977). According to the OBM, the nature of the relationship 

between the host country government and MNC is conflictual and is called the bargaining 

relationship.  Due to the negative attitude of the government towards MNCs, there is always a 

bargaining process between the country and the MNC in the entry stages of FDI. In the 

beginning, the MNC possesses a higher bargaining power because the MNC offers economic 

benefits, abundant financial capitals, and superior technology needed by the host country 

government. Nevertheless, after the business is established the bargaining power of the MNC 

is obsolesced, and power shifts to the government’s side because the host country controls the 

assets possessed by the MNC (Vernon, 1978). This theory is cited by many scholars to explain 
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the nature of the relationships between MNCs and host country governments from the 1960s 

to the 1980s (Vernon, 1978, Fagre and Wells, 1982, Lecraw, 1984, Kobrin, 1987, and Gomes 

Casseres, 1990). 

Nevertheless, over time, the OBM has been generally deemed irrelevant because, in 

more recent time, MNCs and host country government are interdependent due to 

globalization. Many scholars have criticized the OBM and proposed new models to theorize 

the relationship between MNCs and host country governments, which are grounded in 

institutional theory. For instance, Eden et al. (2005) propose the political bargaining model as 

an alternative to the OBM. According to this model, the nature of the relationship between 

MNCs and host country governments are cooperative instead of confrontational. Despite the 

collaborative relationship, bargaining between MNCs and host country government occurs, 

not only regarding the initial entry of the firm but also about a wide variety of government 

policies. The bargaining power of the parties is derived from the relative goals, stakes, 

resources, and constraints held by each party. Grosse (2005) proposes that domestic 

institutional factors are also critical in determining where the power of relationship lies. 

Dunning (1998b) also argues that in current economic globalization there is a mutual 

interdependence between MNCs and their host country government, which changes the 

attitude of government from confrontational to cooperative.  

In the field of international political economy, some scholars claim that globalization 

has altered the relationship between MNCs and host country governments. Stopford and 

Strange (1991) illustrate the dynamic nature of the relationship between MNCs and host 

country governments by introducing the triangular diplomacy model. According to this model, 

the global political structure has changed the nature of the relationship between the MNCs and 

host country governments from a conflictual to a more cooperative one, due to the mutual 

interdependence of those actors. The placement of power within the relationship between the 

MNCs and the host country government is determined by its stake. There are three 

competitions which determine the stakes of each actor: the competition between MNCs, the 

competition between the government and the competition between MNCs and host country 

government.  

Ramamurti (2001) proposes a new model to explain the relationship between MNCs 

and host country government by considering the roles of globalization and international 

investment agreements: the two-tier bargaining model. According to this model, the 

relationship between the host country government and the MNCs can be explained as follows. 

First, there is a shift in the government’s attitude toward MNCs, from one of conflict to one of 
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cooperation. Second, two bargaining processes occur. The first-tier bargaining process occurs 

between the host and home country governments, which results in a macro policy designed to 

provide a friendly environment for the MNCs. This bargaining can occur directly between the 

host and home country governments, or indirectly via supranational institutions. The second 

tier of negotiation occurs between the host country government and the MNCs, which aims to 

discuss some policy matters affects the operation of MNCs such as the investment 

requirements imposed upon MNCs, the use of local products, and the export targets. In 

contrast with the triangular diplomacy by Stopford and Strange (1991), this model views the 

roles of the home country governments as far more significant than the roles of the 

supranational institution. Although the bargaining theory has evolved over the time, the 

current context of decentralized governance has rarely been taken into consideration by 

scholars to theorize the relationship between MNCs and host country government. We propose 

a new framework, as follows (see figure 2.1).  

Figure 2.1. The Triangular Governance Relationship in Managing Inward FDI 
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In the current globalized and decentralized era, three strategic institutional actors - the 

national government, local governments, and MNCs - have become involved in the process of 

managing inward FDI. The relationships between national government – local government – 

MNCs are governed by international and domestic regulations on foreign investment. Since 

there is no multilateral agreement related to the investment, the applicable international 

regulation on foreign investment recently is only the Bilateral Investment Treaties (BIT). BIT 

is the agreement between home country governments and host country governments related to 

the norms and rules which govern the processes of interaction between foreign investors and 

the host country government. Furthermore, the BIT provides a guarantee for the host country 

government to protect the property rights owned by MNCs (Guzman, 1998). The BIT also 

increases the attractiveness of a country for foreign investors, and as a result is considered to 

be the most crucial legal mechanism available to attract inward FDI (Elkins, Guzman and 

Simmons, 2004).  The supranational institution provides a legal mechanism to resolve disputes 

between the host country government and MNCs via international courts, in the case of 

investment disputes.  

The globalized regime has changed the relationship between MNCs and host country 

governments from adversarial to cooperative. The host country governments tend to be more 

open towards inward FDI due to the mutual interdependence between MNCs and the host 

country government; the host country government needs MNCs to accelerate economic 

development. On the other hand, MNCs need the host country government to pursue their 

financial objectives. In this relationship, the bargaining between MNCs and the host country 

government is not only related to the entry requirements, but also to domestic policies. 

Furthermore, the bargaining process is caused not by the negative attitude by host country 

government, but by transactional issues.  

Under the decentralized system, the power and authorities of the public policy-making 

process are shared among institutions beyond single jurisdiction (Piationi, 2010). Furthermore, 

the national and local governments cannot be categorized as one entity, in which the different 

levels of government have different interests regarding FDI projects. Due to these changes 

under the decentralized system, MNCs need to bargain with multilevel government actors. 

Therefore, bargaining occurs not only between MNCs and the national government but also 

between MNCs and the local government. Decentralization encourages the local government 

to forge a more cooperative relationship with the MNCs. The bargaining process between the 

local government and MNCs is unavoidable, however, because political decentralization 
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encourages local leaders to consider the interests of the public in policy-making processes. In 

the bargaining process between MNC and local government, the power placement within the 

relationship is determined by the comparative goals, stakes, resources, and constraints owned 

by each party. Furthermore, the dynamic relationship processes between MNCs – national 

government – the local government will be explained in the following sections. 

A. The relationships between the national and local government.  

Under the decentralized system, the power and authority of the public policy-making 

process are shared among institutions beyond the single jurisdiction, and the non-state actors 

can participate in the policy-making processes (Piationi, 2010). That governance system has 

changed the relationship between the national and local governments from hierarchical to a 

collaborative relationship. Although the national and local governments have a different 

opinion regarding mechanism to screen inward FDI projects, the national and local 

governments have a similar vision of inward FDI, which is to enhance the contribution of 

inward FDI towards development. Due to that change, some problems may arise, in areas such 

as taxation, regulations, and poor coordination between the local and national governments. 

Therefore, proper coordination mechanisms are necessary. 

The change of the relationship between the national government and local governments 

may follow two model of governance as follows: type I and type II of MLG. Type I of MLG is 

characterized by the fact that the decision-making power is shared with the lower unit of 

government with the limited number of jurisdictional levels. Each of the jurisdiction carries 

out multiple government affairs not the specific task, the jurisdictions are divided into 

different levels of governments, the authorities and the assignments owned by each level of 

jurisdiction do not overlap with other jurisdictions and the relationship between jurisdictional 

level is more formal and based on laws and constitutions (Hooghe and Marks, 2002). Type II 

of MLG is characterized by the fact that the jurisdictional levels are not limited, each the 

jurisdictional levels are assigned with the specific tasks, the assignments and authorities are 

overlapping, and the relationship between is less formal and more flexible (Hooghe and 

Marks, 2002).  

Decentralization also influences the ways in which actors at the different levels of 

government interact to implement the national policies. There are three modes of governance 

in policy implementation exist: self-governing, co-governance and hierarchical governance 

(Kooiman, 2003). Self-governing is a mode of governance in which the local government is 

self-motivated, able to overcome issues autonomously. Co-governance is a mode of 
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governance in which all levels of government must work together to overcome a social 

problem. Hierarchical governance is a mode of governance in which the central government 

uses its authority to steer the lower levels of government. Under the decentralized system, the 

national government tends to shift from a hierarchical mode into a co-governance mode of 

interaction. 

B. The relationship between the local governments and MNCs. 

Decentralization influences the relationship between the local government and MNCs 

and encourages local governments to be open towards inward FDI. At the same time, political 

pressure from constituents urges local leaders to negotiate with potential MNCs as part of 

efforts to maximize the benefits of inward FDI.  Eden et al. (2005) describe the nature of the 

relationship as a cooperative one, and negotiation between MNCs and local governments 

happens to ensure that the local people benefit from the investment project. In the negotiation 

process, interactions between the parties are shaped by the power relationship between local 

governments and MNCs (Dicken, 1994 and Yeung & Lie, 1999). The power of this 

relationship is determined by the comparative goals, stakes, resources, and constraints 

possessed by each party (Eden et al., 2005).  

The goals of the local government are usually related to the economic benefits of 

inward FDI such as jobs, knowledge, and technology spillover (Eden at al., 2005).  On the 

other hand, MNCs concerns are to embrace new markets, acquire raw materials, gain 

efficiency, acquire knowledge-technology, and to seek legitimacy by developing partnerships 

with local firms and local institutions (Eden et al., 2005). In addition to these goals, the power 

of the relationship between the local government and the MNC is also determined by the size 

of the stakes owned by each party (Eden et al., 2005). The more companies wanting to invest 

in a country, the higher that country’s bargaining power becomes (Eden et al., 2005). 

Local governments hold strong bargaining power when they possess resources needed 

by MNC. On the other hand, MNCs will have strong bargaining power if MNCs own 

resources required by the government (Eden et al., 2005). MNCs possess essential resources 

such as money, networks, and advanced knowledge and management resources.  On the other 

hand, the government owns resources such as raw materials, natural resources, inexpensive 

labor, access to local markets, highly skilled workers, and technology (Dunning, 1997).  

Local governments are often constrained by unstable political situations, pressure 

from political parties or interest groups, pressure from international organizations, or 

economic constraints such as the balance of payment issues or financial crises (Eden et al., 



	
	

		
	 35 

2005). On the other hand, MNCs are constrained by international and national laws, and 

previous contract arrangements (Argyres and Liebesind, 1999).   

C. Host country government – MNC relations. 

The relationship between MNCs and host country government has recently become 

cooperative instead of conflictual, due to globalization (Ramamurti, 2001). The two tiers of 

bargaining models cause a shift in the relationship. The first-tier bargaining happens between 

the host country and home country government, focusing on macro policies designed to 

provide a friendly environment for the MNCs. Bargaining activities may be conducted directly 

between host and home country government, or indirectly via multilateral institutions. The 

direct bargaining activities result in international investment agreements, which are called 

Bilateral Investment Treaties (BITs). The indirect bargaining activities, conducted by 

multilateral institutions, are designed to set the guidelines, principles, and standards needed to 

govern the foreign investment. These guidelines, principals, and standards must then be 

followed by the host country governments. An example of indirect multilateral institution 

bargaining is when the IMF and the World Bank set requirements for developing countries to 

receive the loan to liberalize the market, to conduct privatization, to abolish the performance 

requirements for MNCs imposed by the host country government (Ramamurti, 2001). 

The second tier of bargaining occurs between the host country government and the 

individual MNCs and focuses on the micro perspectives of projects such as requirements, use 

of local products, and export targets. In these bargaining processes, there is often a difference 

in goals between the government and the MNC. On the one hand, the government aims to 

benefit from the companies in areas such as job creation, knowledge, technology transfer, and 

financial capital owned by the corporations (Blostroom and Kokko, 1998 and Eden et al., 

2005). On the other hand, the MNCs seek to acquire new markets, raw materials, improve 

their efficiency, and explore legitimacy by developing a partnership with local firms and 

institutions (Dunning, 1998 and Eden et al., 2005). 

In the bargaining process, the bargaining power of each party depends on their 

possessions of resources. The MNC possesses advanced technology, better access to 

international market, knowledge and managerial expertise, and financial capacities (Grosse, 

2005, Eden et al., 2005 and Ramamurti, 2001). On the other hand, the host country 

government possesses control over raw materials and natural resources, the domestic market, 

local labor, knowledge, and technology (Behrman and Grosse, 2005, Eden et al., 2005 and 

Dunning, 1998).  
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Some operational constraints affect the bargaining power owned by the host country 

government and the MNC. The MNC is constrained by international, national, and local 

regulations, and by existing contract commitments that have been made with the government 

(Argyes & Liebesind, 1999). On the other hand, the host country government is constrained by 

unstable political situations, pressures from interest groups, and economic crisis (Eden et al., 

2005).  

2.5 RESEARCH DESIGN AND METHODS 

	 The objective of this research is to examine how Indonesia has managed inward FDI 

since the introduction of the decentralized system. More specifically, our dissertation focuses 

on the institutional policy framework and the dynamic relationship between the Indonesian 

government and MNCs, involving multi-level governance actors. Understanding this 

relationship is a challenging task which involves the understanding of peoples’ views, 

behaviors, and experiences. To pursue this objective, this dissertation employs a qualitative 

method. The qualitative method is a method to interpret the social phenomena about the 

people activities and behavior (Hennink et al., 2011). This method is selected because it helps 

us to understand the actors’ behaviors (Cresswell, 2003), is suitable for analyzing the work 

experiences of subjects, and in providing information to outsiders (Davies, 2007).  Hennink et 

al. (2011) assert that the qualitative method is appropriate in the analysis of social interactions 

between actors, and the norms and values shared among them.  

 Qualitative research requires substantial data collection (Yin, 2011).  Several methods 

of data collection this have been used in this study and will be outlined below. 

2.5.1 Literature review, policy documentation, and content analysis 

 Literature review and policy documentation are crucial to the understanding of 

institutional design and legal framework regarding inward FDI in Indonesia. Relevant 

literature regarding governance, decentralization, FDI, multi-level governance, sustainable 

development, and international business and government relationship theory have been 

reviewed in the making of this study. Laws, policies, and regulations related to FDI, 

decentralization, the distribution of authorities between levels of government, trade policies, 

environmental policies, company policies, competition policies and other economic policies 

have been examined to more fully understand the Indonesian context. Regulations at the 

district, provincial, and central governments, along with speeches and meeting minutes have 

also been explored to fully understand the administrative processes of inward FDI. We have 

collected data from national and local newspapers which concern inward FDI, conflicts 
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between the government and MNCs, and important investment issues that have arisen from 

the press. 

2.5.2  Case Studies  

 Our review of literature and policy documents lead to relevant case studies. A case 

study is a method used to investigate a phenomenon in depth, in which the boundaries of the 

phenomenon and its contexts are not yet clear (Yin, 1981).  

 We select two districts in Indonesia, Banyuwangi and Ogan Komering Ilir (OKI), as 

case studies to understand the dynamic relationships between the central government, local 

government, and MNCs in the processes of managing inward FDI in Indonesia. Moreover, we 

analyze the dynamic interactions between government actors at different levels of government 

and the dynamic interactions between the local government and MNCs. Indonesia consists of 

34 provinces and 518 districts and municipalities; analyzing the processes of managing inward 

FDI in all of these areas goes beyond the scope of this study. Banyuwangi and OKI district 

have been selected due to their richness in natural resources, lack of adequate infrastructure, 

and economic dependency on agricultural sectors, all of which are representative 

characteristics of rural Indonesia (see table 2.3). These districts also represent the districts in 

the Java island (Banyuwangi), and outside of the Java islands (OKI). Therefore, we can 

generalize the findings of the case studies in Banyuwangi and OKI to other regions in 

Indonesia. Furthermore, these districts are two examples of districts which have successfully 

attracted inward FDI but represent the contrasting approaches in engaging with MNCs and the 

national government. 

  We conducted two field observations in the Banyuwangi and Ogan Komering Ilir 

districts. The first field observation took place from March 1st to May 14th, 2016 and the 

second observation took place from March 1st to May 25th, 2017. During our field research, 

we interviewed government officials from the central, provincial, and district governments, 

the MNC officials in Banyuwangi and Ogan Komering Ilir, and scholars and non-

governmental actors in Jakarta (see interviewee lists in the appendix). 

 

 

 

 

 

 



	
38 

Table 2.3 Characteristics of Banyuwangi and OKI Districts 

Characteristic Banyuwangi Ogan Komering Ilir (OKI) 

Location and size 
(km²) 

Banyuwangi is the largest 
district both in the in Eastern 
Java Province and on Java 
island with 5,8 thousand square 
kilometers in total 

OKI is the most extensive 
district in the Southern 
Sumatera Province, with 19 
thousand square kilometers in 
total 

Land topology Mountains, hills, forests, and 
cultivated land 

Low-land plantations, forests, 
uncultivated land 

Distance from the 
capital city of the 
province 

291 kilometers from Surabaya 
(the capital city of Eastern 
Java)  

121 kilometers from 
Palembang (the capital city of 
Southern Sumatera) 

Population 1,614,482   787,515  

The important 
economic sectors  

Agricultural sector (35.5%) and 
service sector (24.8%) 

Agricultural sector (44.6%), 
and service sector (17.4%) 

Economic 
conditions 

• economic growth 7.29% per 
annum  

• inflation rate 5.2% 
• unemployment rate 4.7% 
• poverty rate 9.57% 

• economic growth 5.7% per 
annum 

• inflation rate 5.3% 
• unemployment rate 7.04% 
• poverty rate 15.47% 

Infrastructure Belimbingsari airport 
Ketapang port 
Train stations 

• Sungai Lumpur small port 

Source: Table created by Kuswanto based on data BPS Banyuwangi (2015) and BPS OKI 
(2015) 
 
Note: Banyuwangi and OKI have many similar characteristics, including rural location, lack of 
adequate infrastructure, richness in natural resources, and economic dependency on 
agricultural sectors. 
 

  We also have selected two case studies on the negotiation process between the 

government of Indonesia and Freeport Indonesia, Inc. and the government of Indonesia and 

Newmont Mining, Inc. These cases portray how the dynamic interaction in the negotiation 

processes between the government of Indonesia and MNCs which involving the home country 

government, the provincial government, the district government and local communities. In 

addition, the cases also show the interactions between actors from multiple levels of 

institutions: international, national, and local institutions; between state and private actors; and 
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between the private companies and the community. In addition, the cases illustrate the 

negotiation processes between the host country government and MNCs, involving multi-level 

government actors. These studies may be used to generalize the interactions between the 

national government and MNCs, within the current decentralization context. In table 2.4, we 

explain the design of this dissertation. 

Table 2.4 The Research Methods Used in the Dissertation 

Empirical Chapters Research Purposes Research Methods Data Sources 

Chapter III. 
Indonesian 
Investment Policy 
Review  

To understand the 
investment policy 
reviews regarding the 
concept of sustainable 
development after the 
introduction of the 
decentralized system 

Literature review, 
policy document 
analysis  

 

Laws, government 
regulations, ministerial 
decree, ministerial 
regulations, local 
regulations, policy 
documents, and previous 
studies  

Chapter IV. The 
relationship 
between the 
national, provincial, 
and district 
governments in the 
process of 
managing inward 
FDI  

 

 

 

1. To understand the 
power arrangement 
in the process of 
managing inward 
FDI 

2. To understand the 
dynamic interactions 
between government 
actors at the different 
levels of government 
in the process of 
managing inward 
FDI and in the 
implementation of 
policies  

Case studies of 
Banyuwangi and 
Ogan Komering Ilir 
district 

 

 

 

• In-depth interviews 
with government actors 
at the national, 
provincial, and district 
levels of government 

• Laws, government 
regulations, ministerial 
decrees, ministerial 
regulations, local 
regulations, policy 
documents, and 
previous studies  

Chapter V. The 
relationship 
between the local 
government and 
MNCs under the 
decentralized 
system 

 

 

 

1. To understand the 
nature of the 
relationship between 
the local governments 
and MNCs under the 
decentralized system 

2. To explore the 
bargaining position of 
local governments 
when having a 
negotiation with  
MNCs 

Case studies of 
Banyuwangi and 
Ogan Komering Ilir 
district  

• In-depth interviews 
with government actors 
at the national, 
provincial, and district 
levels of government, 
MNCs officials  

• Laws, government 
regulations, ministerial 
decrees, ministerial 
regulations, local 
regulations, policy 
documents, and 
previous studies 
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Chapter VI. The 
relationship 
between the 
national 
government and 
MNCs under the 
decentralized 
system 

1. To understand the 
nature of the 
relationship between 
the national 
government and 
MNCs 

2. To understand the 
ways in which the 
government resolves 
conflict with MNCs 

Case studies 
regarding the 
negotiation process 
between the 
government and 
Freeport-McMoRan, 
Inc. and Newmont 
Nusa Tenggara, Inc. 

• Content analysis from 
reputable national 
newspapers  

• Laws, government 
regulations, ministerial 
decrees, ministerial 
regulations, local 
regulations, policy 
documents, and 
previous studies 

 

Note: the dissertation consists of four empirical chapters. The first empirical chapter discusses 
investment policies in Indonesia. The second empirical chapter discusses the relationship between 
the national, provincial and district government in the process of managing inward FDI. The third 
empirical chapter examines the dynamic relationship between district government and MNCs in the 
process of managing inward FDI. The last chapter discusses the dynamic relationship between the 
national government and MNCs in the negotiation processes resolving disputes.  

 

We begin our empirical analysis by reviewing Indonesian investment policies to 

understand if, in the post-decentralized governance system, the concept of sustainable 

development has been embodied in investment policies. In this analysis we review policy 

documents, using the Investment Policy Framework for Sustainable Development (IPFSD) as 

a primary tool of analysis. We choose the IPFSD because we have found that the IPFSD 

provides more comprehensive guidelines for managing inward FDI compared to other relevant 

works. It includes more guidelines not only for attracting inward FDI but also for steering 

inward FDI in a host country government. Using the IPFSD as a lens, we assess laws, 

regulations, ministerial decrees, local regulations, and previous studies conducted on the 

investment policies in Indonesia. 

After examining investment policies, we observe the dynamic relationships between 

the national, provincial, and district governments to understand power arrangements and the 

coordination mechanisms at work in the implementation of policies to improve investment 

climates. We interview government officials from district, provincial and national government 

and analyze policy documents related to the management processes of inward FDI in the 

Banyuwangi and OKI districts. 

In addition to analyzing the relationships between the different levels of government, 

we examine the dynamic relationship between local government and MNCs. This examination 

aims to understand the nature of the relationship between the local governments and MNCs, 

and to understand whether decentralization increases the bargaining position of local 
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governments with MNCs. To achieve that objective, we select case studies of Banyuwangi and 

OKI districts and interview government officials from their national, provincial, and district 

governments, as well as MNC officials in those districts. 

Since the case studies of Banyuwangi and OKI district focus more on the relationship 

between local government and MNCs, we need to focus our attention on the relationships 

between the national government and MNCs. Therefore, we select two case studies that 

portray the negotiations between the Indonesian government and MNCs in Indonesia. This 

analysis is necessary for understanding the intersection of global and local regulations, the 

ways that the national government of Indonesia and MNCs resolve conflicts, and the roles of 

the local governments in their negotiation processes with MNCs. We select the cases of 

negotiations between the government of Indonesia and Freeport-MacMoRan, Inc., and 

between the government of Indonesia and Newmont Nusa Tenggara, Inc., both of which are 

large mining companies from the USA. We conduct a content analysis of articles from 

reputable national and local Indonesian newspapers, which cover information about the 

process of negotiations between the government of Indonesia and Freeport MacMoRan and 

between the government of Indonesia and Newmont Mining, Inc. To ensure the validity of 

these articles, we triangulate the information gathered from newspapers with interviews 

conducted with an official from the National Coordinating Board for Investment. 

In the following chapter, we develop four empirical studies that illustrate the 

investment policies and dynamic relationship between actors in the process of managing 

inward FDI in Indonesia. We begin with the analysis of investment policies in Indonesia in 

conjunction with sustainable development. 
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CHAPTER III. INDONESIAN INVESTMENT POLICIES REVIEW3 

3.1  INTRODUCTION 

Foreign direct investment (FDI) has positive impacts on economic development 

because it contributes to a host country’s economic growth (Blostrom and Kokko, 1998). 

Rodriguez and Clare (1996) and Graham and Krugman (1991) suggest that FDI increases 

domestic firms’ productivity, expands international production networks and markets, 

encourages the transfer of technology, skills, and knowledge from MNCs to domestic firms, 

and reduces unemployment rates in the host country. Despite these positive impacts, FDI also 

has negative consequences on host countries, such as an increase of pollution in the production 

of goods, local dependency on foreign capital, and the destruction of small local enterprises 

(OECD, 2001 and Pavlinek, 2004). Because FDI brings both positive and negative impacts to 

the development of its host nation, recent concerns of policymakers are both attracting FDI 

and ensuring that FDI will be beneficial for the nation’s current and future generations. 

Similarly, UNCTAD (2012) argues that inclusive growth and sustainable development are at 

the heart of efforts to attract new inward FDI. Sustainable development may be defined as 

development that meets the needs of current and future generations (WCED, 1987). 

Because the concepts of sustainable development and FDI have recently become a hot 

topic, research regarding FDI policy is very intriguing, especially for middle-income countries 

such as Indonesia. Indonesia has conducted substantial regulatory reforms after it was hit by 

economic crisis in 1997 in order to improve its competitiveness in the global market. This 

chapter is devoted to analyzing these reforms, specifically as they relate to the intersection of 

investment policies and sustainable development. In this chapter we attempt to answer the 

following research question: How do the investment policies in Indonesia embody the 

concept of sustainable development? 

This chapter is organized into six sections. Section 1 discusses the background of the 

study. Section 2 discusses the investment policy framework for sustainable development as a 

tool of analysis. Section 3 discusses the research focus and methodologies. Section 4 discusses 

investment policy changes and trends of FDI in Indonesia over time, section 5 analyzes 

current investment policies in Indonesia, and Section 6 concludes the chapter. 

																																																													
3		 This chapter is based on the published book chapter K. Kuswanto, Herman W. Hoen, and Ronald, 

L. Holzhacker (2016) Decentralization, Foreign Direct Investment and Development in Indonesia 
in R. L. Holzhacker, R. Wittek, and J. Woltjer (Eds.) Decentralization and Governance in Indonesia 
(pp. 105-143), Cham Heidelberg, New York, Dordrecht, London: Springer. 
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3.2 THE INVESTMENT POLICY FRAMEWORK FOR SUSTAINABLE 

DEVELOPMENT (IPFSD) 

To analyze investment policies in Indonesia, we employ the Investment Policy 

Framework for Sustainable Development (IPFSD), developed by UNCTAD (2012) as tool of 

analysis. According to this framework, foreign direct investments should be beneficial 

economically, socially, and environmentally for all people. Therefore, investment policies 

must be designed to accelerate economic development, to enhance quality of life, and to 

protect the host country’s environment (UNCTAD, 2012). Furthermore, it is crucial to 

regulate inward FDI properly (OECD, 2012). The OECD (2012) recommends host-country 

governments to integrate investment policies with their development strategies, incorporate 

sustainable development objectives in their investment policies, and ensure the investment 

policies’ relevance and effectiveness. According to UNCTAD (2012 p. 15), there are three 

policy actions to be undertaken by host country governments in the case of managing inward 

FDI:  

“At the strategic level, policymakers should ground investment policy in a broad road-

map for economic growth and sustainable development – such as those set out in 

formal economic or industrial development strategies in many countries. At the 

normative level, through the set of rules and regulations, on investment in a range of 

policy areas, policymakers can promote and regulate investment that is geared toward 

sustainable development goals. At the administrative level, through appropriate 

implementation and institutional mechanisms, policymakers can ensure the continued 

relevance and effectiveness of investment policies.” (UNCTAD, 2012 p.15) 

3.2.1 Grounding investment policy in development strategy 

Host country governments must design a development strategy consists of action plans 

to achieve social and economic objectives from foreign investments (UNCTAD, 2012). 

Furthermore, the development strategy should include investment priorities selected from 

sectors that will have the most significant contribution to national development. To determine 

investment priorities, analysis regarding the roles of public, private, foreign, and domestic 

investments must first be conducted. Important criteria to consider are the contribution of 

investments to the host nation’s human resources capacity, technological spillover, 

infrastructure development, and enterprise development. In addition to selecting investment 

priorities, the host government must ensure that investment policies and other existing 

economic policies are coherent (UNCTAD, 2012).  
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3.2.2 Investment regulations and incentives  

Reaping the benefits of FDI requires policies designed to attract FDI, such as 

investment promotions and transparent mechanisms of the entry process, and adequate 

regulations for minimizing the inevitable risks of foreign investment (UNCTAD, 2012). There 

should be a balance of policies that are designed to attract FDI, and policies which are 

designed to regulate FDI (UNCTAD, 2012). Regulations that influence the attractiveness of a 

host country for foreign investors include regulation on the entry procedure, investment 

promotions, financial incentive provisions, the protection of investors’ rights and regulations 

related to the establishment of manufacture bases. 

To protect investors’ rights, the host government should make regulations designed to 

prevent expropriation and protectionism, to allow foreign companies to repatriate their profits, 

to avoid discrimination against foreign investors and to relax the existing restrictions imposed 

upon MNCs (UNCTAD, 2012). However, the country may have certain restrictions on MNCs 

as long as they are deemed as necessary to protect the host nation’s national interest and 

security, to control natural resources, to develop critical infrastructure, to preserve the 

environment, and to accelerate national development (UNCTAD, 2012). Furthermore, 

UNCTAD (2012) recommends that the host government avoids intervening with the operation 

of foreign investor companies, abstains from setting performance requirements, and provides a 

clear, secure, and effective land ownership registration system. 

 Additional principles for attracting FDI include establishing an investment promotion 

agency (IPA) and connecting investment promotion strategies with national investment policy 

objectives (UNCTAD, 2012). The host government is encouraged to provide incentives for 

investments which are predicted to stimulate the transfer of technology, enhance domestic 

workers' skills, and cooperate with domestic enterprises (UNCTAD, 2012).  

UNCTAD (2012) also advises the host government to facilitate business linkage 

between foreign investors and domestic companies. Direct intermediation between national 

and foreign investors is advised, with the objectives of supporting the technological upgrades 

of national companies, establishing national business norms and standards, and providing 

incentives for foreign investors which assist domestic small and medium enterprises (SMEs) 

(UNCTAD, 2012). 

3.2.3 Investment-related policies 

Besides the investment regulations as listed above, there are several economic 

regulations which should be designed with the goals in improving national development 



	
	

		
	 45 

policies and achieving sustainable development. Those regulations cover broader policies area 

such as trade, competition, intellectual property rights protection, labor market regulations, 

environmental, and investment-related policies (UNCTAD, 2012). Listed below are guidelines 

for the development of investment-related policies taken from IPFSD developed by UNCTAD 

(2012) (see table 3.1).  

Table 3.1 The IPFSD Guidelines on Investment-Related Policies 

No Investment-related 
policies 

Investment policy framework for sustainable 
development guidelines 

1 Trade policy 1. Participation of the host country government in 
international trade agreements and regional integration 
as an integral part of the development strategy to 
promote investments   

2. Trade policies, tariff and non-tariff barriers, and trade 
incentives must be congruent with development 
strategies and investment policies 

3. Customs and border procedures must be effective and 
efficient and periodically reviewed. 

2 Intellectual property 
rights 

1. Laws and regulations for the protection of intellectual 
property rights and the mechanisms of enforcement 
should meet the needs of prospective investors 

2. Strong enforcement of laws is needed 

3 Competition policy 1. Competition laws and regulations exist, with strong 
enforcement policies 

4 Labor market and 
regulation 

1. The labor market regulation should support job-
creation objectives with their investment policies 

2. The country should guarantee internationally 
recognized core labor standards  

3. Labor policy and immigration policy should not be 
friendly for foreign workers. 

4. The transfer of skills from expatriate to national staff 
should be encouraged 

5 Corporate governance 
and corporate social 
responsibility 

 

 

 

 

1. The host government should encourage the compliance 
of MNCs with high standards of responsible 
investments and corporate behavior 

2. The host and home countries should adopt international 
standards of corporate governance 
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6 Environmental policy 1. An Environmental Impact Assessment (EIA) should be 
included in investment policies 

2. Environmental norms should be transparent, non-
discriminatory, predictable, and stable 

3. Foreign investors should be encouraged to adhere to 
international standards of environmental protection 

7 Policies to generate 
economic wealth 

1. The host government should actively nurture and 
facilitate a business linkage between national 
companies and foreign investors 

2. The host government should intermediate between 
national and foreign investors  

3. The host government should support the national 
companies in the upgrading of their technology 

4. The host government should provide incentives for 
foreign investors to assist in upgrading their SMEs.  

Source: Based on data from UNCTAD (2012) The Investment Framework for Sustainable 

Development. 

3.3  RESEARCH FOCUS AND METHODS 

Chapter 3 of this dissertation provides an empirical analysis of the investment policies 

in Indonesia, to understand how investment policies can embody concepts of sustainable 

development. A qualitative research methodology is applied via a literature review and policy 

document analysis. Previous studies on investment policies in Indonesia are also reviewed. 

We use the Investment Policy Framework for Sustainable Development (IPFSD), developed 

by the United Nations Conference for Trade and Development (UNCTAD), as a framework 

for analyzing investment policies in Indonesia.  

3.4 THE TREND OF POLICIES AND INWARD FDI IN INDONESIA 

To provide a clear understanding of context, this section discusses the historical trends 

of inward FDI in Indonesia. From 1970 to 1996, there was a significant increase of approved 

inward FDI from US$ 145 million in 1970 to US$4.7 billion in 1996. However, the Asian 

economic and financial crisis of 1997 to 1998 deteriorated the Indonesian economy. At the 

same time, inward FDI fell sharply, to minus US$183 million in 1998. The inward FDI 

continued to fall: minus $US 4.5 billion in 2000. Due to some massive regulatory reforms 

undertaken by the government, the economy has steadily recovered since 2004, until recently. 

The amount of inward FDI has increased significantly: US$ 833 million in 2004, and US$ 

21.8 billion in 2014, which was the highest amount of inward FDI ever recorded (see figure 

3.1). 
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Figure 3.1 The Inward FDI in Indonesia from 1970 to 2015 ($ million) 

 
Source: UNCTAD (2017b) The Foreign Direct Investment Statistic Report 2017. 

Note: The graph has shown a trend of increasing inward FDI from 1970 to 2015. From 1997 to 
2001, due to the Asian financial crisis, Indonesia experienced a negative trend of inward FDI. 
From 2004 to the present day, inward FDI in Indonesia has steadily recovered. 

 During the 1960s and 1970s, our investigation reveals the fact that policymakers 

focused primarily on the enhancement of conditions that would attract inward FDI to 

Indonesia and paid little attention to the sustainable development concept. The government of 

Indonesia introduced Law No. 1 on Foreign Investment (1967) to attract foreign capital, to 

improve economic conditions and to improve Indonesia’s credibility in the world of 

international business (Hill, 1989). The law was used as a basis of regulation for managing 

FDI in Indonesia (OECD, 2010). The law provided guarantees MNCs protection against 

expropriation and equal treatment with domestic enterprises. According to the law, foreign 

investments were allowed in all sectors except the following: port development, electricity 

production, transition and distribution, aviation, education, drinking water and irrigation, 

railway systems, nuclear technology, press media, and weapon industry. Furthermore, 

sustainable development was not explicitly stated as an objective of investment policies. 

During the 1960s and 1970s, the inward FDI was predominantly in the oil and natural gas 

(Tambunan, 2013). The government determined the List of Investment Priorities (1977), 

which was a list of sectors in which foreign investment was allowed (Hill, 1989). 

 In the 1980s and 1990s, Indonesia was in an industrialization period, so the 

government only focused on attracting inward FDI and made little effort to minimize the 

adverse impacts of inward FDI. The government of Indonesia introduced several deregulation 
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packages to liberalize its economy and provided massive financial incentives to boost inward 

FDI in the manufacturing and services sectors (Tambunan, 2013). For instance, in 1994, 

foreign investments were allowed in almost every economic sector, and joint venture 

requirements were abolished (Government Regulation No. 20, 1994). Policy interventions 

designed to protect the society and environment from adverse impacts of inward FDI were 

limited. MNCs were not obliged to conduct charitable activities as part of corporate social 

responsibilities and to train domestic workers (Law No. 1, 1967). In the 1980s and 1990s, the 

environmental impact assessment was not mandatory for foreign companies in the licensing 

process.  

 During the 1980s and 1990s, the investment licensing procedure was highly 

centralized. According to the Presidential Decree No. 97/1993 on the procedure of foreign 

investment, the President of Republic of Indonesia was the only authority with the power to 

grant investment and business licenses for FDI. The President was helped by the National 

Coordinating Investment Board (BKPM), which is responsible for advising the president, 

screening the applications of FDI, and monitoring the implementation of FDI projects.  

 Due to the lack of concern for sustainable development, from 1970 to 1998 Indonesia 

received a significant amount of inward FDI but did not reap the benefits of development. 

Inward FDI rose from $2.7 billion in 1970 to $5.59 billion in 1996. Thee (2006) found that 

there was very little technology spillover from MNCs to domestic enterprises. It means that 

MNCs did not upgrade the technology capacities of local firms. Similarly, Takii (2005) found 

that the technological levels of Indonesian firms in the 1990s were just not adequate to absorb 

a large spillover technology from foreign companies. 

In 1997, Indonesia was hit by the Asian financial and economic crisis. As a 

consequence, from 1998 to 2003, the Indonesian economy was devastated, and Indonesia 

experienced a negative trend of inward FDI. The currency was depreciated from IDR 2,300 

per 1 USD in June 1997 to IDR 17,000 per 1 USD in January 1998, and inflation rose to 78%. 

The overall GDP fell to 13.13%, and the poverty rate rose from 17.7% in 1996 to 24.2% in 

1998 (Tambunan, 2013). From 1997 to 1999, Indonesia’s inward FDI fell from $4.7 billion to 

negative $ 4.5 billion (UNCTAD, 2017b).  

From 1999 to 2004, the government of Indonesia conducted several economic and 

social reforms to improve the country’s economy and social conditions. For instance, the 

government streamlined the investment licensing procedure, revised the negative list of 

investments, provided financial incentives for inward FDI in manufacture and services sectors, 
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and privatized some state-owned enterprises (Rajenthran, 2002). Some laws to improve the 

quality of public institution were enacted such as the Anti Monopoly Law (Law No. 5, 1999), 

Patent Law (Law No. 14, 2001), Brand Law (Law No. 15, 2001), Copyright Law (Law No. 

19, 2002), Industrial Design Law (Law No. 31, 2000), and Anti Corruption Law (Law No. 31, 

1999). Furthermore, the Workforce Law (Law No. 13, 2003) and Labor Union Law (Law No. 

21, 2000) were enacted to improve labor regulations in Indonesia. In 1999, the government 

promulgated Government Regulation No. 27 on the Environmental Impact Analysis (1999), 

which required all companies, both domestic and foreign, to conduct an environmental impact 

analysis prior to the establishment of their business.  

From 1999 to 2004, the investment licensing procedure for FDI was decentralized 

from the national government to provincial governments. Governors were authorized to 

stipulate foreign and domestic investment license for any investment in their jurisdiction 

(President Regulation No. 117/1999). To screen the investment application, Governors were 

helped by Regional Coordinating Investment Board (BKPMD). 

  In 2004, the amount of inward FDI in Indonesia returned to the level prior to the 

economic crisis, and levels of inward FDI in Indonesia have been steadily rising over time. 

The increase continued until recently. In 2014, Indonesia received inward FDI of about US$ 

21.8 billion. According to data from BKPM (2017), the dominant sectors for inward FDI in 

the past five years were in the manufacture and services sectors (see table 3.2). Specifically, 

within the manufacturing sectors, the dominant industries for inward FDI in 2016 were the 

metal, machinery, and electronic industries (13.5%), followed by the chemical and 

pharmaceutical industries (9.7%), and paper and printing industries (9.62%). In the service 

sector, the three most dominant sectors for inward FDI in 2016 were real estate and business 

activities (8.02%); electricity, gas, and water supply attracted 7.39%, and the hotel and 

restaurant industries attracted 3.07%.  
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Table 3.2. FDI Stock based on sectors from 2010 to 2016 ($ million) 

NO. Sectors  2010 2011 2012 2013 2014 2015 2016 
I Primary sector 3.033,9 4.883,2 5.933,1 6.471,8 6.991,3 6.236,4 4.501,9 

1 Food crops and 
plantation 

751,0 1.222,5 1.601,9 1.605,3 2.206,7 2.072,0 1.589,1 

2 Livestock 25,0 21,1 19,8 11,3 30,8 75,1 48,9 

3 Forestry 39,4 10,3 26,9 28,8 53,3 19,0 78,2 

4 Fishery 18,0 10,0 29,0 10,0 35,3 53,1 43,3 

5 Mining 2.200,5 3.619,2 4.255,4 4.816,4 4.665,1 4.017,2 2.742,4 

II Secondary 
sector/manufacture 

3.337,3 6.789,6 11.770,0 15.858,8 13.019,3 11.763,1 16.687,6 

6 Food industry 1.025,7 1.104,6 1.782,9 2.117,7 3.139,6 1.521,2 2.115,0 

7 Textile industry 154,8 497,3 473,1 750,7 422,5 433,4 321,3 

8 Leather goods and 
footwear industry 

130,4 255,0 158,9 96,2 210,7 161,6 144,4 

9 Wood industry 43,1 51,1 76,3 39,5 63,7 47,1 267,5 

10 Paper and printing 
industry 

46,4 257,5 1.306,6 1.168,9 706,5 706,9 2.786,6 

11 Chemical and 
pharmaceutical industry 

793,4 1.467,4 2.769,8 3.142,3 2.323,4 1.955,7 2.889,1 

12 Rubber and plastic 
industry 

104,3 370,0 660,3 472,2 543,9 694,5 737,3 

13 Non-metallic mineral 
industry 

28,4 137,1 145,8 874,1 916,9 1.302,8 1.076,0 

14 Metal, machinery and 
electronic industry 

589,5 1.772,8 2.452,6 3.327,1 2.471,9 3.092,5 3.897,1 

15 Medical and optical 
Instrument, Watches, 
and clock industry 

- 41,9 3,4 26,1 7,2 6,9 8,8 

16 Motor vehicles and 
other transport 
equipment industries 

393,8 770,1 1.840,0 3.732,2 2.061,3 1.757,3 2.369,3 

17 Other industry 27,6 64,7 100,2 111,7 151,8 83,2 75,2 

III Tertiary 
Sector/Services 

9.843,6 7.801,7 6.861,7 6.286,9 8.519,2 11.276,5 7.774,6 

18 Electricity, gas, and 
water supply 

1.428,6 1.864,9 1.514,6 2.221,8 1.248,8 3.028,9 2.139,6 

19 Construction 618,4 353,7 239,6 526,8 1.383,6 954,5 186,9 

20 Trade and repair 773,6 826,0 483,6 606,5 866,8 625,1 670,4 

21 Hotels and restaurants 346,6 242,2 768,2 462,5 513,1 650,2 887,8 

22 Transport, storage, and 
communication 

5.072,1 3.798,9 2.808,2 1.449,9 3.000,9 3.289,9 750,2 

23 Real estate, estate, and 
business activities 

1.050,4 198,7 401,8 677,7 1.168,4 2.433,6 2.321,5 

24 Other services 553,9 517,3 645,8 341,7 337,5 294,3 818,2 

  Total 16.214,8 19.474,5 24.564,7 28.617,5 28.529,7 29.275,9 28.964,1 
Note: 

1. The oil and gas sectors and financial sectors (such as bank and insurance). 
2. The manufacturing and services sectors have remained the two dominant sectors for inward FDI 

Source: BKPM (2017) Data on Investment based on sectors. Retrieved from bkpm.go.id 
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 Examining the country origin of inward FDI, BKPM (2017) shows that the primary 

sources of inward FDI to Indonesia are Singapore, Japan, Hong Kong, the Netherlands, and 

the United States of America (see table 3.3). However, if we see the aggregate data of inward 

FDI we found that Asian countries contributed to 77% of Indonesia’s total inward FDI, 

followed by European countries (10.30%) and American countries (9.25%) (BKPM, 2017) 

Table 3.3. Top Ten Countries Origin of Inward FDI of 2016 

No. Countries Amount of inward 
FDI ($) 

Percentage  

1 Singapore 9,178,691.8 31.69% 
2 Japan 2,665,297.1 9.20% 
3 Hong Kong 2,248,333.2 7.76% 
4 The Netherlands 1,475,000.8 5.09% 
5 The United States of America 1,161,938.7 4.01% 
6 The British Virgin Islands 1,157,266.3 4.00% 
7 Malaysia 1,115,563.2 3.85% 
8 South Korea 1,065,803.7 3.68% 
9 Thailand 338,210.1 1.17% 
10 Switzerland 346,703.5 1.20% 
11 Other countries 8,211,266.4 28% 
  Total 28,964,074.8  100% 

  Source: BKPM (2017) Data on inward FDI. 

 In the following section, we will examine the most recent investment policies (2004 – 

2017) based on the Investment Policy Framework for Sustainable Development.   

3.5 INVESTMENT POLICIES IN INDONESIA 

The objective of this section is to understand how investment policies embody the 

concept of sustainable development. To achieve that objective, using the IPFSD as a 

benchmark, we scrutinize investment law, regulations on investment licensing procedures for 

inward FDI, rules regarding the restrictions of inward FDI, regulations on investment 

promotions and incentives, and the management of the land registration system. We also 

discuss investment-related policies such as trade policies, competition policies, property right 

protection policies, labor market regulations, environmental policies, and corporate social 

responsibility policies. 
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3.5.1 Grounding investment policy in the development strategy 

According to the IPFSD, the host country government should develop the development 

strategies that contain action plans to achieve social and economic objectives of the 

development (UNCTAD, 2012). Three developmental planning documents are evaluated: the 

National Long-term Development Plan (RPJPN) 2005 – 2025, the National Medium Term 

Development Plan (RPJMN) 2015 – 2019, and the National General Investment Plan (2012). 

  From our examination of those documents, we found that sustainable development is 

already becoming an objective of the current investment policies in Indonesia. As stated by the 

RPJPN 2005 – 2025, the objectives of the investment policies are as follows: “The investment 

is directed to support the high quality and sustained economic development by providing good 

investment climates, supporting the foreign investments which can increase the national 

competitiveness, and enhancing the physical infrastructure" (Law No. 17, 2007 on RPJPN 

2005-2025 in attachment p.50).  Similarly, the General Investment Plan outlined the objective 

of investment policies in Indonesia as follows: “The vision of investment policies in Indonesia 

of 2025 is the sustainable investment to achieve an Indonesia which is self-sufficient, 

advanced and prosperous” (President Regulation No. 16/2012 on the National General 

Investment Plan of 2025, 2012 p.3). In the RPJMN 2015 – 2019, the government of Indonesia 

determined two principles to achieve sustainable development from investment: green 

investment, i.e. investment which does not create any environmental disturbance; and 

inclusive investment, which is investment that is beneficial for everyone (President Regulation 

No. 2, 2015 on RPJMN 2015 – 2019).   

  There are several strategies taken by the government of Indonesia to achieve sustainable 

development from investment. First, the government has determined investment priorities in 

three sectors: food, infrastructure, and energy (President Regulation No. 16/2012 on the 

General Investment Plan, 2012 and RPJMN 2015 - 2019). According to the IPFSD, the sectors 

which are selected as investment priorities should be those which have the most significant 

contribution to the economic development of Indonesia (UNCTAD, 2012). In contrast with 

that principle, there is little information about the selection criteria to determine the 

investment priorities, the reasons behind the selection of investment priorities, and the roles of 

foreign investment in the development.  

  Second, the document of RPJMN outlines the strategies to achieve sustainable 

development which are by supporting the partnerships between foreign enterprises and small 

and medium enterprises (SMEs), facilitating linkages between foreign and domestic 
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enterprises, upgrading technology owned by domestic enterprises, enhancing the effectiveness 

of investment promotions, enhancing public-private partnerships, and minimizing negative 

impacts of inward FDI (RPJMN 2015 – 2019). However, we cannot find any measurable 

actions to generate linkages between foreign enterprises and domestic companies, to stimulate 

local enterprises to be more competitive, to facilitate technology spillover, or to overcome the 

gap of technical capacity between domestic and foreign enterprises. We argue that the 

strategies stated in the RPJMN are vague because the action plans on the implementation of 

these strategies are absent.  

  Although the strategies are unclear, the government of Indonesia has determined the 

timeframe to achieve sustainable development from the investment. There are four distinct 

phases designed to achieve sustainable development in these sectors (President Regulation No. 

16/2012). In the first phase (within 1 – 2 years), the government will focus on investments 

within the primary/intermediate material production industries, investments within import 

substitution manufacturing, investments that support material for infrastructure, and the 

expansion of current investments. These investment sectors all have tangible impacts in a 

short-term period. In the second phase (5 years) the government will focus on the acceleration 

of investments within the infrastructure and energy sectors, via the promotion of the Public 

Private Partnership. In the third phase (10-15 years), the government will focus on investments 

in large-scale industries. In the fourth phase (15 years) the government will focus on 

investments in the knowledge-based economy, by enhancing research and development and by 

encouraging local governments to develop techno-parks.   

3.5.2 Investment policies and regulations  

In this section, we analyze investment policies and regulations such as the Investment 

Law (Law No. 25/2007 on the Investment), regulations on the investment restrictions which is 

called the Negative List of Investment (NLI), regulations on licensing procedures, and 

regulations on investment promotions and incentives.  

Our research found that the Indonesian government has attempted to find a balance 

between the policies for attracting and regulating FDI. The Investment Law explicitly states 

that sustainable development is one of the objectives of the investment policies in Indonesia. 

Furthermore, the Investment Law illustrates the government’s strong commitment to be open 

to FDI, to prevent discrimination against foreign investors, to avoid expropriation, to relax 

restrictions regarding FDI, and to allow MNCs to repatriate their profits. At the same time, the 

Investment Law allows the government to design policy interventions to achieve sustainable 
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development from the investment. For instance, the government can impose some restrictions 

or obligations for MNCs which invest in Indonesia such as to conduct corporate social 

responsibility programs, to preserve the environment, to prioritize domestic workers, and to 

protect small and medium enterprises. 

We also found that Indonesia has made tremendous efforts to improve their national 

competitiveness and to continue to attract inward FDI, via policy reforms. For instance, the 

government has streamlined the licensing procedure by utilizing One Stop Service Offices 

across the nation, by reforming the land ownership registration system, and by actively 

enhancing the effectiveness of promotional activities. The Indonesian government also 

continues to provide generous incentives for foreign investors and to liberalize the economy 

over time. As a result of these efforts, the Indonesian Ease of Doing Business Index has 

improved from rank 128 in 2008 to 72 in 2017 (World Bank, 2017).  

Regarding the economic liberalization taken by the government, our analysis reveals 

the fact that Indonesia’ economy remains restrictive and less liberal compared to the OECD 

countries and other ASEAN countries. There are some restrictions imposed upon MNCs by 

the government. For instance, the foreign equity owned by MNCs are limited to a certain 

percent, MNCs are required to divest their shares to domestic entities, MNCs in certain sectors 

are required to form a joint venture company with domestic enterprises, and MNCs are 

required to use the local raw materials. In the following section, we discuss investment 

policies in Indonesia. 

1) Law No. 25 Year 2007 on Investment; or, The Investment Law. 

UNCTAD (2012) suggests host country governments have a strong commitment to 

avoid expropriation and protectionist investment policies, to avoid imposing performance 

requirements upon MNCs, and to provide equal treatment between domestic and foreign 

investors.  Upon analyzing Law No. 25 on Investment (2007), we argue that the law has 

succeeded in sending a strong message to the international business community that Indonesia 

welcomes foreign investors, and is significantly friendlier and more liberal towards foreign 

investors than previous investment laws (OECD, 2010). The Investment Law does not 

differentiate between foreign and domestic investments, unlike previous investment laws. In 

Article 6 of the Investment Law, the Indonesian government states their commitment to 

providing equal treatment for all investors. Article 7 shows the Indonesian government’s 

commitment to avoid expropriation activities, and Article 8 shows the government’s 

commitment to respecting companies’ rights to transfer and repatriate profits.  
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The Investment Law also shows the strong commitment of the government of 

Indonesia to provide financial incentives to foreign investors and to improve the quality of 

institutions in Indonesia. According to Article 22 of the Investment Law, foreign investors can 

receive land use rights in Indonesia for up to 85 years. Generous incentives are provided to 

foreign investors who can create jobs, invest in the investment-priority sectors, support 

infrastructure development, support technology spillover, develop pioneer industries, invest in 

remote areas, support environmental protection, support research and development, create 

linkage with micro, small, and medium enterprises, and utilize domestic raw materials in 

business production (Article 18). The Investment Law also illustrates a strong commitment to 

improving the quality of institutions by establishing One Stop Service Offices for investments 

across the nation (Article 26) and to improving the distribution of authority between 

government levels (Article 27).  

The Investment Law (2007) also mandates the government to enact policy 

interventions designed to maximize the contribution of FDI to development. These 

interventions are outlined as follows: 1) foreign companies should conduct corporate social 

responsibility activities (Article 16); 2) foreign companies should comply with the national 

environmental standards (Article 17); 3) foreign companies should prioritize local 

(Indonesian) workers, and support technology and knowledge transfers through employee 

training and research development (Article 10); and 4) foreign companies should empower the 

Indonesian micro, small, and medium enterprises (Article 12). 

2) The investment licensing procedure.  

  UNCTAD (2012) advises that a country should have predictable and effective 

investment licensing procedures. Accordingly, the Indonesian government has attempted to 

simplify their investment licensing procedures for FDI. A cross-ministerial body administers 

the licensing process, called the national coordinating for investment board, or Badan 

Koordinasi Penanaman Modal (BKPM), and recently, the government has established an 

online licensing system called the investment One Stop Service Office, or Pelayanan Terpadu 

Satu Pintu (PTSP) (OECD, 2010). 

  The stages of the investment licensing procedure for FDI are explained below: 

1) Foreign companies apply for an investment license with BKPM through the One Stop 

Service Office (PTSP). Several documents are needed for this application, including the 
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company’s notarial establishment deed, which must be legalized by the Ministry of Law 

and shows that foreign companies have established a limited company in Indonesia; 

2) Within 72 hours, if the application meets the requirements, the BKPM will grant an 

investment license; 

3) After obtaining an investment license, the prospective companies must apply for a 

business license to start the construction process. Some permits are required, such as the 

recommendation for the technical ministries, the deed of establishment and its approval, 

evidence of the legality the site used to develop manufacture bases, a nuisance permit, a 

land use permit, a land building permit, an environmental permit, and additional forms; 

and, 

4) After the company provides the above documents, they will receive a business license. 

After the company obtains this business license, they are eligible for fiscal and non-fiscal 

incentives and can start their business (Head of BKPM Regulation No. 14, 2015). 

  Examining the simplification of the investment licensing procedure in Indonesia, we 

found that the efforts to simplify the procedure have been taken since the 1970s (see table 

3.4). From 1966 to 1997, the Indonesian presidential office was the only authority with 

clearance to grant investment and business licenses for FDI. In order to help the President, a 

national agency called BKPM was created with authority to screen foreign investment 

applications before being submitted to the President for approval (Presidential Decree No. 

97/1993 on the procedure of foreign investment).  

  In 1998, to reduce license processing time, the president decentralized the authority to 

grant investment licenses for FDI to BKPM Head (Presidential Decree No. 115/1998). In 

1999, the head of BKPM further decentralized the authority to grant investment licenses for 

FDI to the Governors (Presidential Decree No. 117/1999). However, in 2004 the BKPM Head 

reclaimed the authority to grant investment licenses for inward FDI (Head of BKPM Decree 

No. 58/SK/2004).  

   In 2009 a bureaucratic breakthrough was made, in which the government established 

the One Stop Service Office or PTSP. The PTSP is an office that consists of cross-ministerial 

officials, whose function is to fully process the applications of FDI under one roof. All 

relevant ministries officials delegated licensing authorities to the PTSP office, under the 

BKPM (President Regulation No. 27/2009 on the One Stop Service Office). Using this 

system, investors can apply for business licenses online and check the status of their 

applications online through the electronic system for information and investment licenses 

services (SPIPISE). Since the construction of this streamlined system, the administrative 
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processes of the foreign investors have been carried out through the PTSP office with clearer 

and more predictable mechanisms. In 2015, the Indonesian government launched a three-hour 

investment service designed for investments that had 100 billion IDR or higher value and 

employed one thousand or more Indonesian workers (Head of BKPM Decree No. 14/2015). 
Table 3.4. The Process of the Simplification of the Procedure of Investments 

No. Regulation on the Procedure of 
Obtaining Investment License 

Details 

1 Presidential Decree No.97/ 1993 • The President of Indonesia grants foreign 
investment licenses, while BKPM has the 
functions of screening applications and 
advising the president 

2 President Regulation No. 115/ 
1998 

• The President of Indonesia decentralized 
the authority to grant foreign investment 
licenses to the Minister of 
Investment/Head of BKPM (for projects 
worth less than $100 million) 

3 President Regulation No. 117/ 
1999 and The Minister of 
Investment Decree No. 
38/SK/1999 

• The head of BKPM decentralized the 
authority to grant foreign investment 
licenses to governors. The Minister of 
Investment/Head of BKPM issued the 
Ministerial Decision No. 38/SK/1999 to 
provide these guidelines for the governors 

4 Head of BKPM Decree No. 
57/SK/2004 and Head of BKPM 
Decree No. 58/SK/2004 

• The BKPM took the authority to grant the 
foreign investments from the governors 
and returned it to the central government 
(BKPM) 

5 President Regulation No. 27/2009 
on the PTSP and the head of 
BKPM Decree No. 12/2009 

• After the promulgation of Law No. 
25/2007, the government introduced the 
One Stop Service Office (PTSP) through 
Presidential Regulation No. 27/2009 on the 
One Stop Service Office (PTSP). 

• Therefore, BKPM grants foreign 
investments and business licenses through 
the One Stop Service Office (PTSP). 

6 Head of BKPM Decree No. 
5/2013 

• The process of investments is through 
PTSP office 

7 Head of BKPM Decree No. 
12/2013 

• The process of investments is through 
PTSP office 
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8 Head of BKPM Decree No. 
14/2015 

• BKPM grants foreign investments and 
business licenses through the One Stop 
Service Office (PTSP), and a three-hour 
service on investment is introduced. 

 Source: BKPM website data, created by Kuswanto 
 

Notes: Efforts to simplify the investment license procedure have been taken since the 1970s, and 
have continued until recently. Initially, investment licenses for FDI were granted by the President of 
Indonesia, and then this authority was delegated to Minister of Investment or BKPM Head.  
Previously, investors went to the technical ministries to obtain business permits; permits may now 
be obtained at the One Stop Service Office. 

   

  The simplification of the licensing procedure investment has improved the Indonesian 

Ease of Doing Business Index, and from 2016-2017, Indonesian ranking improved from 106 

to 91 out of 190 countries (World Bank, 2017). The average time span of starting a business 

was reduced from 168 days in 2004 to 25 days in 2017, and the cost of starting a business was 

reduced from 136% of total per-capita income in 2004 to 19.4% of total per-capita income in 

2017 (World Bank, 2017). 

3) Investment Restrictions 

 The UNCTAD (2012) suggests that host-country governments should be open toward 

FDI, and if a country has restrictions regarding inward FDI, the restrictions should be only to 

protect the country’s national interests, national security, natural resources, critical 

infrastructure, public health, environment, and national development promotions. Here, 

restrictions are defined as the additional requirements imposed upon MNCs which will invest 

in Indonesia (President Regulation No. 44/2016). Examining Indonesia's regulations and 

policies regarding investment restrictions, Indonesia remains restrictive compared to other 

OECD and ASEAN countries (OECD, 2016). Indonesia is highly restrictive in the following 

five sectors: real estate investment, radio, TV broadcasting, media, and fisheries (OECD, 

2016).  

 We identify several types of regulations imposed by the Indonesian government to 

restrict MNCs in investing in Indonesia. First, the government limits the percentage of foreign 

equity ownership of a company in certain economic sectors. For instance, foreign equity of a 

company which participates in port development is limited to a maximum of 49%; foreign 

companies are not allowed to participate in terminal development; foreign equity of a 

company which run a business in the horticulture sector is limited to 49%; foreign equity of a 

company which runs a business in the pharmaceutical industry is limited to 85%; foreign 
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equity of a company which runs a business in telecommunications is limited to 49%; and 

foreign companies are not allowed to run businesses related to the installation of electric 

power utilization (President Regulation No. 44/2016). Second, the Indonesian government 

requires MNCs to create joint venture companies with domestic enterprises in certain sectors 

such as forestry (rattan, pine sap, bamboo, sago, latex, and natural silk businesse), fisheries, 

telecommunication, and agricultural sectors (President Regulation No. 44/2016). Third, 

foreign investors are not allowed to possess land and are instead granted rights of land use. 

According to the laws of investment, foreign companies may be granted land use rights for 65 

years, and this grant may be extended for a further 30 years (95 years in total). Fourth, for 

foreign companies in the mineral and coal mining sectors, the government has imposed a 

divestment requirement, a requirement to have a partnership with local companies, and a 

requirement to prioritize local workers (Law No. 4 on Coal and Mineral Mining, 2009). Fifth, 

the government has mandated MNCs to use local materials in the telecommunications and 

machinery sectors (Law No. 3 on the Industry, 2014). 
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  Source: OECD (2016) FDI regulatory restrictiveness index 

Notes: 

1. The FDI Regulatory Restrictiveness Index is a tool used to measure discriminatory regulations 
affecting foreign investors, such as market access restrictions and the national treatment of 
foreign investors. 

2. Score 0 = open and 1 = closed 
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Source: OECD (2016) Regulatory Restrictiveness Index 

Notes: 

1. The FDI regulatory restrictiveness index as a tool to measure the discriminatory regulations 

affecting the foreign investors such as market access restrictions and the national treatment to 

foreign investors. 

2. Score: 0 = open, 1 = closed 
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  UNCTAD (2012) suggests that the host country government should provide 

transparent restrictions to foreign investors, and review these restrictions periodically. 

Accordingly, the Indonesian government issued President Regulation No. 76/2007 to set the 

criteria for imposing restrictions upon MNCs which invest in Indonesia. The restrictions 

should be evaluated every three years, under the coordination of the Ministry of Coordinator 

of Economic Affairs. Furthermore, the restrictions are imposed upon MNCs in certain 

conditions as follows: 1) the free market mechanism fails to achieve the objective of 

development; 2) national interest cannot be protected by the current economic policies; 3) the 

policy restrictions upon MNCs is effective in protecting national interest; 4) the restrictions 

imposed upon MNCs can solve the problems faced by domestic enterprises includes SMEs; 

and 5) the restrictions imposed upon MNCs do not create the high-cost economy.   

  As we have mentioned earlier, the government of Indonesia imposed many restrictions 

upon MNCs that want to invest in Indonesia. However, the government has attempted to 

loosen the restrictions on FDI gradually, through several liberalization policies (see table 3.5). 

In 1977, the Indonesian government introduced the Investment Priority Lists, which contained 

information about the 831 sectors which were open for FDI. It means that inward FDI is 

allowed in those 831 sectors and prohibited in other than those 831 sectors.  These lists were 

divided into four categories: open with full incentives, open with some incentives, open 

without incentives, and prohibited to FDI (Hill, 1989). In 1978, the lists were expanded to 

1,095 sectors which were allowed for inward FDI. However, the lists were narrowed again in 

1981. In 1986, the government relaxed the restrictions which allowed inward FDI in certain 

sectors which were prohibited previously. The relaxation of the restrictions was continued 

until 1989 when the Investment Priority List was changed into the Negative List of 

Investments. It means that the regulations were only listing the sectors which were prohibited 

or restricted for FDI. The FDI was prohibited in the nine strategic sectors:  ports, energy, 

telecommunication, shipping, civil aviation, water supply, railways, nuclear, and media. In 

1994, the Indonesian government allowed FDI in the nine strategic sectors, which were 

prohibited in the past. From 1995 to 1996, nine strategic sectors were removed from the NLI, 

and the minimum capital investment requirement for foreign investment was reduced to $1 

million from $ 10 million previously (OECD, 2010). In 1998, a company with full foreign 

ownership was allowed to invest in the banking sector (OECD, 2010). In 1999, foreign 

investment was allowed in several sectors such as retail, palm oil plantations, and 

broadcasting, which were previously prohibited. Following the enactment of Law No. 25/2007 

on investments, the Negative List of Investment was revised. These revisions included the 
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removal of divestment requirements and the opening of additional sectors to foreign investors. 

In 2009, a company with full foreign ownership was permitted in mining sectors through 

concession, and foreign investors could invest in the electricity sectors. In 2014 foreign 

ownership was allowed in additional sectors, such as electricity ( >10MW), port development, 

terminal development, the pharmaceutical industry, creative economy, and venture capital. 

However, the regulation on the NLI reduced the percentage of equity ownership by foreign 

companies in some sectors, such as electricity (generation 1-10 MW), drilling services, oil and 

gas services, electronic installation services, operation and telecommunication services, data 

and communication services, and internet services. In 2015, President Joko Widodo delivered 

ten economic packages to liberalize many economic sectors. He removed 45 sectors from the 

Negative Lists, increased the percentages of foreign ownership in many business sectors, and 

allowed full ownership of investments for all ASEAN member citizens (President Regulation 

No. 44/2016). 

Table 3.5  Economic Liberalization Policies 1977-2016 

Year Liberalization policies  

1977  The government of Indonesia introduced the Investment Priority Lists (IPL). 
They listed 831 sectors which were divided into four categories: open to FDI 
with full incentives, open to FDI with some incentives, open to FDI without 
incentives, and prohibited or closed to FDI. 

1978 The Investment Priority Lists were expanded from 831 sectors to 1,095 
sectors. 

1981 The Investment Priority Lists were reduced 

1986 1. Foreign firms with 75% of shares owned by Indonesians were treated 
equally to domestic enterprises. 

2. Minimum capital investment requirement of $ 1 million (reduced from $ 
10 million previously). 

3. Several areas previously closed to FDI are opened, including retail trade. 

1987 1. Foreign investors granted permission to participate in Indonesian stock 
exchange. 

2. The government provided huge incentives in automotive industries, 
machinery industries, textile, metal, cotton industries. 

3. Privatization of state-owned enterprises: Krakatau Steel 
4. The investment licensing procedure was simplified 

1988 Foreign investment in the banking sectors is allowed through joint ventures. 

1989 1. The IPL was changed into the Negative List of Investment. The NLI only 
contained information on the sectors that are restricted for FDI. 

2. Foreigners are allowed to purchase 49% of shares of listed companies. 
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1992 1. Non-Indonesians are permitted land ownership for up to 30 years 
(previously 20 years). 

2. Foreign workers only need the approval to work from the Ministry of 
Law (previously, approval was needed from the sectoral ministries). 

1993 FDI was allowed in flour industry (previously reserved for domestic 
enterprises). 

1994 1. No minimum capital requirement for foreign investment.  
2. Ports, electricity, telecommunication, education, aviation, drinking water 

provision, railway, and press sectors all opened to 95% foreign 
ownership. 

3. Divestment requirements for MNCs are relaxed. 
4. Domestic partnership requirements are relaxed. 

1999 1. BKPM no longer requires a presidential signature for approvals. 

2. The program to support the automotive industry by requiring foreign 
companies in the automotive industry to use raw material was finished. 

3. Full foreign ownership of holding companies allowed, including via 
acquisitions. 

4. Foreign investment in some sectors such as retail, general importing, 
palm oil plantations, broadcasting, and downstream operations in the oil 
sector is allowed.   

2007 1. General divestiture requirements removed from Investment Law. 
2. New Negative List was revised to open some sectors to greater foreign 

participation. 

2009 1. Mining Law allows foreign ownership of concessions. 
2. Electricity Law allows private operators in areas not served by state 

electricity company (PLN). 

2010 New Negative List was revised to open some sectors to greater foreign 
participation. 

2014 1. Negative List of Investment was revised. 
2. Expanded foreign ownership in the following sectors: electricity 

>10MW, port development, terminal development, the pharmaceutical 
industry, creative economy, and venture capital. 

3. Reduced foreign ownership in the following sectors: electricity 
generation 1-10 MW, drilling services, oil and gas services, electronic 
installation services, telecommunication operation services, data and 
communication services, and internet services. 

2016 1. Negative List of Investment was revised. 
2. 45 sectors were removed from the NLI 

 
Source: OECD (2010), Hill (1989) and BKPM (2017). 

Note:  Indonesia has been liberalizing its economy by gradually opening its sectors to FDI. In the 
1970s, the Indonesian government created a List of Investment Priority (DSP) which listed 
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sectors in which foreign investment was allowed. In 1989, the DSP was changed to the 
Negative List of Investment (NLI) which listed sectors in which that foreign investment was 
not allowed. Until recently, the NLI was still used as a regulatory tool to screen foreign 
investment in Indonesia. The NLI has been revised six times since 1989, with the latest 
revision in 2016. 

4) Land rights and ownership registration system 

 Indonesian government uses the Law No. 5/1960 on the Agrarian Sector as a basis for 

the land ownership registration system. According to the law, there are five types of land titles 

in Indonesia: right of ownership (hak milik), right to build (hak guna bangunan), right to use 

(hak pakai), right to cultivate (hak guna usaha), and right to lease (hak sewa). The right of 

ownership is the absolute right owned by to a person or a company to possess the 

lands/buildings; hence, the owners can use the lands, and sell or give the lands/buildings to 

other parties (Law No. 5/1960). The right to build is a right owned by a person or a company 

to construct and own the buildings on the lands (Law No. 5/1960). The right to use is the right 

owned by a person or a company to use the state-owned land or private land upon an 

agreement with the landowner(s) (Law No. 5/1960). The right to lease is a right to build or to 

use existing buildings or lands owned by other people or companies for a fixed period (Law 

No. 5/1960). The right to cultivate is a right given to companies to cultivate state-owned lands 

for business activities in the fishery, agriculture, farming in Indonesia (Law No. 5/1960 and 

Government Regulation No. 46/1996). Foreign companies and foreign people are only entitled 

to the right to build, right to cultivate, right to use and right to lease (Government Regulation 

No. 46/1996). Furthermore, according to Law No. 25/2007 on Investment, foreign companies 

can be granted the right to cultivate lands for 60 years that can be renewed for a further 35 

years; the right to build for 50 years that can be renewed for a further 30 years; and the right to 

use for 45 years that can be renewed for a further 25 years. 

   UNCTAD (2012) suggests that host country government should provide a clear, 

secure, and effective land ownership registration system. In contrast to that suggestion, 

registering property in Indonesia remains problematic. The procedure for registering property 

in Indonesia consists of five procedures and takes 27.5 days on average, costing 10.8% of total 

property value (World Bank, 2017). The position of Indonesia in term of registering property 

to start a business was not good enough compared to other countries in the world, in which 

Indonesia ranks 123 out of 190 countries in the world (World Bank, 2017). As a result, 86 

million out of 126 million parcels of lands in Indonesia have not been registered in the 

national system (Jannah, 2018).  
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5) Investment Promotion and Incentives 

UNCTAD (2012) suggests that investment promotion strategy should be connected 

with Indonesia’s national investment policy objectives. Furthermore, UNCTAD (2012) 

suggests that financial incentives should be provided for investors who help to stimulate 

technology and knowledge spillovers from MNCs to domestic companies, and support 

backward/supply linkage between MNCs and domestic enterprises.  

In Indonesia, BKPM is assigned to be the investment promotion agency (IPA) whose 

function is to coordinate investment promotion activities at different levels of government. 

BKPM promotes four sectors in its investment promotion: natural resources, which can 

catalyze development; infrastructure; industries (manufacturing); and knowledge-based 

investment (creative industries) (BKPM, 2016). Secondly, effective investment promotion is 

conducted directly through investment promotion events and indirectly through the website, 

mass media, international BKPM branches, and the Indonesian embassies across the world.  

The government of Indonesia has set several criteria for investors which can receive 

generous financial incentives from the government. The Investment Law (2007) outlines the 

following criteria of foreign companies which will receive financial incentives: 1) companies 

which invest in pioneering industries; 2) companies which invest in sectors determined as 

investment priorities; 3) companies which create many jobs; 4) companies which support 

Indonesia’s infrastructure development; 5) companies which enhance the transfer of 

technology; 5) companies which invest in the Indonesian geographical periphery; 6) 

companies which preserve environmental quality; 7) investments which support human and 

research development; 8) companies which support new innovation; 9) companies which hold 

partnerships with Indonesian small and medium enterprises (SMEs); and 10) companies which 

utilize more than 20 per cent of local raw materials. 

There are two facilities which are usually provided by the government to foreign 

investors which meet these criteria (BKPM, 2017). The first is facilities for import duty 

exemptions for materials and machinery. MNCs which are granted these facilities do not have 

to pay import duty on imported machinery, goods, and materials which are not available in 

Indonesia; the facilities are provided for two consecutive years while the MNCs establish 

manufacturing bases (Widyawan and partners, 2014). The second is the facilities for corporate 

income tax (PPh Badan) that are given in the form of a tax allowance or tax holiday (BKPM, 

2017). The tax allowance is income tax facilities granted to MNCs in several business sectors 

in accordance with Government Regulation No. 1 (2007) on Income Tax in certain business 
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sectors and/or certain regions as last amended by Government Regulation No. 9 (2016). There 

are four kinds of facilities granted to MNCs, as follows: 1) the net income of MNCs is reduced 

to 30%; 2) MNCs receive depreciation and amortization deduction; 3) MNCs receive the 

withholding tax rate deduction; and 4) MNCs receive the right to carry forward tax losses for 

up to 10 years (Widyawan and Partner, 2014). Furthermore, according to Government 

Regulation No. 9 on Tax Allowance (2016), the tax allowance is granted for MNCs in 145 

sectors. Another form of corporate income tax facilities is the tax holliday. The tax holiday is 

a corporate income tax granted to MNCs as a pioneer industry with the amount of investment 

of 1 trillion IDR (Ministry of Finance Decree No. 159/PMK.010/2015). 

3.5.3 Investment-Related Policies. 

UNCTAD (2012) states that the investment policies should be in coherence with other 

economic, social and environmental policies, which have impacts on investments in Indonesia. 

The economic, social and environmental policies that have impacts on investments in 

Indonesia is called investment-related policies (UNCTAD, 2012). In this section, we evaluate 

seven investment-related economic policies to understand how those policies relate to 

investment policies, and how they align with efforts to achieve sustainable development 

alongside the investment.  

In our evaluation, we have found that the government of Indonesia has made serious 

efforts to improve investment climates through regulatory reforms. For example, the 

government enacted Anti-monopoly Law (Law No. 5/1999) to ensure fair competition among 

companies, both domestic and foreign, in Indonesia. The government also introduced 

regulations designed to protect property rights of both domestic and foreign companies such as 

Patent Law (Law No. 41/2001), Brand Law (Law No. 15/2001), Copyright Law (Law No. 

19/2002), Industrial Design Law (Law No. 31/2000), Trade Secret Law (Law No. 30/2000), 

and Government Regulation No. 29/2004 on the production of the technology optical disc 

drive. To improve the quality of institutions in Indonesia, the government also enacted Anti 

Corruption Law (Law No. 20/2001), Commission for Eradicating Corruption Law (Law No. 

20/2002), Ombudsman Law (Law No. 37/2008) and Public Services Law (Law No. 25/2009).  

 The government of Indonesia also attempted to reap the social benefits of inward FDI 

via the regulation of labor and markets, and regulation on corporate social responsibilities. The 

government enacted the Workforce Law (Law No. 13/2003) to improve regulation related to 

wage standards, training for employees, protection of workers’ rights, and formation of labor 

unions. In 2007, the government of Indonesia enacted Company Law (Law No. 40/2007) to 
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sets corporate governance standards for companies, and to require foreign and domestic 

companies to conduct charity activities that help their local communities. As guidance to 

conduct the charity activities, the government promulgated Government Regulation No. 

47/2012 on corporate social responsibility. 

 Aware of the negative impacts of FDI on the environment, Law No. 32/2009 on the 

Environment was enacted to replace Law No. 23/1997 on the Environment. The new law 

provides a more comprehensive regulation to protect the environment from any disturbance 

caused by business activities. For example, the new law imposes a mandatory environmental 

impact assessment for all companies prior to the establishment of the business, which 

previously was not mandatory. Furthermore, the new law requires all companies to obtain 

environmental and land use permits from the environmental bodies in the regions before 

constructing the manufacturing bases. Unlike Law 23/1997, the new law mandates the 

government to conduct an environmental audit during the business operation of companies. 

The preservation of natural resources is a mandatory obligation for companies, 

  Policy interventions are also stipulated to reap economic benefits of inward FDI. For 

instance, the government screens inward FDI by stipulating the Negative List of Investments. 

Through the NLI, the government of Indonesia determines in which sectors foreign 

investments are allowed (unconditionally open), prohibited (closed), and allowed with certain 

restrictions (open with certain conditions/restrictions). An example of these restrictions is the 

requirement for MNCs to form a joint venture company with domestic companies which will 

invest in agriculture sectors, and the limitation of foreign equity in a joint venture company of 

up to 49% investment in public infrastructure. Another example of the policy intervention is 

that the government requires MNCs to utilize local raw material in the production process 

such as a minimum of 20% of domestic raw material for the automotive industry, and a 

minimum of 70% domestic raw materials for telecommunication, electronics, and energy to 

support domestic industries. The most recent policy intervention by the government is the 

policy to support the downstream mining industry. The Mining Law (Law No. 4/2009) 

requires MNCs to divest a minimum of 51% of their shares after ten years of operation, 

prohibits MNCs from exporting unprocessed minerals, and requires MNCs to hire domestic 

enterprises as partners in the mining processes. In the following section, we will discuss seven 

investment-related policies in more detail.  
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1) Trade Policy 

According to the IPFSD, participating in international trade agreements is important 

for the promotion of investments (UNCTAD, 2012). Indonesia is very ambitious in 

liberalizing trade policy and has participated in international and regional trade agreements. 

The liberalization process is taken by simplifying and harmonizing fifty regulations on export-

import for regulations on the export of 2,278 varieties of goods, and 79 regulations on the 

import of 11,534 varieties of goods (Ministry of Economic Affairs, 2015). Furthermore, 

Indonesia joined the World Trade Organization (WTO) in 1995, so the government agreed to 

reduce tariff rates and eradicate non-tariff barriers for international trade. Indonesia is also a 

member of ASEAN and a member of the APEC Forum. Thus, Indonesia has agreed to reduce 

tariff rates for international trade amongst ASEAN countries and to eliminate non-tariff 

barriers in international trade, to prohibit quantitative restrictions, and to implement Common 

Effective Preferential Tariff Scheme for ASEAN Free Trade Agreement and ASEAN Trade in 

Goods Agreement (ATIGA).  

As a commitment to international trade agreements, Indonesia has successfully reduced 

the most favored nation (MFN) average tariff from 9.5% in 2006 to 7.7% in 2012, in which 

the average tariff for industrial products is 7.5%, and the average tariff for agricultural imports 

is 9.5% (WTO, 2013). Simultaneously, the government implements Indonesian National 

Single Windows (INSW) to improve the custom and border system. INSW is an integrated 

system on export-import processing which enables single submission of data and information, 

single and synchronous processing of data and information and single decision making for 

customs clearance and release of cargoes (President Regulation No. 10/ 2008). The INSW can 

reduce the time and cost of customs clearing, and can limit smuggling and customs fraud. 

Besides developing INSW, the government has also created twelve Special Economic Zones 

(SEZs). An SEZ is an area determined for special economic activities in which special laws 

and regulations on business and trade are applied differently from the rest of the countries to 

attract inward FDI (World Bank, 2011) 

2) Intellectual Property Rights 

UNCTAD (2012) suggests host country governments protect intellectual property 

rights owned by MNCs to support innovation, and technology spillover (UNCTAD, 2012). In 

line with the suggestion, the government of Indonesia enacted seven laws regarding the 

protection of property rights. These include Law No. 41/2001 on patents, Law No. 15/2001 on 

brands, Law No. 19/2002 on copyrights, Law No. 31/2000 on industrial design, Law No. 
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30/2000 on trade secrets, and Government Regulation No. 29/2004 on the production of the 

high technology optical disk drives. In addition, the government signed seven international 

treaties regarding property rights administered by World International Property Right 

Organisations as follows: 1) Protocol Relating to the Madrid Agreement Concerning the 

International Registration of Marks on January 2, 2018; 2) WIPO Performance and 

Phonogram Treaty on February 5, 2005; 3) WIPO Copyright Treaty on March 6, 2002; 4) 

Berne Convention for the Protection of Literary and Artistic Works on September 5, 1997; 5) 

Patent Cooperation Treaty on September 5, 1997; Trademark Law Treaty on September 5th, 

1997; 6) Convention Establishing the World Intellectual Property Organization on December 

18, 1979; and 7) and Paris Convention for the Protection of Industrial Property on December 

24, 1950 (WIPO, 2017). Despite the fact that the government of Indonesia has enacted many 

laws related to property right protection and signed seven international treaties on property 

right protection, Indonesia was listed in the Priority Watch List 2017, which means Indonesia 

is poor at protecting property rights (US Trade Representative 2016).  

3) Competition Policy 

The third important policy to attract inward FDI is the competition policy. UNCTAD 

(2012) suggests that host country governments must ensure fair competition among all 

companies via strong regulations and strong law enforcement (UNCTAD, 2012). The 

government of Indonesia has enacted the Anti-monopoly Law (Law No. 5/1999), which 

forbids monopoly or oligopoly practices and unhealthy business competition. Through this 

law several business practices were prohibited, such as actions to control the market 

(oligopoly), actions to make agreements with competitors to determine market prices, actions 

to create a territorial restriction or boycott a product, actions to establish cartels, and actions to 

create unfair competition (Articles 4 – 16, Law No. 5/1999). Furthermore, monopoly, 

monopsony, market control, manipulation of the procurement process, and other activities that 

control the markets are prohibited (Article 17 – 24, Law No. 5/1999). Companies are 

prohibited from using their dominant position to control the market, to interfere with the 

business of other companies, or to determine trade criteria for the purpose of controlling the 

market (Article 25, Law No. 5/1999).  

To enforce the Anti-Monopoly Law, the commission on business competition (KPPU) 

was established in 1999. The KPPU has the following functions: 1) to assess whether or not 

business agreements between two or more companies may cause monopolistic practices; 2) to 

assess business activities which may lead to monopolistic or oligopoly practices; 3) to assess 
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business activities which may result in the abuse of a dominant position; 4) to advise the 

president on matters of competition policy; and 5) to report the activities to the House of 

Representatives and the President of Indonesia. The KPPU is authorized to impose sanctions 

on companies that violate Law No. 5/ 1999 (Article 35 – 36, Law No. 5/1999).  

4) Labor Market and Regulations 

 Other important laws and regulations to enhance the contribution of inward FDI 

toward social development are regulations related to the labor market (UNCTAD, 2012). 

Furthermore, UNCTAD (2012) suggests that regulations on labor should support job creation, 

protect labor rights, follow international standards, and be friendly to foreign workers. The 

Indonesian government has made serious efforts to improve labor regulations. In 2003, the 

Indonesian government enacted Law No. 13/2003 on the workforce to replace Law No. 

14/1969 on the workforce. Law No. 13/2003 provides more comprehensive regulations. It 

consists of 28 chapters and 192 verses which are designed to regulate all aspects of labor, such 

as national labor policy principles, labor rights, wage and welfare systems, labor unions, 

training systems, social security, industrial relations, mechanisms of dispute, and the use of 

foreign workers. The freedom to create a labor union is also guaranteed by Law No. 21/2000 

on labor unions. 

 Law No. 13/2003 contains crucial revisions, in contrast with its predecessor. For 

instance, the central government, local government, and private companies are required to 

increase the capacity of their workers to meet market demands. Law No. 13/2003 also clarifies 

the rights and obligations of companies, the government, and workers in finer detail. Governor 

and district heads are authorized to determine the wage standards in their region based on its 

decent life standard. In determining the wage standards, Governors and district heads are 

assisted by the wage council. Law No. 13/2003 is also friendly for foreign workers. 

Companies are allowed to hire foreign workers by obtaining a work permit from the Ministry 

of Manpower. In obtaining the work permit, companies should guarantee that foreign workers 

have to transfer knowledge to Indonesian workers, and the foreign workers are not permitted 

to hold high- and mid-level management positions in the personnel department (Law No. 

13/2003).  

5) Corporate Social Responsibility 

One of the principles to be followed by MNCs is compliance with good corporate 

governance (UNCTAD, 2012). The host country governments have to set the standard of 
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corporate governance to be followed by companies. The government of Indonesia has set good 

corporate governance principles by enacting Company Law (Law No. 40/2007 on the Limited 

Companies). According to the law, all companies should adhere to international principles on 

good corporate governance. Furthermore, the law mandates all companies to participate in 

socially responsible activities called Corporate Social Responsibility (CSR). CSR can be 

defined as responsibilities held by companies that exploit natural resources to create a good 

relationship with their local communities and to preserve environmental quality (Law No. 

40/2007).  

Government Regulation No. 47/2012 on corporate social responsibility regulates the 

mechanisms used to enforce corporate social and environmental responsibilities. However, 

this regulation leaves companies with the freedom to select which mechanisms and activities 

they use. There is no clearly stated consequence for companies who do not comply with the 

obligation to act socially and environmentally responsibly, and the mechanisms of 

coordination between the different levels of government are vague. Because of this ambiguity, 

CSR is regarded as voluntary. 

6) Environment Policy 

The UNCTAD (2012) suggests that the host country government should impose an 

environmental impact assessment as a part of the foreign investment procedure (UNCTAD, 

2012).  The government of Indonesia followed this principle when Law No. 32/2009 on the 

environment was promulgated. Article 22 of Law No. 32/2009 requires all companies, both 

foreign and domestic enterprises, to conduct environmental impact assessments or to provide 

documents on their environmental management plan before establishing a business in 

Indonesia. Article 36 of Law No. 32/2009 requires companies to obtain an environmental 

permit from the local government as part of the licensing procedure. The law also states that 

all companies are subject to an environmental audit from environmental bodies at the central, 

provincial and district governments (Article 49, Law No. 32/2009). These requirements are 

enforced to protect the environmental quality from the potentially destructive effects of FDI.  

Law No. 32/2009 also provides policy tools to counter the destructive impacts of 

business. These tools include strategic environmental assessments, land use planning, grants 

or incentives from government, budget support for environmental activities, environmental 

standards and criteria for pollution, and environmental risk assessments. All companies that 

exploit natural resources such as mining companies or companies in agriculture and plantation 

sectors are required to compensate for the destruction caused by their activities (Law No. 
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32/2009). Furthermore, the waste management system of the companies which invest in 

Indonesia are reviewed periodically by government authorities. Therefore, in principle, 

Indonesian environmental policy contains policies which strive to protect the environment via 

preventive action, environmental management, and recovery procedures in the case of 

environmental disaster. However, the enforcement of these policies remains a roadblock in the 

achievement of sustainable development.  

7) Policies to Generate Economic Wealth from inward FDI 

There are four classifications of the regulations that generate economic wealth from 

inward FDI through the linkage between foreign enterprises and national companies in 

Indonesia. The first is the Presidential Regulation on the Negative List of Investments. 

According to the Presidential Regulation, the sectors are classified into three groups: 1) closed 

(sectors in which foreign investment is prohibited); 2) open with conditions (the sectors in 

which foreign investment is allowed with certain conditions or restrictions attached); and 3) 

unconditionally open (the sectors in which foreign investment is allowed  without any 

conditions attached) (Presidential Regulation No. 44, 2016). There are several requirements 

imposed upon MNCs, which will invest in the sectors, which are classified as "open with 

certain conditions." For instance, the MNCs are required to form cooperation with domestic 

small and medium enterprises such as in the forestry sectors (rattan, pine sap, bamboo, sago, 

latex); fishery sectors (the fish seed industry); the agriculture sectors (fruit, soybean, 

vegetable, milk production, and sugar); economic creative sectors (batik, and rattan handicraft 

production); and telecommunication sectors (President Regulation No. 44, 2016). Another 

restriction is that MNCs are required to form a joint venture company with domestic 

enterprises. The government also limits the maximum percentage of the foreign-owned equity 

of the joint venture companies. This restriction applies specifically to FDI in agriculture, 

forestry, horticulture, and some mining sectors. 

The second policy to generate economic wealth from inward FDI is the regulations that 

required MNCs to use the domestic raw material in the production process. The regulations 

are called the regulations on local content requirements. The Minister of Industry issued 

Ministerial Regulation No. 80/M-IND/PER/9/2014, which requires MNCs in the automotive 

industry to use a minimum of 30% of local raw materials in the production. The same minister 

also promulgated Ministerial Regulation 48/M-IND/PER/4/2010, which requires MNCs in 

electronics to use local goods and services in the construction of electric power infrastructure. 

The Minister of Industry promulgated regulation 65/M-IND/PER/7/2016, which requires all 
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companies in the electronics industry to use at least 30% local materials in the production 

process as part of the import substitution strategy. In 2019, the government plans to increase 

the minimum percentage of the use of local raw materials for MNCs in the automotive 

industry to 60% of the total materials used in the production  (Ribka, 2017).  

The third policy to generate economic wealth from inward FDI is the policy to support 

the downstream mining industry. In order to support that policy, the government of Indonesia 

enacted Law No. 4/2009 on Mineral and Coal Mining in 2009. There are five requirements 

imposed by this law, as follows:  

1) the contract system used in the mining sector will be replaced with the licensing system;  

2) foreign companies must divest a portion of companies' stock to domestic firms or 

Indonesian government after five years of operation, and reach 51% of total companies’ 

stock share after ten years; 

3) foreign companies must use domestic goods and services; 

4) foreign and domestic companies in mining sectors are prohibited from exporting 

unprocessed minerals and must establish smelters for the refinery process; 

5) foreign companies must conduct research and development, and provide training for local 

workers. 

The fourth policy to generate economic wealth from inward FDI is a policy to protect 

domestic SMEs. To protect these enterprises, foreign investors are not permitted to invest in 

selected sectors reserved for SMEs, such as certain agricultural sectors, plantation sectors, 

fishery sectors, and creative and tourism sectors (President Regulation No. 44/2016). 

Furthermore, the government gives SMEs a lot of privileged access to loans through national 

programs such as the National Program for People Empowerment (PNMP) and The Loan for 

SME’s (Kredit Usaha Rakyat) (Law 20/2008). Furthermore, the government provides 

financial incentives to foreign investors who have cooperation agreements with domestic 

SMEs (RPJMN 2015 – 2019). 

3.6  CONCLUSION 

This chapter has attempted to analyze how investment policies in Indonesia embody 

the concept of sustainable development. To achieve this, we have examined development 

planning documents, investment policies, and seven investment-related policies such as trade 

policy, property rights protection policy, competition policy, labor market regulations and 

policies, regulations on corporate social responsibilities, environmental policies and policies to 

generate economic wealth from inward FDI. 
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  From our examination, several findings are revealed. Firstly, we conclude that 

investment policies in Indonesia have been directed to achieve more sustainable development, 

albeit gradually. Sustainable development has been embodied in the development of strategies 

and investment policies in Indonesia. The objective of development that is to achieve 

sustainable development is explicitly stated in the General Investment Plan 2012-2025, RPJP 

2015 - 2025 and RPJMN 2015 – 2019. Similarly, the Investment Law (Law No. 25/2007) 

outlines that Indonesian investment policies are directed to achieve sustainable development. 

Several laws also state that sustainable development becomes the objective of development in 

Indonesia, such as the Company Law (Law 40/2007), the Environmental Law (Law No. 

39/2009), the Industrial Law (Law No. 3/2014) and the Small and Medium Enterprises Law 

(Law No. 8/2008) 

  To achieve sustainable development, the government of Indonesia balances the efforts 

to attract and to regulate inward FDI. Several regulatory reforms have been made to increase 

the attractiveness of Indonesia in the eyes of investors. The Investment Law (Law No.  

25/2007) was enacted to substitute the Foreign Investment Law (Law No. 1/1967) in 2007. 

This gave a strong message to international businesses that Indonesia is highly open to foreign 

investments. The law has shown serious commitment to shielding MNCs from expropriation, 

to liberalizing the Indonesian economy and to improving the quality of public institution in 

Indonesia. The law does not differentiate between foreign and domestic investments and 

provides generous incentives for foreign investments in Indonesia by lengthening the land 

leasehold right for foreign investors. In line with the effort to attract inward FDI, the 

Indonesian government has also introduced several regulatory reforms such as a number of 

property rights laws and the Anti-Monopoly Law, and liberal and pro-market trade policies. 

The Indonesian government has made serious efforts to simplify the investment licensing 

procedure, to improve the land ownership registration system, to provide effective incentives, 

and to relax investment and business restrictions. As a result of those reforms, there is a 

significant increase in inward FDI (UNCTAD, 2017).  

  To regulate inward FDI in Indonesia, policymakers have focused on three components 

of sustainable development: economic, social, and environmental. Policy interventions have 

been made to enhance the contribution of inward FDI to the economic, social and 

environmental development of Indonesia. Four policy interventions have been carried out to 

support the economic development of Indonesia. The first is the Presidential Regulation on the 

Negative List of Investments. The regulation classifies the economic sectors in Indonesia into 
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open, open with certain conditions and closed or prohibited to foreign investment. Several 

restrictions and requirements are imposed upon MNCs such as joint venture requirements and 

restrictions on the maximum amount of company stock owned by foreign companies. The 

second policy to generate economic wealth from inward FDI is regulations that require MNCs 

to use domestic raw materials in the production process, or local content requirements. The 

requirements are applied to MNCs in the automotive industry, and the electronic and 

telecommunication sectors. The third policy to create economic wealth from inward FDI is the 

policy to support the downstream mining industry. The government of Indonesia enacted Law 

No. 4/2009 on Mineral and Coal Mining in 2009 that required foreign companies to: substitute 

the contract system with a licensing system; to sell some parts of companies’ stock to the 

Indonesian government or domestic companies (a minimum of 51% of the total stock after 10 

years of operation); to utilize domestic goods and services; to establish smelters for the 

refinery process because exporting for unprocessed mineral is not allowed; and to enhance the 

capacity of local employees by conducting training and research. The fourth policy to generate 

economic wealth from inward FDI is a policy to protect domestic SMEs and to upgrade the 

capacity of SMEs in Indonesia.  

 In efforts to reap social benefits from inward FDI, the government has introduced Law 

No. 21/2000 on the Labor Union, Law No. 13/2003 on Workforce and Law No. 40/2007 on 

Companies. Law No. 21/2000 ensures the freedom to create a labor union which was not 

given before 2000. Furthermore, Law No. 13/2003 contains crucial revisions in contrast with 

its predecessor. For instance, the law requires the central government, local government, and 

private companies to increase the capacity of their workers. The law also clarifies the rights 

and obligations of companies, the government, and workers in finer detail, and mandates 

Governors and District Heads to determine the wage standards in their region based on its 

decent life standard. The law is also friendly for foreign workers. Law No. 40/2007 mandates 

all companies, both foreign and domestic, to adhere to international principles on good 

corporate governance and to participate in socially responsible activities called Corporate 

Social Responsibility (CSR).  

 To minimize the adverse impacts of inward FDI on the environment, the Indonesian 

government requires all companies, both foreign and domestic enterprises, to conduct 

environmental impact assessments, or to provide documents on their environmental 

management plan, before establishing a business in Indonesia. Furthermore, all companies are 

required to obtain an environmental permit from the local government as part of the licensing 

procedure, and all are subject to an environmental audit from environmental bodies from the 
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central, provincial and district governments (Law No. 32/2009). The government also 

provides policy tools to counter the destructive impacts of business such as strategic 

environmental assessments, land use planning, grants or incentives from government, budget 

support for environmental activities, environmental standards and criteria for pollution, and 

environmental risk assessments.  

  Despite the fact that sustainable development has been adopted in the investment 

policies and other related policies, we found that some weaknesses remain. Firstly, there is 

little coherence between investment policies, industrial policies, education policies, and 

environmental policies. For example, the substances on the Negative List of Investments 

contradict with several laws including the Horticultural Law, the Industrial Law, and the 

Mineral and Coal Mining Law. Secondly, we cannot find any measurable actions to generate 

linkages between foreign enterprises and domestic companies, to stimulate local enterprises to 

be more competitive, to facilitate technology spillover, or to overcome the gap of technical 

capacity between domestic and foreign enterprises in the development planning documents. 

The strategies stated in the RPJMN are unclear, as they do not list clear action plans on the 

implementation of these strategies. Thirdly, the government of Indonesia has a serious 

problem in the implementation of the law. One example is that the state has enacted rules and 

regulations on the protection of property rights, but Indonesia remains under the priority watch 

list of the US for weak property rights' protection. Another example is that despite the 

government enacting the competition policy, monopolies and oligopolies remain common due 

to weak law enforcement. Fourthly, even though Indonesia is liberal regarding FDI, non-tariff 

barriers remain a serious problem for foreign investors. Some regulations such as local content 

requirements, performance standard requirements and divestment requirements are considered 

as significant barriers for foreign investors, which are not justifiable. 
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CHAPTER IV. THE NATIONAL – PROVINCIAL – DISTRICT GOVERNMENT 
RELATIONS IN MANAGING INWARD FDI IN INDONESIA 

4.1 INTRODUCTION 

In the previous chapter, we discussed investment policies in Indonesia. Besides 

investment policies, one important aspect to achieve sustainable development from investment 

is good implementation of policies. Magiera (2011) argues that although the legislators have 

good intentions to produce good laws and regulations, there are issues in implementing 

regulations. Since the introduction of decentralization in Indonesia, the mechanism of 

implementation of policies has changed significantly, so local governments now have 

significant roles in policy implementation. In order to understand the dynamic interaction 

process between multilevel government actors in implementing investment policies, this 

chapter analyzes the interactions between actors at the national, provincial and district 

government levels in the process of managing inward FDI. Furthermore, this chapter 

addresses the following sub-research question: How do the national, provincial, and 

district/municipality government actors interact with each other in managing inward 

FDI in Indonesia? More specifically, this chapter examines the distribution of authorities and 

responsibilities between the different levels of government in managing inward FDI. We also 

examine the dynamic interactions between government actors at different levels in 

implementing policies by using three policies to improve the investment climates as case 

studies.  

This chapter exposes the importance of collaboration between all levels of government 

to overcome the problem of decentralization. In this chapter, we only focus on investment 

climate problems. Some studies found that the decentralized governance system has created 

coordination problems such as over-regulation, over-taxation and policy fragmentation, thus 

deteriorating the investment climates in Indonesia (LPEM UI, 2002; ADB, 2005; Kuncoro, 

2006; KADIN, 2012).  

This chapter also attempts to explore the mechanism of intergovernmental coordination 

under the decentralized system in Indonesia, which has not been explored by many scholars. 

Only a few studies focus on intergovernmental relationships. For instance, Brojonegoro and 

Vazquez (2004) and Brojonegoro and Ford (2007) provide an overview of the 

intergovernmental fiscal relations between local and central government under the first and 

second wave of decentralization. Nevertheless, those studies only scrutinize the legal aspects 

of the financial coordination mechanism and pay little attention to the dynamic aspect of the 
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relationship. As  a complement to those studies, this chapter examines the dynamic 

relationship between the different levels of the government in the process of managing inward 

FDI. The analysis looks beyond the distribution of authorities between the levels of 

government to include dynamic interaction among actors at the different levels of government 

in the policy implementation. Our analysis departs from the assumption that in the process of 

interaction between the national, provincial and district governments, there is a shift in 

governance mode from hierarchical to co-governance. Furthermore, the success of the co-

governance mode is highly dependent on the capacity and the strong commitment of the actors 

in the collaboration processes.  

This chapter consists of seven sections. The first section has discussed the background 

of the study. The second section discusses the theoretical concept used as a framework for 

analysis. The third section provides an overview of the methods used in the data collection. 

The fourth section offers a brief description of the decentralization context in Indonesia. The 

fifth section discusses the distribution of functions to manage FDI and the empirical research 

on the interaction between actors at different levels of government. The sixth section analyzes 

the interaction between the government's actors in implementing policies to enhance 

investment climates and the last section concludes the chapter. 

4.2 MULTI-LEVEL GOVERNANCE: A THEORETICAL FRAMEWORK 

To overview the dynamic relationship between the levels of governments, we employ 

the multi-level governance (MLG) perspective. The MLG is a condition in which power and 

authorities in the public policy-making process are shared among institutions beyond the 

single jurisdiction, and non-state actors can participate in the processes (Piationi, 2010). 

Different from the intergovernmental perspective, which only focuses on the power 

arrangement between national and sub-national institutions, the MLG analyzes not only the 

power arrangement but also the interaction between actors in the formulation and 

implementation of national policies with diverse interests (Leo and Enns, 2009). The MLG is 

appropriate because the MLG framework is currently considered as a non-statist approach to 

analyze the federal-municipal relationship in Spain, Switzerland, Australia, France, Germany, 

Mexico, and the United States of America (Agranov, 2007; Hitz and Bachtiger, 2007; Brown, 

2007; Jailly, 2007; Bodenbender and Hrbeka, 2007; Rowland, 2007; Vogel, 2007). A non-

statist approach is an approach which views the relationships as two-ways processes involving 

actors at different levels of government, the state, and non-state actors, and the relationships 

become less hierarchical, less formal than in the past (Leo and Enns, 2009). The MLG 
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perspective is also widely used to analyze the intergovernmental coordination in overcoming 

common issues in the world (Bache and Flinders, 2005; Hirst and Thompson, 1996), and to 

examine social and political processes that resemble the multi-tiers of government in many 

countries (Bulkeley and Betsill, 2006).  

Using the MLG as a framework, we need to analyze power arrangements between the 

different levels of government. The MLG differentiates power arrangement model into two 

types of governance: type I and type II (Hooghe and Marks, 2002). Type I of MLG is the type 

of governance inspired by the theory of federalism, concerned with power sharing between 

governments at several levels. There are several characteristics of type I of MLG. Firstly, the 

decision-making power is shared among the lower units of government with a limited number 

of jurisdictional levels. Secondly, each of the jurisdictions carries out multiple government 

affairs, not the specific task. For instance, the jurisdictional levels carry out the provision of 

education, health, and other public services. Thirdly, although the jurisdictions are divided 

into different levels of governments, the authorities and the assignments owned by each level 

of jurisdiction do not overlap with other jurisdictions. Fourthly, the relationship between 

jurisdictional levels is more formal; laws, constitutions, and regulations determine the mode of 

relationship.   

In contrast to type I, in type II of MLG, the jurisdictional levels are not limited, each 

jurisdictional level is assigned specific tasks, the assignments and authorities are overlapping, 

and the relationship between levels is less formal and more flexible. Below is the table of the 

characteristics of both types of MLG. 

Table 4.1 The Characteristics of the two Types of MLG 

Type I MLG Type II MLG 

The jurisdiction is organized in a limited number Vast number/unlimited number within the 
jurisdiction 

Each of the jurisdictions retains a general purpose Each of the jurisdictions has specific functions 

Each of the jurisdiction’s functions do not overlap 
with other jurisdictions  

Each of the jurisdiction’s functions are 
overlapping with other jurisdictions 

The relationship between the jurisdiction is 
formal and based on rules, laws and norms 

The relationship between the jurisdiction is 
flexible and based on mutual trust 

Source: Marks and Hooghe (2004) Contrasting Vision of Multi-Level Governance in Blanche I., 
Flinders (Eds.) Multi-level Governance, Oxford University Press: Oxford, UK, 2004 

 



	
	

		
	 81 

 The MLG also provides a framework for analyzing the mode of interaction between 

actors in implementation of the policies. The traditional approach analyzes the interaction 

based on two approaches: the top-down approach and the bottom-up approach (Matland, 

1995). Different from that approach, the mode of interaction between actors in the formulation 

and implementation of policies can be divided into three modes of governance: self-governing, 

co-governance and hierarchical governance (Kooiman, 2003). Self-governing is the mode of 

governance in which the local government is self-motivated and able to overcome issues by 

themselves. Co-governance is the mode of governance in which all levels of government must 

work together to overcome social problems. Hierarchical governance is the mode of 

governance in which the central government uses the authority to intervene in the lower levels 

of government. By using that idea, this chapter determines three modes of governance in the 

formulation and implementation of policies as explained in the table below. 

Table 4.2 Modes of Governance in Policy Implementation 

Mode of Governance Description 

Self-governing Self-motivated action by local government 

Hierarchical governance The national government intervenes directly in 
implementation of policies 

Co-governance  The national and local government work together in 
implementation of the policies 

Source: Adapted from Kooiman (2003), Governing as Governance 

4.3  RESEARCH FOCUS AND METHODOLOGY 

We employ a qualitative methodology to address the relationship between the levels of 

government in the process of managing FDI, based on case studies. The policies and 

regulations and previous studies concerning the decentralization and FDI are assessed to 

understand the nature of the intergovernmental relationship in Indonesia, leading into case 

studies of the experiences of two districts in managing FDI: Banyuwangi and Ogan Komering 

Ilir (OKI) districts. These districts were selected because they are the typical districts in 

Indonesia: rural, lacking adequate infrastructure, yet rich in natural resources. Furthermore, 

these districts were outstandingly success in attracting FDI. The analysis of case studies is 

used to generate the relationship between the central, provincial and districts in Indonesia. The 

field studies were conducted in these districts twice. The first occasion was March 1st to May 

14th, 2016 and the second was March 1st to May 24th, 2017. During the field studies, we 
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interviewed several officials from the central, provincial and district governments (see the list 

of interviewees in the annex).  

4.4  DECENTRALIZATION IN INDONESIA  

To understand the context, in this section we give a general overview of the 

decentralized system in Indonesia. Indonesian started to implement decentralization in 2001 

after experiencing the centralized regime for long periods. The parliament enacted Law 22 on 

Local Governance (1999) as a basic regulation for decentralization. The law decentralized all 

authorities to the district/municipal government except the following six affairs: foreign 

affairs, religious affairs, the judicial system, national defense, national security and the 

monetary system. The central/national government and the provincial government had roles to 

supervise and to control the district government in delivering public services. The local 

councils elected the head of the district/municipal government and the head of provincial 

government. 

After being implemented for three years, Law 22 on Local Governance (1999) was 

substituted by Law 32 on Local Governance (2004). Of the many significant changes this 

heralded, the two most prominent were the new arrangement of authorities among different 

government levels, and the introduction of direct elections for the district heads (Bupati), the 

municipality heads (Mayor) and the province heads (Governor). According to this law, the 

central government retained power in six affairs as the absolute affairs: foreign affairs, 

religious affairs, the judicial system, national defense, national security and the monetary 

system. Other government affairs were shared among the different levels of government  using 

three criteria: externality (the most impacted), efficiency (in term of the cost), and  

accountability. At the more operational level, the central government had to develop a 

minimum services standard. The provincial government had to implement the standard at the 

provincial levels, and to oversee implementation of the standard at the district levels. The 

district/municipal government had the functions to implement the minimum service standards 

(Suwandi, 2015). Furthermore, the new law created a mechanism to elect the district head, 

mayor, and governor through a direct election. 

Law 32 on Local Governance (2004) was substituted by Law 23 on Local Governance 

(2014) at the end of 2014. The new law transfers some authorities retained by the district 

government to the provincial government. For example, under Law 32 on Local Governance 

(2004), the district head and mayor were able to issue business licenses for natural resource 

exploitation such as mining licenses and forest cultivation licenses. However, currently, under 
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the new law, those authorities are transferred to the governor. The distribution of authorities 

becomes more complicated (see figure 4.1).  

Government affairs are classified into three categories. Firstly, the absolute affairs are 

the government authorities to manage six affairs: foreign affairs, religious affairs, the judicial 

system, national defense, national security and the monetary system. Secondly, general 

administrative affairs are the government’s affairs to maintain national unity and national 

ideology, which are retained by the central government. Thirdly, the concurrent affairs are the 

authorities'/government’s affairs that are shared among the different level of government, 

consisting of six affairs related to basic service provision, eighteen affairs not related to the 

basic service provision, and six affairs related to natural resource management. The concurrent 

affairs are distributed based on the three criteria: externality, effectiveness, and accountability. 
Figure 4.1 Distribution of Power and Authorities between National, Provincial and District 

Governments 
 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

Government’s Affairs 

The absolute 
affairs (the central 

/national 
government) 

1. National security 
2. National defense 
3. Monetary 

system 
4. Judicial system 
5. Foreign affairs 
6. Religious affairs 

 

The general 
administrative 

affairs (the 
central/national 

government) 
1. To maintain 

national unity 
2. To teach and 

internalization 
of the ideology 
of the Five 
Principle 
(Pancasila) 

 

The concurrent affairs (the central/national,  
provincial and district governments) 

Basic service 
provision 

 
1.Education 

services 
2.Health 

services 
3.Public 

infrastructure 
and land 
zoning 
provision 

4.Housing 
services 

5.Safety  
6.Social services 

 

The government affairs 
not related to basic 
services provision 

1. Labor; 
2. Women's 

empowerment and child 
protection; 

3. Food Security 
4. Land ownership 
5. Environmental 

management 
6. Civil administration 
7. Village development 

and people 
empowerment 

8. Family Planning  
9. Transportation 
10. Communication and 

Information 
11. SME Development 
12. Investment 
13. Youth and sport 

activities 
14. Statistics 
15. Code agency 
16. Culture 
17. Libraries 
18. Archival 

Strategic 
economic 

Sectors/Manag
ing natural 
resources 

 
1. Maritime 

and Fishery 
2. Tourism 
3. Agriculture 
4. Forestry  
5. Mining and 

Energy 
6. Trade 
7. Industry 
8. Transmigrat

ion 

Source: Suwandi (2015) adapted from Law 23 
on Local Governance (2014) 
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Note: The government’s affairs are divided into three categories in which two categories lie under the 

national government’s authority and one category is shared among the different level of 

government. The absolute affairs and the general affairs lie under the national government 

authority and the concurrent affairs are shared among the national, provincial and district 

governments. Managing investment, both domestic and foreign, is under concurrent affairs, 

which means the function is conducted by all level of government. 

4.5 THE DISTRIBUTION OF AUTHORITIES AND FUNCTIONS BETWEEN 
DIFFERENT LEVELS OF GOVERNMENT IN MANAGING FDI IN 
INDONESIA 

 As described in the previous section, the concurrent affairs are the government’s 

functions, which are shared among the different level of government. One of the important 

government affairs is to manage investment, including foreign direct investment. In this 

section, we focus on analyzing the distribution of authorities between the different government 

levels to manage FDI. Our main finding in this section is that the national government plays a 

dominant role in the process of management of FDI. However, the collaboration with other 

levels of governments is substantial since the roles of provincial and district governments are 

also significant (see table 4.3). In the following section, we discuss the roles of each level of 

government 

Table 4.3 The Management of FDI in Indonesia 

Function of managing 
FDI 

Central/national 
government 

Provincial 
government 

District/municipal  
government 

Develop the strategic 
planning for 
investment.  

Develop the general 
investment plan at the 
national level 
 

Develop the general 
investment plan at 
the provincial level 

Develop the general 
investment plan at the 
district level 

Develop policies to 
protect citizens from 
negative impacts of 
FDI 
 
 
 
 
 
 
 
 

Develop: 
§ The national 

regulations on 
sectors open or 
closed to FDI, 

§ The policy 
intervention to 
protect domestic 
enterprises, 

§ The national land 
use planning 
policies, 

§ The national 
environmental 
policies. 

Develop: 
§ The provincial 

regulation of the 
local wage policies 

§ The provincial land 
use planning 
policies 

§ The provincial 
environmental 
policies 

Develop: 
§ The district 

regulations of local 
wage policies 

§ The local land use 
planning policies 

§ The 
district/municipal 
environmental 
policies 
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In the entry process of 
inward FDI 
 

• Issue investment 
license for FDI 
(the principle 
permit) 

 
• Issue the business 

license 
(operational 
permit) 

Issue some permits 
for foreign investors 
to obtain a business 
license (operational 
permit): 
§ the location permit 
§ the environmental 

permit 
§ the disturbance 

permit 
§ the land use and 

building permit 

Issue some permits for 
foreign investors to 
obtain a business 
license (operational 
permit): 
§ the location permit 
§ the environmental 

permit 
§ the disturbance 

permit 
§ the land use and 

building permit 

Investment promotion International 
investment promotion 

National and 
international 
investment 
promotion 

 

National and 
international 
investment 

Promotion 

 
Investment incentives 
provision 

 
Provide national 
financial and non-
financial incentives 
 

 
Provide financial and 
non-financial 
incentives 

 
Provide non-financial 
incentives 

 
Monitoring the 
operational process of 
inward FDI 
 
 

 
Monitoring at the 
national level 

 
Monitoring at the 
provincial level 

 
Monitoring at 
district/city level 

Source: Kuswanto et al., (2017) adapted from Law 23 on Local Governance (2014). 
 
In the management of FDI, the national government plays a crucial role in determining 

national investment policies. The provincial and district/municipal governments have the 

authority to determine local investment policies in accordance with national investment 

policies. For instance, the national government has the authority to develop the national 

general investment plan as a strategic term to attract FDI, to achieve inclusive investment, to 

determine investment priorities and to enhance the contribution of FDI to development 

(President Regulation No. 16 on the General Investment Plan, 2012). The national government 

has the authority to screen foreign investments by imposing certain requirements such as joint 

venture, divestment requirement and by restricting the foreign investment in certain sectors, 

and foreign equity (President Regulation No. 44, 2016). Moreover, the national government 
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has the authority to determine the licensing procedure for FDI, the guidance for investment 

promotion and the guidance for providing incentives.  

Regarding the authority to develop investment policies, the provincial and the district 

government have the authority to develop a local investment plan, local regulations on 

investment promotion and local regulations on local investment incentives by considering the 

national investment policies. For example, the district of Banyuwangi enacted local regulation 

to provide incentives for investment, which uses local products, empowers small and medium 

enterprises, and prioritizes local workers and local wisdom. The mechanism is voluntary 

instead of mandatory, which means the provincial and district governments have the option to 

develop those policies. 

In the licensing process, the national government, through BKPM, grants both the 

investment license (principle permit) and the business license (operational permit) for foreign 

investment. However, the provincial government and the district/municipal government issue 

some permits required to obtain the business license such as location permit, disturbance 

permit, land use permit, and building permit. The process of licensing application is through 

the investment one-stop service office. More specifically, the procedure of applying for the 

investment and business license is as follows: 1) Foreign companies apply to BKPM for an 

investment license through the one-stop service office (PTSP). Some documents are required 

such as the legal document of the company or the notarial establishment deed legalized by the 

Ministry of Law and the investment plan. 2) BKPM assesses the application based on 

regulation from the negative list of investment (NLI). Within a maximum of three days, if the 

company meets the requirement, BKPM approves the application by stipulating an investment 

license (principle permit). For investment worth more than 100 billion IDR and with the 

potential to create 1,000 jobs, approval is provided within three hours. 3) After getting the 

investment license, the companies need a business license to start business operation. Some 

documents are required such as the recommendations for technical ministries, evidence of the 

legality of the project, and permits from local government (location, disturbance, land use, 

building and environmental permits). 4) After the companies succeed in providing those 

requirements, the BKPM issues business license and fiscal/non-fiscal incentives, and the 

companies can start the construction (The Head of BKPM Regulation No. 14, 2015 and No. 6, 

2016). 

Although the licensing procedure is highly centralized, local government roles can 

significantly influence the ability of companies to establish a business in Indonesia. An 

official from BKPM asserted that many FDI projects were not realized due to the rejection by 
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the district heads, mayor or governors. The Bupati, Mayor or Governor rejected the permits 

(especially related to land use, environmental and disturbance permits) as required by the 

regulation (Interview with Head of Section in the Investment Monitoring Division, BKPM 

official, April 24th, 2017). The Head of Banyuwangi district also asserted that the district 

government does not have the authority to screen the FDI projects at the local level. 

Nevertheless, the district can use the environmental permit and land use planning as regulatory 

tools to screen the inward FDI, especially FDI projects which have potentially adverse impact 

on the local community (Interview with the head of Banyuwangi district, March 25th, 2016). A 

local official of MNC in Banyuwangi asserted that the roles of district government are 

significant, especially to assist MNCs in obtaining the disturbance permit and in the land 

acquisition (Interview with the MNC official on March 23rd, 2016). The MNCs officials in 

OKI asserted similar things: the MNCs received full support from the local government, 

especially related to land use permits. Without the support from the district governments, the 

MNCs would not be able to realize the projects (Interview with MNC officials in OKI, April 

16th and 20th, 2016).  

The national government coordinates the investment promotion activities. At the 

operational level, the collaboration between the different levels of government is substantial 

(Interview with the Head of Section in Investment Promotion Division, BKPM, April 25th, 

2017). Furthermore, he asserted that there are three mechanisms of investment promotions. 

Firstly, the BKPM seeks potential investors through promotional events. The BKPM invited 

the provincial and district government to participate in the events. For instance, Banyuwangi 

joined the event held by the BKPM and the Eastern Java in Australia in 2014 (Interview with 

the Head of Investment Division, Banyuwangi district, March 24th, 2016). In another example, 

the Eastern Java Province and BKPM had an investment promotion event in Surabaya on 

March 28th, 2016 which brought together potential investors with district governments in 

Eastern Java Province (Interview with Head of Investment Data and Management, March 27th, 

2016). Secondly, the BKPM coordinates the provision of information on potential investment 

in the regions. A BKPM official asserted that the BKPM provided information on the business 

opportunities and the region's potential for investments on its website (Interview with the 

Head of Section for Investment Promotion of BKPM, April 25th, 2017). To support that, the 

Head of Investment Division of OKI asserted that the district had provided videos, books, and 

booklets containing information on the potential of investment in OKI to be used by provincial 

governments and the BKPM (Interview with the Head of Investment OKI, April 5th, 2016). 
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Thirdly, the district and provincial government conduct investment promotion activities 

independently. For instance, OKI district in cooperation with the Ministry of Trade and the 

Ministry of Tourism held the OKI Expo in 2015. In another example, the Banyuwangi district 

held a meeting with the Ambassador of Canada and held 35 cultural events to attract potential 

investors in the tourism sector in 2016 (Interview with the Head of Banyuwangi district, 

March 25th, 2016). During the promotion, the provincial or district/municipal governments 

met potential investors and discussed possible cooperation with potential investors. 

Besides the investment promotion, the national government coordinates the monitoring 

activities. In implementation, the national government collaborates with the provincial and 

district government. According to the head of BKPM, Regulation No. 17 on investment 

monitoring (2015) aims to ensure that the projects are well implemented and to evaluate 

companies’ compliance with the applicable laws and regulations. The mechanism of 

cooperation between the national, provincial and district government is integrated into the 

online system, namely the investment monitoring report system (LKPM4). The monitoring 

mechanism is as follows: 1) the companies send the reports regarding their investment 

activities every three or six months through the online report system; 2) regarding the report, 

the officials at district/municipal level verify the reports; 3) the officials from district level 

give comments and/or approval regarding the report to be continued to the provincial level; 4) 

the officials at the provincial level verify the reports from the companies and provide approval 

to be delivered to the BKPM; 5) the BKPM officials make final statements about the reports 

(Head of BKPM Regulation No. 17, 2015).  

An official of BKPM argued that the roles of district governments in the monitoring 

processes are significant because the district governments have a better understanding of what 

happens in the location compared to the national and provincial governments (Interview with 

Head of Section for investment monitoring division, BKPM on April 24th, 2017). The 

officials in OKI and Banyuwangi also confirmed that in the monitoring process, the provincial 

and the national governments are highly dependent on the district government officials. One 

of the biggest challenges in monitoring activities is that the company’s compliance in 

providing reports is low (Interview with Head of Investment of Banyuwangi, March 24th, 2016 

and the Head of Investment of OKI, April 5th, 2016). To support the monitoring activities, the 

BKPM provides the de-concentration fund for about IDR 700 million per year per province to 

																																																													
4 LKPM is Laporan Kegiatan Penanaman Modal (The Report on the implementation of investment). 
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monitor the FDI projects (Interview with Head of Section for investment monitoring division, 

BKPM on April 24th, 2017). 

Despite the fact that the licensing procedure is highly centralized, Law No. 23 on local 

governance (2014) gives the bupati, mayor and governor great power to regulate the FDI in 

the region. Firstly, the district and provincial governments have the authority to regulate land 

use planning and environmental standards in the region. Using those regulations, the 

provincial and district governments issue the environmental permits and the land use and 

building permits. Secondly, the provincial and district governments have the authority to 

impose local taxes regarding any economic activities in their regions (Law No. 28 on local 

taxes and user charges, 2009). Thirdly, the provincial and district governments have the 

authority to create local regulations related to the regional wage standards (Law 13 on the 

workforce, 2003). Lastly, the provincial and district governments have the authority to make 

companies conduct charitable activities as part of the corporate social responsibility (Law 40 

on the Company, 2007). 

Concluding from our analysis above, we find that the governance type in the FDI 

management in Indonesia follows type I of MLG model. Several characteristics of type I of 

MLG match with the power arrangement model. Firstly, we found that three different 

jurisdictions are established: national, provincial, and district/municipal governments. Each 

jurisdiction possesses general purposes as suggested by type I of MLG. For instance, all levels 

of government conduct investment promotion, monitoring activities, and determine investment 

policies in their jurisdiction. Secondly, we found that the interaction activities are formal and 

regulated by the laws and regulations. The national government determines standards and 

procedures to be followed by district governments through technical regulations. For instance, 

the national government determines regulations on how district and provincial governments 

conduct investment promotion, provide investment incentives and grant investment permits. 

Thirdly, and most interestingly, different from the characteristic of type I of MLG, some 

government functions in the process of managing inward FDI overlap, so that cooperation 

between officials at different levels is crucial. For instance, in the investment promotion, in the 

monitoring activities, or even in the screening processes, cooperation is required. We also 

found that there is a gap of interest between the central/national, provincial and district 

governments in the interaction. The central/national government focuses on attracting foreign 

investors, while the district and provincial governments aim to steer foreign investment 

through policy interventions. The Head of Banyuwangi district demanded the national 
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government to be more selective in the screening process and give larger roles to some 

innovative regions (Interview with the Head of Banyuwangi district, March 25th, 2016).  

As the above has shown, collaboration is substantial. The next important issue to 

investigate is the collaboration process in implementing policies, and what factors might 

contribute to the success of the collaboration. In the following section, we discuss the 

interaction between the government actors in implementing policies to improve investment 

climates in Indonesia. We use three policies to improve the investment climate as illustrative 

case studies: harmonization regulations, the establishment of PTSP, and infrastructure 

development,. 

4.6 INTERACTION BETWEEN THE NATIONAL-PROVINCIAL-DISTRICT 

GOVERNMENTS IN IMPROVING THE INVESTMENT CLIMATE 

In the following section, we illustrate the interaction between government actors at the 

different levels of government using the cases of implementation of three important policies to 

improve the investment climate. The case studies show the importance of cooperation between 

the government levels.  

4.6.1 The harmonization of the regulations. 

As explained in the previous section, the decentralization law has given big power to 

the provincial and district government to enact local regulations. Some studies found that 

many districts enact local regulations which hamper investment and business climates (Asian 

Development Bank, 2005 and LPEM-UI, 2002). In response to that problem, the government 

has attempted to harmonize those regulations.  

To achieve that objective, central government uses hierarchical governance as the 

mode of governance. It means that the government exercises the authority to force provincial 

and district governments to follow the national government. Two mechanisms are used to 

harmonize the local regulations. Firstly, the national government creates guidance for local 

governments in enacting local regulations, and the draft of local regulation must get approval 

from the national government. In 2009, Law No. 28 on local taxes and user charges (2009) 

was enacted. The law determines the norms, standards, and criteria of economic sectors which 

local government can impose the local tax. It also defines the list of permissible local taxes 

and user charges, the norms to use the local taxes and user charges. The law also requires that 

all drafts of local regulations related to local taxes are approved by the Minister of Finance 

and the Minister of Home Affairs. Furthermore, the Minister of Home Affairs created 

Ministerial Regulation No. 80 on the enactment of the local regulation (2015) to regulate the 
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procedure of the enactment of local regulations. Several steps need to be followed. At the 

initial stage, public consultations should be arranged to provide sufficient room for public 

participation, and a strong academic analysis should be provided. After the draft is ready, the 

draft should be consulted with the national government through the Minister of Home Affairs 

and get pre-approval from the Minister. Before being enacted, the draft of district regulations 

must get approval from the Governor, and the draft of provincial regulations must get approval 

from the Minister (Minister of Home Affairs Regulation No 80/2015). Other local regulations 

related to the local budget and land use planning are regulated differently but follow the 

similar mechanism in which the draft is consulted and then approved by the national 

government.  

The second mechanism is that the national government abolishes local regulations 

which contradict with national law, public interest and moral norms. Law 23 on Local 

Governance (2014) gives the Ministry of Home Affairs the power to revoke local regulations 

which contradict national laws and public interest. The mechanism to abolish the local 

regulations is regulated in the Minister of Home Affairs Regulation No. 80 on the enactment 

of local regulation (2015). The Minister of Home Affairs has the authority to abolish 

provincial regulations which contradict national laws, public interest, and moral norms. The 

governor has the authority to abolish the district/municipal regulations which contradict with 

national law, public interest, and moral norms. If the governor is unable to fulfill the 

assignments, the Minister of Home Affairs gives the governor a warning. After getting a 

warning, if the governor is still unable to do that, the Minister takes over the assignment to 

abolish the local regulations. The procedure of the abolition is as follows: 

1) Some organizations or individuals report the provincial regulations which do not comply 

with national laws or against the public interest. 

2) The Minister creates a team to assess the provincial regulations. The team consists of 

senior officials at the Ministry from different divisions such as a legal bureau, local 

finance division, local development division, and regional autonomy division. 

3) The team assesses the reported provincial regulations based on three criteria: the 

compliance with national law, the public interest, and moral standard. The team works to 

a maximum of 30 days. 

4) If the team finds that the provincial regulations violate the three standards above, it 

prepares a Ministerial Decree to abolish the regulations. 

5) The Legal Bureau at the Ministry harmonizes the drafts of Ministerial Decree.  
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6) The Minister abolishes the regulation by signing the decree. 

7) The Provincial government has seven days to revoke the provincial regulations. 

8) If the Provincial government has an objection, within 14 days, the governor and head of 

provincial councils can submit the objection to the President. 

9) The President then assesses the objections and gives a final decision through Presidential 

Decree. 

A similar procedure applies to abolishing the district and municipal regulations by the 

Governor. The Governor creates a team to assess the district or municipal regulations and 

creates the Governor decree to abolish the regulations. If the districts or cities have objections, 

they can send them to the Minister of Home Affairs for the final decision. The Minister also 

can take over that assignment by abolishing the district regulations through the Ministerial 

Decree. In 2016, the Minister abolished 3,143 local regulations (Ministry of Home Affairs, 

2016).  

The use of coercive power is ineffective. A study conducted by Suparman et al. (2017) 

found significant evidence that the district and municipal governments ignore the procedure 

determined by the ministerial decree and keep producing hundreds of local regulations which 

contradict national laws and impede business in the regions. It can be seen from the fact that 

there are 3,143 local regulations that contradict with national laws and public interest 

(Ministry of Home Affairs, 2016).  

Several weaknesses of the mode of governance used are identified. Firstly, the capacity 

of provincial governments and the ministry offices to evaluate the draft of local regulations is 

inadequate. An official from the legal bureau of MoHA asserted that the assessment of draft of 

local regulations is a difficult assignment because of the capacity of the evaluators. For 

instance, many personnel involved in the process do not have a legal academic background 

(Interview with an official in Legal Bureau, Ministry of Home Affairs on February 28th, 

2018). Butt and Parson (2009) asserts that the mechanism of getting approval from the 

provinces and national government for the draft of local regulations is flawed because of the 

inadequate capacity of provincial government and the ministerial offices to accomplish the 

assignments. A senior official at the Ministry of Home Affairs also asserts that the 30 days 

provided for the team to evaluate the local regulations is hard to fulfill with the current staff. 

Coordination with other ministries is also a significant obstacle in the process (Interview with 

a senior official at Directorate Regional Autonomy, MoHA on February 28th, 2018).  

Secondly, the mode of governance creates distrust among levels of government. The 

district government challenged the use of coercive power in the constitutional court. The 
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district governments, supported by the district government association, filed a lawsuit with the 

Constitutional Court on October 25th, 2015. The district government argued that Verse 251 of 

Law 23 on Local Governance (2014), which gives the Minister of Home Affairs a power to 

abolish local regulation, violates the Indonesian constitution. That power has negated the 

voice of people because the Bupati or Governor are directly elected by people and have strong 

legitimacy. Therefore, the district governments requested the constitutional court to revoke 

Verse 251. After hearing from both sides, the constitutional courts delivered the decision to 

uphold the argument of the district governments. Therefore, Verse 251 of Law 23 on Local 

Governance (2014) was revoked and considered unconstitutional. The Minister of Home 

Affairs is no longer able to abolish the local regulations (Constitution Courts Decision No 

137/PUU/XIII/2015). Furthermore, many district and provincial governments do not follow 

the regulation. A senior MoHA official of the MoHA acknowledges that many districts and 

provincial governments did not consult the draft of local regulations to the provincial 

governments or the MoHA although it is an obligatory process (Interview with a senior 

official at Directorate Regional Autonomy, MoHA on February 28th, 2018). The Head of the 

Legal Bureau at BKPM also described how difficult it is to get the district governments to 

obey the rules. He asserted that the district government heads and heads of local councils 

behave like little kings (Interview with Head of Legal Bureau BKPM on March 20th, 2017). 

The case above illustrates how the policies are implemented using the power, which resulted 

in the rejection from the district and provincial governments. In the following section, we 

illustrate another example of how the government actors interact in the implementation of 

policies.  

4.6.2 The establishment of PTSP to simplify the licensing procedure  

Besides the harmonization of regulations, the government has implemented a policy to 

establish the one-stop service offices (PTSP) in investment to simplify the licensing 

procedure. The PTSP or the one-stop services office is the mechanism for obtaining licenses in 

which the procedures from the application until the licenses are ready are integrated in one 

place. The PTSP is expected to be able to minimize the transaction cost and rent seekers in the 

licensing process.  

In the beginning, we found that the idea of PTSP came from several district 

governments. It seems that self-governance is the most appropriate mode of governance to 

explain the way of district governments to overcome the issue of rent seekers. After the 

implementation of decentralization, many district governments had the initial idea to establish 
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a PTSP office. For example, the OKI district established a PTSP office equipped with an 

electronic system in 2008. At that time, the head of the district also had decentralized the 

authority to grant the licenses to the head of PTSP office (Interview with Head of Investment 

OKI district on April 5th, 2016). Similarly, Sragen district, Central Java established a PTSP 

office equipped with an electronic system in 2002 and Banyuwangi in 2008. The Section Head 

for Agriculture, Fishery and Maritime at Deregulation Division, BKPM asserted that the 

initiative to establish PTSPs came from the reform-minded Bupati (Interview with the Section 

Head for Agriculture, Fishery and Maritime at Deregulation Division, BKPM on April 18th, 

2017). The role of the national government in this period was to provide the standard and 

guidance in the establishment (Ministry of Home Affairs Regulation 24/2006). 

The innovation conducted by those districts was spread and became benchmarks for 

other districts. As the enthusiasm to adopt the good practice of the PTSP was high, some 

districts created a network called the PTSP Forum. The PTSP Forum is an informal network 

for all the PTSP offices that aims to share information about policies and innovation (Priyono 

et al., 2015). Due to the importance of the forum in the learning processes, many forums have 

now been established at all geographical levels: provincial, regional, and national. 

Furthermore, the provincial governments and the national governments utilize the forums as a 

tool to oversee the PTSP at the district level and to disseminate national policies. Many 

provinces have provided financial support to the forums for coordination activities, meetings, 

seminars, and training to enhance the capacity of local officials.  

In 2009, the establishment of PTSP became mandatory for all levels of government 

(President Regulation 27/2009). The government set several objectives, as follows: 1) the 

establishment of a one-stop service office (PTSP) for investment in every region across the 

nation; 2) the implementation of the electronic system on investment (SPIPISE) related to the 

licensing procedure and the investment information in every PTSP; 3) the Head of the District 

have granted the authority to issue the licenses to the Head of PTSP. 

In the implementation, the mode of governance used is co-governance, namely 

collaboration between all levels of government. Three ministries are involved: the BKPM, the 

Ministry of Bureaucratic Reform, and the Ministry of Home Affairs (MoHA). Their functions 

are as follows: BKPM assists in the procedure of investment, the Ministry of Bureaucratic 

Reform assisst in term of human resources and organizational structure, and the MoHA 

monitors the operation of the PTSPs (Kuswanto et al., 2015). 

 Kuswanto et al. (2015) assert that there are two mechanisms of cooperation in 

implementing the policy. Firstly, the national government provides a grant which is called the 
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de-concentration fund for the provincial government to monitor and assist the implementation 

of PTSPs at the district level. The deconcentration fund is about IDR 500 million per year to 

each province (Ministry of Home Affairs, 2013). The grant aims to support the district 

governments in establishing the PTSP offices, to assist the district governments with 

organization and human resources, and to coordinate and to monitor the progress of the 

implementation of the policy.  

 Secondly, BKPM provides Regional Investment Awards to regions that perform well 

in term of PTSPs. The award recognises a local government’s commitment to improving the 

investment climates. The award is expected to encourage other districts to establish PTSP 

offices and to enhance the quality of their services. Table 4.4 shows the districts, 

municipalities, and provinces which received the awards. 

Table 4.4 The Recipients of The Regional Investment Award 

Year The Best Districts The Best 
Municipalities 

The Best Provinces 

2009 1. Purwakarta 
2. Sidoarjo 
3. Sragen 

1. Yogyakarta 
2. Cimahi 
3. Bandung 

- 

2010 1. Sragen 
2. Sidoarjo 
3. Purwakarta 

1. Cimahi 
2. Pekalongan 
3. Bitung 

1. East Java  
2. South Sumatera 
3. West Java 

2011 1. Rokan Hulu 
2. Indragiri Hulu 
3. Ogan 

Komering Ilir 

1. Pare-pare 

2. Dumai 
3. Surakarta 

 

1. Aceh 
2. Central Java 
3. West Kalimantan 
4. South Sulawesi 
5. Central Sulawesi 
6. North Sulawesi 
7. West Sulawesi 

2012 1. Sragen 
2. Purwakarta 
3. Trenggalek 

1. Palembang 
2. Semarang 
3. Salatiga 

1. Eastern Java 
2. West Sumatera 
3. West Java 

2013 1. Ogan 
Komering Ilir 

2. Lamongan 
3. Rokan Hulu 

1. Payakumbuh 
2. Tarakan 
3. Pare pare 

1. Eastern Java 
2. Western Java 
3. Eastern Kalimantan 

2014 1. Sragen 
2. Indragiri Hulu 
3. Siak 

1. Bitung 
2. Surakarta 
3. Pekanbaru 

1. East Java 
2. South Sumatera 
3. Yogyakarta 

2016 1. Siak 
2. Demak 
3. Boyolali 

1. Palembang 
2. Pekalongan 
3. Banjar 

1. South Sulawesi 
2. East Kalimantan 
3. South Sumatera 

Source: BKPM, 2016 
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 Our examination found that those two mechanisms have successfully encouraged the 

district and provincial governments to establish PTSP offices. Data from BKPM (2016) shows 

that the PTSP offices have been established in almost all regions in Indonesia; only 28 out of 

486 (6%) districts/municipalities have not yet established PTSP offices. Furthermore, the head 

of district or mayor has not decentralized the licensing authority to the head of the PTSP office 

in only ten of the districts/municipalities (2%). Nevertheless, around one-third of the PTSP 

offices in the districts are not equipped with electronic systems, so they are not yet integrated 

with the provincial and the national governments. 

 Our research also found some challenges in the policy implementation. Firstly, 

although the majority of the districts have established the PTSP office, BKPM data (2016) 

shows that the most of the PTSP offices do not meet the national standards defined by the 

national government. Furthermore, only eleven provinces, forty districts, and twenty 

municipalities are categorized as having good or very good PTSP offices by the BKPM (see 

table 4.5). By using three criteria: the adequacy of the human resources, the soft and hard 

infrastructure, and the public satisfaction about the services, the BKPM assessed the quality of 

PTSP offices across the regions. The assessment resulted in the five categories of the PTSP 

offices: 

1)  unqualified: those which do not meet national standards. 

2)  one star: those with poor services performance (score 60 to 69,99). 

3)  two stars: those with good performance (score 70 to 79.99). 

4)  three stars: those with very good performance (score 80 to 89.00). 

5)  four stars: those with outstanding performance (score 90 to 100). 

Table 4.5 Categories of the PTSP Office in 2016 

No Categories of PTSP Office Provinces Districts Municipalities 

1 The four-star PTSP offices (excellent) 0 0 0 

2 The three-star PTSP offices (very good) 0 7 3 

3 The two-star PTSP offices (good) 13 35 17 

4 The one-star PTSP offices (poor) 11 92 36 

5 The unqualified PTSP offices 10 282 42 

Source: BKPM (2016) Profile of 266 offices of the one-stop service of district/municipalities 

Note: the qualification of the PTSPs is based on the assessment and survey conducted by the BKPM 
looking at three criteria: quality of human resources, the adequacy of infrastructure, and public 
satisfaction toward the services. 
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 Secondly, we found that there is strong opposition from many local civil servants to 

the initial process. A study on the establishment of PTSPs across the region conducted by 

Priyono et al. (2015) found similar facts: that many technical local agencies (SKPD) refused to 

decentralize the licensing authorities to the PTSP offices. The Head of the PTSP office in the 

OKI district asserted that, in the beginning, there was strong resistance from local agencies to 

decentralize the licensing authorities to the PTSP. Although the PTSP office has been 

established, there is no guarantee that the local agencies are willing to delegate their licensing 

authority (Interview with the Head of PTSP Office of OKI, April 5th, 2016). The Head of 

Section for Deregulation at BKPM asserted that many local agencies do not want to delegate 

the licensing authority. As a result, although the PTSP offices have been established, the 

customers still have to go to the local agencies to obtain permits (Interview with the Section 

Head of Agriculture, Fishery, and Maritime for the Deputy of Deregulation, BKPM Office, 

April 18th, 2017). 

Thirdly, the political commitment of the district heads, mayors, and governors is not 

always strong. The Head of Section for Deregulation at BKPM argues that some governors, 

head of districts and mayors had a strong commitment and can be categorized as reform-

minded leaders, but unfortunately they are in the minority (The Section Head of Agriculture, 

Fishery, and Maritime for the Deputy of Deregulation, BKPM Office, April 18th, 2017). In the 

interview, the Head of Legal Bureau at BKPM similarly asserted that the licensing authority is 

a source of “money” for officials, so only a reform-minded person will give the licensing 

authority to the PTSP (Interview with Head of Legal Bureau of BKPM, March 15th, 2016). 

The Head of PTSP Baru asserted that the biggest challenge to establishing a good quality 

PTSP office was the fact that head of district viewed PTSP as an unimportant and not strategic 

policy (Priyono et al., 2015) 

Fourthly, the operation of PTSP offices is constrained by lack of human and financial 

resources. Priyono et al. (2015) found that the operation of PTSPs is impacted by the tour of 

duty mechanism in civil servants’ careers, which sees many staff transferred to other divisions. 

An official from BKPM also argued that the BKPM has trained two persons to manage the 

SPIPISE per district. Nevertheless, these people are always transferred to other agencies 

without transferring the knowledge to the new person in charge (Interview with The Section 

Head of Agriculture, Fishery, and Maritime for the Deputy of Deregulation, BKPM Office, 

April 18th, 2017). The Head of Division of Investment in OKI district explained that in his 

division only one person can operate the SPIPISE system and the offices are highly reliant on 
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that person. Therefore, the process takes longer time than expected (Interview with the Head 

of Investment Division OKI, April 5th, 2016). 

4.6.3 Infrastructure Development 

The section illustrates the interaction between the different levels of government to 

overcome the infrastructure problem. We found that the collaboration between the different 

levels of government is used to improve the infrastructure. The model used is co-governance. 

Using Banyuwangi and OKI cases, we found that there are three mechanisms in the 

implementation of the policies. Firstly, due to the limited financial capacity of the district 

government, the national government provides a grant called the Special Allocation Fund 

(SAF). The SAF is a conditional closed grant given by the national government to the local 

government to fund public services, including infrastructure projects such as the construction 

of bridges, schools and hospitals (Law No 33, 2004). Data on the local budget of OKI and 

Banyuwangi from 2017 shows that those districts have a small amount of local revenue, only 

IDR 388.6 billion from the total budget of IDR 2.7 trillion (Pemkab Banyuwangi, 2017), and 

IDR 388 billion from the total budget of IDR 2.2 trillion (Pemkab OKI, 2017), respectively. 

To fund the infrastructure project, the districts are highly reliant on the SAF (see table 4.6). 

Although those districts have a budget limitation, the OKI district has developed 934 km of 

district roads, 80 small bridges, 150 km of electricity lines and 1,078 points of clean water 

access in 34 villages (Kurniawan, 2015). Similarly, the Banyuwangi district has developed 

1000 km of irrigation lines and 800 km of roads (Pemkab Banyuwangi, 2016). 

Table 4.6. Allocation of Special Allocation Fund to Banyuwangi and OKI District from 2010 to 2015 

Year Banyuwangi 
(IDR million) 

OKI                
(IDR Million) 

Total National 
(IDR Million) 

2010 62,545 67,107 21,133,382 

2011 62,931 56,645 29.,02,800 

2012 67,656 82,721 26,119,948 

2013 76,998 54,371 21,597,143 

2014 64,054 72,322 30,000,000 

2015 51,561 81,077 33,000,000 

Total 385,745 414,245 161,753,273 

Source: Ministry of Finance data, compiled by Kuswanto 
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Secondly, the infrastructure is developed through the direct collaboration between all 

levels of government. For example, Belimbingsari airport in Banyuwangi was developed from 

2004 to 2008 through a collaboration between the national government, a state-owned 

company, and the district government. The district government was responsible for providing 

land, and the national government was responsible for the construction. The airport opened in 

2010, and initially served four flights per day. Between 2014 and 2017 the airport was 

expanded due to the increase of the passengers, through collaboration between the national, 

provincial, and district governments. The national government was responsible for developing 

the runaway, taxiway, and apron and spent IDR 300 billion (Chandra, 2017). On the other 

hand, the district and provincial government spent IDR 45 billion to develop the new, green 

terminal building. Co-management is also used in the maintaining the asset through the 

Memorandum of Understanding between the Bupati Banyuwangi and the Director General of 

Air Transportation, Ministry of Transportation (Chandra, 2017). 

Similarly, the district of OKI, the Southern Sumatera Province and national 

government collaborated to develop infrastructure in OKI. For instance, the district, province 

and national governments worked together to develop 34 km of toll road connecting 

Kayuagung, OKI to Jakabaring, Palembang as part of a 111.7 km toll road connecting 

Kayuagung, OKI – Palembang – Betung (Musi Banyuasin). As an initiator, the district of OKI 

spent IDR 65 billion to purchase the land for the toll road, and the provincial and the national 

governments provided the rest of the funds and constructed the road itself (Interview with the 

Head of OKI district, April 5th, 2016). 

Thirdly, the infrastructure is developed through collaboration between district 

government, state-owned enterprises, private companies, and the national government. For 

instance, there was a collaboration between the district and PT Perkebunan Nusantara (PTPN) 

XII, PT Pelindo III, PT Surabaya Industrial Estate Rungkut (PT SIER) and the Eastern Java 

Provincial Government to develop industrial parks in Banyuwangi (Interview with the Head of 

Banyuwangi district on March 25th, 2016). The district has plans to develop 2200 hectares of 

eco-industrial park, namely Banyuwangi Industrial Estate Wongsorejo (BIEW) and Kampe 

Industrial Estate Banyuwangi (KIEB). According to the MoU signed in 2004, the PTPN as the 

owner of the lands agreed to give the land for the development of the industrial park. PT 

Pelindo III is charged with managing the terminal and providing the port’s facilities. The PT 

SIER is responsible for developing and managing the industrial park, and the district and 
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provincial governments are responsible for changing the land use planning (Rachmawati, 

2014). 

Another example is the development of Marina Port in the Boom beach Banyuwangi. 

In 2013, the district and the company signed a Memorandum of Understanding as a basis for 

managing the boom beach, including the development of infrastructure to support tourism 

(Pemkab Banyuwangi, 2013). After conducting the environmental impact assessment and 

feasibility studies, and completing the administrative procedure, the development began in 

2015. The district and the company signed a cooperation agreement to determine the land use 

plan, the roles of each party in the management, and the establishment of a new joint venture 

company to manage the port. The port can accommodate 150 cruise ships in Banyuwangi 

(Rachmawati, 2015).  

The district also cooperated with state-owned enterprises, PT Telkom and the Ministry 

of Information to develop a program called the Banyuwangi digital society (Anas, 2013). PT 

Telkom provided a high-speed internet connection, installed 1,400 free Wi-Fi hotspots, gave 

the supporting application for e-government in Banyuwangi, developed a tourist information 

center, and gave cars with internet access (mobile internet) to the district.  

 

4.7 CONCLUSION 

This chapter examined the interaction of government actors at the national, provincial 

and district levels in the process of managing inward FDI under the decentralized system. We 

began by examining the distribution of the authorities and functions, followed by an 

examination of the mechanism of interaction in improving the investment climate.  

From the examination, several findings are revealed. Firstly, we found that the national 

government is the dominant actor in administering the licensing process for inward FDI. The 

BKPM is the national government agency to screen inward FDI, coordinate investment 

policies, coordinate investment promotion, coordinate the development of the investment 

information system, and coordinate the investment monitoring activities. In the licensing 

procedure, the BKPM issues both the investment license (principle permit) and the business 

license (operational permit) for inward FDI. The processes are regulated by the Head of 

BKPM Decree and through the offices of the one-stop service. 

 

 



	
	

		
	 101 

Secondly, although the national government plays a dominant role, under the 

decentralized system, the local governments play important roles, and the collaboration 

between the different levels of government is crucial. In the licensing process, the local 

governments are authorized to issue permits related to the location of the projects such as 

environmental permits, land use permits, building permits, and disturbance permits. Those 

permits are required to obtain a business license for inward FDI.  In the investment policy 

development process, the provincial and district governments have the power to enact local 

regulations on local taxes, local wage standards, environment standards, land use planning and 

local investment policies. In the promotion and monitoring activities, local governments have 

the authority to conduct the activities independently, coordinated by the national government. 

Therefore, our research suggests that the cooperation among different levels of government is 

required to manage the inward FDI. This model follows the type I of Multi-level governance.  

  Thirdly, in our assessment of the interaction between the national, provincial and 

district governments in the implementation of policies to improve the investment climates, we 

found that co-governance is more often used by the government since it is more effective than 

hierarchical governance. For instance, in the process of harmonizing the policies at the 

different levels of government, the central government used its coercive power to pressure the 

provincial and district/municipal government not to produce local regulations which contradict 

the national policies and are against the public interest. This method is ineffective because it is 

not followed by  practical efforts to enhance the capacity of local government officials. As a 

result, it has received both legal and political challenges from local government, as the mode 

is not democratic. On the other hand, the case studies of Banyuwangi and OKI have proven 

that the cooperation between different levels of government is crucial to improving the 

investment climates, primarily in terms of the establishment of PTSP and the infrastructure 

development. The financial support, technical assistance, and awards provided by the national 

and provincial governments are crucial in the establishment of PTSP offices. In infrastructure 

development, the cooperation is conducted through several mechanisms. The national 

government and provincial government provide financial support for the construction of the 

infrastructure projects, sponsors the co-management, and supports the public-private 

partnership at the district levels.  

 Having learned from the cooperation, we found that the keys to success in the 

collaboration are the adequate capacity and strong commitment of both parties. In the 

implementation policy to establish the PTSP offices across regions, without a strong 
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commitment of the district heads, the objectives are not achieved well. Furthermore, the 

adequate capacity of local officials is pivotal to making the projects sustainable. Similarly, the 

case of the infrastructure projects shows that the commitment and capacities of all parties 

contribute to the success of the cooperation.  

 From the above explanation, the cooperation between the government levels is important 

to ensure the investment policies achieve their objectives. Furthermore, the decentralized 

system has increased the roles of sub-national government in the process of managing inward 

FDI. The next interesting and important question is whether the decentralized system allows 

local governments to negotiate with MNCs and how the local governments engage with 

MNCs under the decentralized system. In the following chapter, we assess the bargaining 

relationship between the local governments and MNCs under the decentralized system in 

Indonesia. 
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CHAPTER V. BARGAINING BETWEEN LOCAL GOVERNMENTS AND 
MULTINATIONAL CORPORATIONS IN A DECENTRALIZED SYSTEM OF 

GOVERNANCE: THE CASES OF OGAN KOMERING ILIR AND BANYUWANGI 
DISTRICTS IN INDONESIA5 

5.1 INTRODUCTION 

In the previous chapter, we have discussed how the decentralized system has changed 

the mechanism of interaction between government actors at the national, provincial, and 

district governments interact in the process of managing inward FDI. Furthermore, the 

previous chapter has found that the roles of district governments become more significant 

under the decentralized system. If the roles are significant, we are curios to explore to what 

extent the local governments can direct the inward FDI in the regions and how the 

decentralization can change the way of local governments in engaging with MNCs. This 

chapter mainly focuses to analyze those questions. More specifically, this chapter examines 

the relationship between local government and MNCs to address the sub-research question: 

What is the nature of the relationship between local governments and MNCs with regard to 

FDI in the era of decentralized governance? In the following section, we reprint the journal 

article published in Asia Pacific Journal of Public Administration. 

 

The relationship between local governments and multinational corporations (MNCs) 

regarding foreign direct investment (FDI) has become an important topic in the field of 

international political economy. It is increasingly important because many countries have 

implemented policies of decentralisation. This has resulted in various levels of government 

now being involved in managing FDI, with a bargaining process between local governments 

and MNCs being unavoidable to ensure the benefits of FDI flow to local citizens (Eden, 

Lenway & Schuler, 2005).  

The contribution of FDI to development remains ambiguous. On the one hand, FDI 

may enhance the economic growth of the host country (Bloostrom & Kokko, 1998; 

Rodriguez-Clare, 1996; Graham & Krugman, 1991), improve the quality of life of its people 

(Moran, 2011; Colen, Maertens & Swinnen, 2009; Baghirzade, 2012), and improve its 

economic, institutional and legal reform (Zhan, 1993). On the other hand, Moran (2011) 

asserts that the contribution of FDI to economic development differs considerably, depending 
																																																													
5	 This chapter is reprint from K. Kuswanto, Herman W. Hoen & Ronald L. Holzhacker (2017) 

Bargaining between local governments and multinational corporations in a decentralised system of 
governance: the cases of Ogan Komering Ilir and Banyuwangi districts in Indonesia, Asia Pacific 
Journal of Public Administration, 39:3, 189-201, DOI: 10.1080/23276665.2017.1368246. 
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on the economic sector involved. For example, in extractive industries it may often result in 

more damaging local impacts than in other sectors.  

Indonesia has implemented a policy of decentralisation since 2001. During the 

decentralisation era, although the overall volume of FDI to the provinces and districts has 

increased significantly, the contribution of FDI to regional economic development remains 

low (KADIN, 2012). Also, the investment climate has deteriorated due to institutional 

problems such as corruption, overlapping regulations, over-taxation, and policy fragmentation 

(LPEM-UI, 2002; World Bank, 2005; Kuncoro, 2006). These matters raise questions about 

how local governments may steer FDI to meet more effectively the needs of local people.  

In response, this article addresses the question: What is the nature of the relationship 

between local governments and MNCs with regard to FDI in the era of decentralised 

governance? This question embodies two specific questions: What is the bargaining position 

of local governments vis-à-vis MNCs? What strategies have local governments adopted to 

increase their bargaining position vis-à-vis MNCs? Hereafter, answers are provided through 

case studies of two districts in Indonesia – Ogan Komering Ilir (OKI) and Banyuwangi – with 

reference to national and local policies related to FDI management and the bargaining process 

between local governments and MNCs.  

The case studies are timely, especially as analyses of the bargaining relationship 

between local governments and MNCs remain few despite many countries having 

implemented decentralisation policies. Examples include a study by Thrnik (2006) of MNC-

local relations for regional economic development in Slovakia; a study by Yeung and Lie 

(1999) of the relationship between MNCs and the Shanghai provincial government in China; 

and a study by Pacero (2004) of the nature of FDI-related competition among various regions 

globally, with government policy interventions aimed at protecting national interests. These 

studies are significant, but have lacked critical information on how local governments 

negotiate to meet the interests of local citizens when bargaining with MNCs and how they 

seek to enhance their positions in this regard. 

5.2 DECENTRALISATION, FDI AND THE RELATIONSHIP BETWEEN LOCAL 
GOVERNMENTS AND MNCS. 
Decentralisation is a transfer of power and responsibilities from a central government to 

subnational levels of government or to semi-autonomous public agencies, private entities and 

civil society organisations to manage important aspects of public affairs, especially in the 

delivery of public services (Crook & Manor, 1998; Agrawal & Ribot, 1999; Cheema & 

Rondinelli, 2007). The power and responsibilities involved can be delegated or devolved, with 
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devolution to subnational governments allowing participation of citizens in local decision-

making and the selection of political representatives (Cheema & Rondinelli, 2007). Both 

delegation and devolution are relevant to the generation and management of FDI at the local 

level of government and governance. 

Decentralisation can encourage local governments to be more open towards FDI and to 

forge more cooperative relationships with MNCs. At the same time, it can increase 

competition among local governments for capital investment, with local governments being 

stimulated to provide good investment climates and incentives to attract capital investment, 

including foreign investment (Qian & Weingast, 1997; Kessing, Konrad & Kotsogiannis, 

2007). This kind of competition can reduce the potential of opportunistic behaviour by central 

bureaucrats and politicians, as well as any expropriation action directed at foreign corporations 

(World Bank, 2004; Qian & Weingast, 1997). 

Decentralisation comprising political representation encourages local leaders to consider 

the interests of local citizens in the public policy process. It promotes public participation in 

development as a means of formulating policies which may better meet local needs and 

conditions (Boeninger, 1992; Bardhan, 2002; UNDP, 2009; ICD, 2016). Specifically, in 

making FDI and other investment projects fit with local needs, it facilitates a locally- 

controlled bargaining process involving local governments, local companies and MNCs 

(Guthrie, 1997). Such a process is unavoidable because of the need to consider the interests of 

various stakeholders, including local communities, consumers and civil society organisations. 

This means that the necessary bargaining ought to be based on considerable cooperation, with 

open and informed negotiations occurring before and during the entry of FDI with the aim of 

ensuring local communities benefit from the investments (Eden, Lenway & Schuler, 2005). 

In the bargaining process, the relationship between local governments and MNCs is 

conditioned by their power to determine the distribution of FDI costs and benefits (Dicken, 

1994; Yeung & Lie, 1999). This power is inevitably fluid and multi-dimensional, but it does 

have important identifiable components. Hence the analytical value of a bargaining model 

which, in adapted form, enables the relationship between a local government, central 

government and MNC to be examined by comparing their goals, stakes, resources and 

constraints (Eden, Lenway & Schuler, 2005): see Figure 5.1 

The FDI-related goals of local governments are based on preferences and capabilities, 

usually regarding the economic benefits of FDI such as jobs, knowledge and technology 

spillover (Eden, Lenway & Schuler, 2005). By contrast, the goals of MNCs are to embrace 
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new markets, acquire raw materials, gain efficiencies, acquire knowledge and technology, and 

seek legitimacy by developing partnerships with local institutions and firms (Eden, Lenway & 

Schuler, 2005). These differing sets of goals need to be addressed and balanced as 

appropriately as possible. In the process, the size of the stakes matters in terms of whether or 

not local governments and MNCs genuinely have alternative courses of action open to them. 

Thus, for example, if several MNCs want to invest in a particular area, the local government 

involved will have increased bargaining power in the FDI negotiations (Eden, Lenway & 

Schuler, 2005). 

Also pertinent are the resources of local governments and MNCs. Local governments 

have strong bargaining power when they possess resources needed by MNCs, just as MNCs 

are powerful when local governments need them because of other resources for local 

development being scarce (Eden, Lenway & Schuler, 2005). MNCs possess important 

resources in the form not only of money and financing capacities, but also of institutional 

networks, knowledge and managerial expertise. On the other hand, local governments possess 

or have some control over raw materials and local markets, labour, knowledge and technology 

(Dunning, 1998). 

The effects of goals, stakes and resources on the bargaining power of local 

governments and MNCs are tempered considerably by significant operational constraints. 

Local governments are often constrained, for example, by unstable political situations and/or 

by pressure from political parties and interest groups, as well as by balance of payment issues 

or economic crises (Eden, Lenway & Schuler, 2005). On the other hand, MNCs are 

constrained, for example, by international, national and local laws and by previous or ongoing 

contractual commitments and experience (Argyres & Liebesind, 1999). In essence, the larger 

the constraints faced by a local government or MNC, the weaker its bargaining power. 

Local governments and MNCs can adopt, or benefit from, different strategies and 

associated arrangements in support of their bargaining positions. Local governments, for 

example, can be assisted by central government controls which prohibit, restrict or permit 

access of MNCs to domestic sectors; which require MNCs to forge joint venture, co-

production and/or technology transfer agreements with local companies; which limit the 

amount of foreign equity in local companies; which seek to foster or maintain equality across 

regions; and which check or constrain exports, infrastructure developments, and impacts on 

agriculture and mining (Luo, 2005). In response, or as separate initiatives, MNCs can use 

political lobbying to gain legitimacy and seek political accommodation through the cultivation 

and maintenance of relevant personal relations, while also invoking international regulations 
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 Bargaining process 

 Bargaining process 

on trade and investment and some multilateral and bilateral investment treaties in support of 

their goals (Eden, Lenway &Schuler, 2005). 

Generally, where there are quality institutions and good investment climates in a 

district, the number of MNCs interested in investing will increase, such that the bargaining 

power shifts in favour of the local government involved. Alternatively, the greater the 

tendency towards local corruption and the greater the political hazards of the bargaining 

process, the greater the potential bargaining power of MNCs (Eden, Lenway & Schuler, 

2005). 
Figure 5.1. The Model relationship between MNC-Host Country Government 

	

	

	

	

	  

	

	

	

	

	

	

	

	

	

	

5.3  RESEARCH FOCUS AND METHODOLOGY 

The relationship between local governments and MNCs in Indonesia is addressed here 

using qualitative methodology that is case-study based. Policies and regulations concerning 

decentralisation and FDI are considered, leading into case studies of the experience in two 

districts: Ogan Komering Ilir and Banyuwangi. These districts were selected because they are 

essentially typical districts in Indonesia: rural, lacking adequate infrastructure, yet rich in 
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natural resources, with economies dependent on agriculture. Given these characteristics, but 

also because their success in attracting FDI has exhibited contrasting approaches in the 

interaction with MNCs, the analysis of their FDI experience is potentially useful as a 

foundation for understanding the FDI bargaining processes in other districts and governance 

contexts. 

The field research was undertaken from 1 March to 14 May 2016. In-depth interviews 

were conducted with 10 key actors from and beyond the local governments and MNCs in the 

two districts. The interviews addressed the nature of the FDI bargaining process in terms 

particularly of the goals, stakes, resources and constraints of the local governments, as well as 

the strategies adopted by the local governments as possible means of strengthening their 

bargaining positions concerning MNCs. 

5.4 DECENTRALISATION AND FDI MANAGEMENT 

Indonesia started implementing a policy of decentralisation in 2001 when Law No. 

22on Regional Autonomy (1999) came into force. The law provided for authority to be 

devolved from the central government to the provincial and district levels of government, 

except in respect of national security, national defense, religious affairs, foreign affairs, 

monetary affairs, and the judicial system. A related Presidential Decree No. 117(1999) gave 

provincial governments the authority to administer the processes of FDI, but this authority was 

subsequently resumed by the central government (Head of BKPM Decree No. 58, 2004). 

Currently, pursuant to Law No. 23 on Regional Autonomy (2014), the management of 

FDI involves government functions being performed at all three levels of government: see 

Table 5.1. The central government, through the National Coordinating Investment Board, 

issues licenses to foreign investors to invest and start businesses in the country. This 

arrangement is complemented by provincial and local governments being able to issue some 

permits such as location permits, environment permits, land use permits, and disturbance 

permits as part of the requirements for obtaining a business license (Head of BKPM Decree 

No. 14, 2015). 

While the central government plays the dominant role in the FDI entry process, local 

governments play a significant role in the pre and after entry processes. For example, prior to 

investment, local governments are able to conduct investment promotions and cooperate with 

potential investors. They are encouraged to provide incentives for investment and are able to 

stipulate investment plans that are connected to the spatial economic development plans in 

their areas (Law No. 23 on Regional Autonomy, 2014).  
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Then, after the entry process, they are responsible for monitoring the investment 

projects to ensure that investors comply with their obligations prescribed by law, including 

engaging in charitable activities as part of their corporate social responsibility, protecting the 

environment, supporting linkages with local enterprises, and giving priority to local workers 

(Head of BKPM Decree No. 17, 2015). In addition, they have authority to impose local taxes 

and to enact local regulations on such matters as wages, environmental standards, and zoning 

(Law No. 23 on Regional Autonomy, 2014) 

Table 5.1 The Management of FDI in Indonesia 

Function of managing 
FDI  

Central government Provincial 
government  

Local government 

Strategic planning to 
attract inward FDI and 
steer inward FDI 

Develop general 
investment plan at 
national level 

Develop general 
investment plan at 
provincial level 

Develop general 
investment plan at 
district level 

 
Enacting policies to 
protect citizens from 
negative impacts of FDI 

 

 
Develop: 
 
• national 

regulations on 
intervention to 
protect domestic 
enterprises 

• national land use 
planning policies 

• national 
environment 
policies 

 
Develop: 
 
• provincial 

regulations on 
local wage policies 

• provincial land use 
planning policies 

• provincial 
environment 
policies 

 
Develop: 
 
• local 

regulations on 
local wage 
policies 

• local land use 
planning 
policies 

• local 
environmental 
policies 

 
Entry process of inward 
FDI 
 

 
Stipulate investment 
license and business 
license 

 
Stipulate permits as 
part of business 
license: location permit 
environment permit 
disturbance permit, 
and 
land use permit 

 
Stipulate permits as 
part of business 
license: location 
permit, 
environment 
permit, disturbance 
permit, and land use 
permit 

 
Investment promotion  
 

 
International 
investment promotion 

 
National and 
international 
investment promotion  
 

 
National and 
international 
investment  
Promotion 

 
Investment incentives 

 
Provide national 
financial and non-
financial incentives  
 

 
Provide financial and 
non-financial 
incentives 

 
Provide non-
financial incentives 

Monitoring the 
operational process of 
inward FDI 

Monitoring  Monitoring Monitoring 

 Source: drawn from Law No. 23 on Regional Autonomy (2014). 
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5.5 CASE STUDY OF OGAN KOMERING ILIR DISTRICT 

The Ogan Komering Ilir (OKI) district is located in the Southern Sumatera Province. It 

is19,000 sq.kms in area, predominantly with low land plantations, forests and un-cultivated 

land. It has 787,000 residents, who have a low level of educational attainment (only 2.3%have 

attended university); with most of those of employment age working in the agriculture and 

services sectors (BPS OKI, 2015). It received a central government award as the champion of 

the region in attracting investment in 2011-2013 (BKPM, 2013). From 2005to 2009, it had no 

FDI. Thereafter, FDI increased significantly from IDR 556 billion in 2010 to IDR 8.9 trillion 

in 2015 (BPPM OKI, 2015): see Table 5.2 
Table 5.2 FDI in Ogan Komering Ilir (OKI) and  Banyuwangi, 2005-2015. 

 

Year FDI in OKI (IDR 
billion)* 

FDI in Banyuwangi 
(IDR billion) * 

2005 0 1.3 

2006 0 0.35 

2007 0 3.5 

2008 0 82.5 

2009 0 11.84 

2010 556 9.45 

2011 1467 959.32 

2012 2893 82.5 

2013 4337 0 

2014 4709 0 

2015 8904 6983.2 

Source: drawn from BPPM OKI (2015) and Friarista (2015, 2017). 

* 1 IDR billion = US$74,758 

Nature of the FDI bargaining relationship 

OKI welcomes FDI, with relevant policies seeking to provide a favorable investment 

climate on the understanding that, as a senior local official appreciated, districts cannot 

survive without openness to FDI. According to the OKI Investment Plan 2014-2025 (Pemkab 

OKI, 2014), policies are directed at increasing the attractiveness of OKI in the eyes of 

investors. The local government established a one-stop services office (PTSP) for investment 

support in 2008, with the activities of the office leading to the above-noted central government 

award for 2011-2013. 
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Significantly, and contrary to expectations concerning the dynamics of 

decentralisation, no direct bargaining occurs between the local government and MNCs 

concerning FDI, with the local government instead relying on the central and provincial 

governments to negotiate the interests of local citizens. A senior local official explained that 

“in the process, investors have followed the standard operating procedure and have not come 

to me to negotiate directly with me.” Another senior local official outlined the local FDI 

process as follows. The MNCs usually have obtained their investment licenses and have 

determined the specific location for the establishment of a manufacturing base. They come to 

the PTSP to apply for the environment, location, building and disturbance permits. Where 

appropriate, the local government provides these permits and does not engage in any 

negotiations with MNCs because the MNCs have already negotiated with the National 

Coordinating Investment Board or the provincial government. The essence of this process was 

confirmed by a senior official of an investing corporation. 

Given the process, the OKI local government is not well placed to influence MNCs in 

seeking to accommodate the district’s goals. A senior local official expressed considerable 

dissatisfaction concerning investment in OKI in terms of local benefits: 

“There are many corporations which own a right of concession for 20,000 to 

600,000 hectares of land. If we see the situation literally, it should be beneficial 

for local people, but to be honest we gain nothing. Only 200 local farmers . . . 

are empowered. On the other hand, with a letter of concession a corporation can 

get a loan from the bank. The local government gains nothing. Previous times, 

we received a small part of the money from the tax; now we got nothing.” 

Despite significant increases in the volume of FDI, the poverty rate in OKI has only been 

slightly reduced, from 15.88% in 2010 to 15.3% in 2015; and the unemployment rate has 

similarly only been slightly reduced, from 7.46% in 2010 to 6.89% in 2015(BPS OKI, 2015). 

In response, the official stated that a necessary core goal of the local government was to utilise 

the multiplier effect of FDI, especially in solving the unemployment problem in the district. 

He expected foreign corporations to hire 70% of their low skilled employees from among OKI 

citizens, rather than largely just pursuing their goals of exploiting the district’s natural 

resources. But the bargaining stakes are low for the local government in that, while the OKI 

economy is based on agriculture and plantations, the number of MNCs seeking to invest in 

these sectors is limited. 
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The development of OKI relies on its natural resources. It has tremendous natural 

resources and abundant land. It has 175,000 hectares of plantation land and has become one of 

the largest producers of coal in Sumatera (BPPM OKI, 2015). In terms of location, however, it 

is in a remote area with inadequate infrastructure. It is located 71 kms from Palembang, the 

capital city of Southern Sumatera, and it takes 3 hours driving time to get there because of the 

state of the roads. Also, not all of the area is electrified. These factors reduce significantly any 

resource-related bargaining power of the local government vis-à-vis MNCs wanting to invest 

in the district. 

Location and infrastructural issues act as real constraints on the local government, 

along with another two important concerns faced by investors. First, conflict over land is 

prevalent in the district and is not easily resolved, with 22 cases involving conflicts between 

communities and corporations over land ownership arising from 2010 to 2016 (Mongabay, 

2016). Officials of MNCs stressed that land conflicts increase their operating costs, with 

compensation sometimes needing to be paid to communities and NGOs in the district due to 

unresolved land conflicts. Second, the district lacks an adequately-skilled local workforce to 

meet the demands of MNCs. MNC officials said that, while they wanted to prioritise the 

recruitment of local residents, they often cannot find locals who meet their recruitment criteria 

and, thus, have to hire workers from other provinces. 

Strategies to increase the bargaining position of the local government 

In 2008, the local government sought to simplify the procedures governing investment 

in OKI by establishing the PTSP, which is equipped with an electronic investment information 

system. The head of the PTSP now has authority to issue some investment-related licenses and 

permits. In response, MNC officials acknowledged that, since the establishment of the PTSP, 

the process of investment is faster, easier and cheaper than previously. 

The local government has also attempted to improve local infrastructure. Working with 

the central and provincial governments, it has added 330 kms of roads connecting remote 

areas to the centre of OKI, 934 kms of district roads, 80 bridges, 150 kms of electricity lines, 

and 1,078 points of clean water access in 34 villages (Kurniawan,2015). In addition, it is 

presently developing a toll road connecting Palembang and Indralaya, and a solar panel energy 

system in the district (Kurniawan, 2015). 

5.6 CASE STUDY OF BANYUWANGI DISTRICT 

Banyuwangi district is located in the furthest east of the Eastern Java Province. It 

is5,700 sq.kms in area, predominantly with forested and farming land and abundant natural 
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resources (BPS Banyuwangi, 2015). It has 1.5 million residents, who have a low level of 

educational attainment (only 2.5% have attended university); with most of those of 

employment age working in the agriculture and services sectors, as in OKI (BPS Banyuwangi, 

2015). It gained attention from the national media in 2011 when the local government received 

some awards from national and international organisations, and again in 2013 and 2015 when 

it was declared a champion district (Eastern Java Province, 2015). It experienced a significant 

increase in FDI, from only IDR 1.3billion in 2005 to IDR 6.98 trillion in 2015 (Friarista, 2015, 

2017): see Table 5.2. 

Nature of the FDI bargaining relationship 

In Banyuwangi, as in OKI, the relationship between the local government and MNCsvis 

cooperative, with the district being very open to FDI. The local government offers a 

welcoming and helping hand in the discussions involved. In its development plan, the mission 

is “to increase regional competitiveness through sustainable economic growth based on local 

wisdom” (Pemerintah Kabupaten Banyuwangi, 2010). 

In contrast to the situation in OKI, the local government engages in direct negotiations 

with MNCs in the entry process, prior to their applying for investment licenses from the 

National Coordinating Investment Board. A senior local official explained the arrangements as 

follows. Potential investors discuss their investment plans with him or the head of the local 

investment board. After that, they are invited to present the plans to relevant divisions of the 

local government. During the presentations, the local government stipulates the criteria to be 

met, including that the investors give priority to district employees, use local raw materials, 

respect local wisdom, and empower local companies; while the investors set out some 

demands to be fulfilled by the local government such as in relation to land acquisition. 

Thereafter, in response to investment plans which meet the criteria, and if there is agreement 

with the investors, the local government addresses the financial and non-financial incentives 

that can be provided to them. Financial incentives can be in the form of tax cuts, tax 

concessions, and land provision. Non-financial incentives are in the form of assistance in 

applying to the National Coordinating Investment Board, in obtaining disturbance permits 

(especially in getting approval from the local community), in mediating with land owners to 

arrive at appropriate prices, and in dealing with the relevant agencies of the provincial and 

central government. The negotiations can be intensive and time consuming, as influenced by 

varying expectations and demands. 
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The local government is generally satisfied with FDI achievements in the district, with 

a high of IDR 6.98 trillion being reached in 2015: see Table 5.2. Investment has improved the 

local economy, with the district recently being recognised as progressive in terms of local 

economic development (Eastern Java Province, 2016). From 2010 to 2015, the annual 

economic growth increased from 5.9% in 2010 to 7.9% in 2015; the income per-capita 

increased from IDR 20.8 million to IDR 37.5 million; the unemployment rate declined from 

4.05% to 2.5%; and the poverty rate declined from 11.25% to9.7% (BPS Banyuwangi, 2015). 

In terms of goals, the local government is keen to enhance the agriculture, fisheries and 

tourism sectors and to ensure a wide array of employment opportunities for local workers, 

while MNCs are predominantly interested in exploiting natural resources and are not 

necessarily committed to maximising local employment opportunities. These differences in 

goals often become particularly pronounced in the bargaining process, with the stakes 

involved being affected by considerations of resources and constraints. 

Significantly, the district is rich in fishery resources, with the sea area of immediate 

significance to it being 500,000 sq.kms and producing 66,000 tons of fish annually (BPS 

Banyuwangi, 2015). Also, 89,964 hectares of its land contains minerals, estimated to comprise 

8.6 million tons of copper and 28 million ounces of gold (Merdeka Copper Gold, 2015). Such 

resources are potentially exploitable with active local involvement to a greater degree than is 

presently the case, were it not for the existence of important constraints. 

As in OKI district, the district has limited human capacity to meet particular, and 

varying, opportunities and demands of local economic development from the perspectives of 

MNCs involved. This raises critical issues of skills specification, acquisition and utilisation, as 

founded in forms of job analysis, education and employment within and beyond the district. 

These are matters of immediate significance to economic growth and socio-economic well-

being at the local level, for which all levels of government, communities and MNCs have 

responsibility. 

Also as in OKI district, remoteness is an issue which, coupled with the state of roads, 

electricity and other infrastructure, adversely affects initiatives to attract FDI. The provision of 

various incentives and streamlined permit arrangements can counter some of the effect, but 

only partly so. A limitation is where, for example, in relation to fisheries, the central 

government imposes specific restrictions that must be complied with in accordance with its 

international sea-resource obligations and commitments. 
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Strategies to increase the bargaining position of the local government 

Regular reviews and adaption of incentives and regulatory requirements in response to 

changing circumstances can strengthen the hand of the local government in its bargaining with 

MNCs. More concerted action can be taken to assist MNCs to develop and use local products 

which are environmentally friendly, at the same time as embodying local wisdom in 

regulations to protect citizens from the negative impacts of foreign investment. The 

simplification of investment stipulations and procedures can assist in enhancing the 

investment climate in the district. 

The local government is already active in promoting investment in the district, but 

more can be done in this regard. International investment promotions are often combined with 

other significant events. Included are events such as the international BMX competition and 

international surfing competition, as well as events held quite regularly with the embassies of 

South Korea, Canada and the United States. 

In collaboration with the central and provincial governments, the local government is 

improving transport connectivity by developing two large ports, double track railway lines, 

some small airports, and infrastructure for fast internet through the Banyuwangi digital society 

project. Also, two large eco-industrial parks and two public universities are presently being 

established. The latter will serve to decrease the capacity gaps between the demands of MNCs 

and the current supply of local employees (BPPT Banyuwangi, 2015). 

5.7 CONCLUSIONS 

The case studies of the two districts highlight how the decentralisation of power and 

responsibility in Indonesia since 2001 has shaped relationships between local governments 

and MNCs on FDI initiatives comprising alignments of goals, stakes, resources and 

constraints. The relationships, based on differing forms of bargaining, have proved to be more 

cooperative than conflictual. Local governments have needed MNCs and their capital 

investment projects to develop their districts, while MNCs have needed the support of local 

governments to pursue their economic and financial objectives. In the process, local leaders 

have been encouraged to protect and promote the interests of their communities by facilitating 

good investment climates and ensuring sound policy interventions with the aim of enhancing 

socio-economic wellbeing at the local level. 

Decentralisation has provided local governments with some room to manoeuver in the 

process of FDI management. Although the local governments discussed here have had similar 

objectives regarding FDI, their approaches in interacting with MNCs have differed 
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considerably. Significantly, the Banyuwangi local government has chosen to negotiate directly 

with potential investors, while the OKI local government has relied on the provincial and 

central governments to act in this regard. These contrasting approaches have inevitably 

conditioned their relationships with MNCs in important ways, but have not resulted in notably 

different outcomes. 

Important strategies for enhancing the bargaining positions of local governments vis-à-

vis MNCs include the extensive expansion of road, electricity and other infrastructure, the 

fostering of good investment climates, and the establishment of effective one-stop service 

arrangements for potential investors. Such strategies are crucial individually and together, but 

are not sufficient in themselves as responsible means of enhancing local development. Quite 

clearly, they need to be accompanied by the policy and administrative capacity of local 

governments to ensure FDI initiatives are appropriately geared to the meeting of local interests 

and needs. 

 

From the above explanation, it is obvious that the decentralized governance has 

changed the way of local governments in engaging with MNCs. The cases show how the 

districts bargain with MNCs before the MNCs made an investment decision. Furthermore, the 

bargaining processes are less formal prior to the investment. How if the MNC has established 

a business in Indonesia, will the formal bargaining remain and do conflicts happen? If the 

conflicts occur, how does the government resolve those conflicts? The next chapter attempts 

to answer those questions by illustrating two case studies on the negotiation between the 

government and two MNCs in the mining sectors in Indonesia. 
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CHAPTER VI. THE RELATIONSHIP BETWEEN THE GOVERNMENT AND THE 
MULTINATIONAL CORPORATIONS (MNCS) UNDER THE DECENTRALIZED 

SYSTEM: CASE STUDIES OF THE NEGOTIATION PROCESSES 

6.1 INTRODUCTION 

In the previous chapter, we have discussed the bargaining relationship between local 

government and MNCs. From the examination some questions arose such as whether conflicts 

have happened recently between host country government and MNCs. If the conflicts 

happened, what caused the conflicts and how were the disputes resolved? This chapter 

specifically attempts to address those curiosities by observing dynamic relationships between 

a national government and MNCs under a decentralized system. It aims to answer the sub-

research question as follows: What is the nature of the relationships between the 

Indonesian government and MNCs in the era of decentralized governance system? To 

answer that question, we investigate the government’s attitude toward MNCs, examine the 

dispute between the government and MNCs, and observe the negotiation process between the 

government and MNCs to resolve the conflicts. 

Since the 1980s, Indonesia has liberalized its economy to be open to FDI. Tremendous 

efforts have been made to attract inward FDI to Indonesia. Indonesia also joined World Trade 

Organization (WTO) in 1995, signed many bilateral investment treaties, and agreed to the 

ASEAN economic community in 2015. Nevertheless, despite those liberal approaches, 

conflicts between the government and MNCs are more prevalent recently. For example, the 

conflict between Freeport MacMoRan and the government of Indonesia, and the conflict 

between Newmont Nusa Tenggara Inc. and the government of Indonesia. That situation has 

attracted authors to analyze the dynamic relationship between the government and MNCs by 

focusing on the negotiation process in resolving the conflicts to understand the causes of 

conflicts, and the factors that contribute to increasing the bargaining position of the 

government and MNCs in the negotiation process.  

This chapter consists of seven sections. Section 6.2 discusses theoretical models used 

as a framework for analysis. Section 6.3 discusses research focus and methods; Section 6.4 

discusses the Indonesian government’s attitude toward MNCs; Section 6.5 discusses a case 

study of the negotiation between the government and Freeport MacMoRan, Inc.; Section 6.6 

discusses a case study of the negotiation between the government and Newmont Nusa 

Tenggara, Inc.; and Section 6.7 concludes the study. 
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6.2 THE NATURE OF THE RELATIONSHIPS BETWEEN THE GOVERNMENT 

AND MNCS 	

To understand the nature of relationship between the government and MNCs, we need 

to scrutinize some theories on international business and government relations. From many 

possibles models, we adopt the two-tier bargaining model developed by Ramamurti (2001). 

According to this model, the relationship between the host country government and MNCs can 

be explained as follows. Firstly, there is a change in the government’s attitude toward MNCs 

from conflictual to cooperative. Secondly, in the interactions, two bargaining processes occur. 

The first-tier bargaining process occurs between host and home country government, which 

results in macro policy to provide a good environment for the MNCs. The bargaining can be 

directly between the host and home country government or indirectly through supranational 

institutions. The second tier of bargaining occurs between the host country government and 

the MNCs which results in the micro perspectives of the projects such as the requirements, use 

of local products, and export targets.  

We select that model because it provides a more contextual approach compared to 

other models such as the obsolescing bargaining model. According to that model, the 

relationship between the host country government and MNCs is conflictual, and the 

bargaining process happens between the country and MNCs in the entry process. In the 

beginning, the MNCs possess higher bargaining power because they offer economic benefits, 

abundant financial capital and better technology that is needed by the host country 

government. Nevertheless, after the business is established, the bargaining power is 

obsolesced and shifts to the government’s side. Furthermore, the attitude of government 

toward MNCs tends to be adversarial and confrontational (Vernon, 1978). Due to that attitude, 

the government screens the entry of MNCs and regulates the operation of the MNCs (Vernon, 

1978; Fagre and Wells, 1982; Lecraw, 1984; Kobrin, 1987; Gomes Casseres, 1990). 

Therefore, we argue that this model is irrelevant to the current context since the attitude of the 

government has changed to be open for FDI, and not adversarial but cooperative (Dunning, 

1998).  

Another model is triangular diplomacy, proposed by Stopford and Strange (1991). 

They argue that in the current dynamic global economic and political structure there is a 

growing interdependence between the country and MNCs. At the same time, due to that 

interdependence, there is bargaining between firms, between firms and states, and between 

states regarding economic activities. Firms compete with other firms to invest in the most 
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attractive country; states compete with other states for investors; and firms have to bargain 

with host country government (Stopford and Strange, 1991). We argue that this model is 

irrelevant in this case since the roles of global investment regime are neglected. 

Departing from those reasons, this chapter adapts the two-tier bargaining model 

developed by Ramamurti (2001) to explain the nature of the relationship between the 

government and the MNCs in Indonesia. Two variables are assessed: the government’s 

attitude toward MNCs, and the bargaining process. The government’s attitude toward MNCs 

is cooperative instead of confrontational. If a dispute happens between the government and 

MNCs, it is caused by transactional issues instead of attitudinal issues (Wint, 2005) 

Furthermore, there is the two tiers of the bargaining process in the relationship: the first tier of 

bargaining and the second tier of the bargaining process. 

The first tier of the bargaining process 

The first tier of the bargaining occurs between the home country government, which is 

the country where the MNCs come from, usually a developed country, and the host country 

government, which is the country where the FDI project is located, usually a developing 

country (Ramamurti, 2001). There are two models in this tier: direct negotiation and the 

indirect negotiation. 

 In direct negotiation between the host and the home country governments, two 

countries have a bilateral talk regarding the macro policies on investment. The significant 

outcomes of the bargaining processes are investment agreements, which are called Bilateral 

Investment Treaties (BITs). A BIT is an agreement between two countries regarding terms, 

conditions, and rules of governing for private investments in each other’s countries (Reisman, 

2004). For the host country governments, a BIT is considered as the most important legal 

mechanism to attract and promote FDI (Elkins, Guzman and Simmons, 2004 and UNCTAD, 

2000). For home country governments, a BIT is considered as a policy instrument to protect 

the property rights owned by foreign investors (Guzman, 1998).  

Indirect negotiation occurs when the home country governments influence macro 

policy regarding investment through multilateral institutions. Multilateral institutions set the 

guidelines, principles, and standards to govern the foreign investment, and these have to be 

followed by the host country governments. For example, the IMF and the World Bank has set 

some requirements for the developing countries to receive loans, including liberalizing their 

markets, conducting privatization, and relaxing or abolishing performance requirements 

(Ramamurti, 2001).  
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The second tier of the bargaining process 

The second tier of the bargaining occurs between individual MNCs and the host 

country government. The object of the bargaining is related to the investment project. For 

instance, both parties bargain over the location preference, the performance requirements, the 

taxes imposed, the incentives provided, the ownership share, the tariff quota on input/outputs, 

the export requirements, the local product requirements, the technology transfer requirements, 

the financial restriction, and the dispute settlement mechanism (Ramamurti, 2001). 

Furthermore, MNCs also currently bargain over domestic policies (Eden et al., 2005).  

In the bargaining processes, the government and the MNCs usually have different 

goals. On the one hand, the government aims to extract economic benefits from the companies 

such as job creation, knowledge, and technology transfer, as well as the financial capital 

owned by corporations (Blostroom and Kokko, 1998; Eden et al., 2005). On the other hand, 

the MNCs seek new markets, efficiency gains, acquisition of raw materials, and legitimacy by 

developing partnerships with local firms and institutions (Dunning, 1998 and Edenet al., 

2005). 

In the bargaining process, the bargaining power of each party depends on the resources 

they possess. The MNCs possesses advanced technology, better access to international 

markets, knowledge, managerial expertise, and financial capacities (Grosse, 2005; Eden et al., 

2005; Ramamurti, 2001). On the other hand, the host country government possesses controls 

over the raw material and natural resources, the domestic market, local labor, knowledge, and 

technology (Behrman and Grosse, 2005; Eden et al., 2005; Dunning, 1998).  

Some operational constraints affect the bargaining power of the government and the 

MNC. The MNC is constrained by the international, national and local regulations and by any 

previous contract commitments made with the government (Argyes and Liebesind, 1999). The 

government is constrained by unstable political situations, pressure from interest groups, and 

the economic crisis (Eden et al., 2005)  

Although Ramamurti (2001) does not include the sub-national government in the 

bargaining processes, in this chapter we add the sub-national government in the bargaining 

processes due to decentralization (see figure 6.1). Under the decentralized system, the 

bargaining process between the local government and potential investors is unavoidable 

because the local government needs to consider the interests of various stakeholders including 

the local community in approving the FDI projects (Kuswanto et al., 2017).  
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Figure 6.1 The Two-Tier Bargaining Model 

 

 

 

 

 

 

 

 

 

 

 

 

  Source: Adapted from Ramamurti (2001), the two-tier bargaining model 

Note: The bargaining of relationships between host country government and MNCs consists of 
a two-tier bargaining process. The first tier occurs between host country government and home 
country government or supranational institution. The focus of the bargaining is related to the 
macro policies on investments and the principles to treat MNCs. The output of the first tier of 
bargaining is the bilateral investment treaties between countries and any international 
commitments to conduct fair and equitable treatment toward MNCs. The second tier of the 
bargaining process occurs between MNCs and host country government (both national and 
local government). The focus of the bargaining is related to the investment projects such as 
location, ownership share, tariff quota, performance requirements, and other economic 
policies. 

6.3 RESEARCH FOCUS AND METHODOLOGY	

The nature of relationships between the national government and MNC is addressed 

using a qualitative methodology, based on case studies. Two case studies are selected, which 

are the negotiation processes between the government of Indonesia and Freeport Indonesia, 

Inc. and between the government and Newmont Nusa Tenggara. Inc. The cases are chosen 

because they have gained much attention from the media, activists, pundits, and politicians in 
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institutions (international, national and local institutions), between states and private actors, 

and between the private and the community. In addition to that, the cases show the condition 

under which negotiation processes between the host country government and MNCs occur, 

involving multi-level government actors. 

We employ a content analysis as a method. We collect data and information from the 

national and local media related to the negotiation processes between the government of 

Indonesia and Freeport MacMoran, Inc. and between the government and Newmont Nusa 

Tenggara, Inc. Furthermore, we analyze press releases, legal and policy documents, and 

speeches, videos, and news concerning the negotiation process. After that, we triangulate the 

data and information by interviewing the Head of Legal Bureau of the BKPM. 

6.4 INDONESIAN GOVERNMENT’S ATTITUDE TOWARD MNCs 

The first step to understanding the nature of the relationship between the government 

and MNCs is to examine the Indonesian government’s attitude toward MNCs. We argue that 

the government’s attitude has changed considerably from confrontational to cooperative over 

time. During President Soekarno’s administration (1945–1966), the government was against 

the MNCs. Law 78 on Foreign Investment (1958) was enacted as the basic regulation of FDI. 

Paauw (1960, p. 355), cited in Hill (1989 pp. 4-5), stated that: “the law was neither the most 

generous nor the most hostile law.” The government offered a commitment to avoid 

expropriation action, provided generous tax incentives and granted land use right up to 30 

years. Nevertheless, inward FDI in utilities and mining sectors was prohibited, a joint venture 

requirement was imposed, and the MNCs received different treatment compared to domestic 

enterprises (Law 78, 1958). From 1959 to 1965, President Soekarno nationalized many MNCs 

from the Netherlands, Britain, the US, Belgium, and Malaysia (Hill, 1989). He considered all 

foreign investment as a form of imperialism (Oei, 1969).  

 During President Soeharto’s administration (1966-1997), to improve economic 

conditions, the government’s attitude toward MNCs changed to being cooperative. Sadli, 

Minister for Foreign Investment, stated: “when we started out attracting foreign investment in 

1967,everything and everyone was welcome…..” (Sadli, quoted in Hill, 1989 p. 28). As a 

result, investment policies changed from protectionist to liberal (Hill, 1989). Law 1 on Foreign 

Investment (1967) was enacted to provide a legal framework for foreign investment.  The law 

was very liberal “to restore the country’s credibility abroad—and to attract foreign capital- the 

government’s new law was an invitation to foreign investors with a minimal condition 

attached" (Hill, 1989, p. 28). It opened mining, utility sectors and many other sectors for 
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foreign investors. The sectors closed or restricted for FDI were limited to the development of 

ports, electricity, telecommunication, education, aviation, water management, railway 

systems, nuclear technology, the press, and the weapons industry. Generous incentives were 

provided for foreign investors such as tax holidays, import duty exemptions, guarantee from 

expropriation, and licenses with a duration of up to 30 years. Moreover, Investment Guarantee 

Treaties with the United States, Denmark, the Netherlands and West Germany were signed by 

the government. This resulted in 55 foreign companies agreeing to invest to the tune of $600 

million (Oei, 1969).  

Although the law was very liberal, due to the domestic protests, the government became 

restrictive in the 1970s. President Soeharto outlined the foreign investment policies as follows: 

“all new investment were to be joint venture; Indonesian equity should be increased to 51 

percent within a certain period (subsequently ten years was mentioned); the list industries 

closed to foreign investment was to be extended, tax incentives were to be reduced; and the 

number of foreign personnel was to be restricted” (Hill, 1989 p. 31). Furthermore, domestic 

enterprises had to be given preferential access to state bank loans (Hill, 1989). The 

government created the Investment Priority Lists (1977) which listed 831 investment activities 

divided into four categories: open with full incentives, open with some incentives, open 

without incentives and closed. This was expanded into 1,095 sectors in 1978 (Hill, 1989). 

The government liberalized its economy significantly in the 1980s and 1990s. In 1986, 

the government delivered an economic package as follows: 1) foreign firms with 75% 

Indonesian equity were treated equally to domestic enterprises; 2) all sectors would be open 

for foreign firms which exported at least 85%; 3) the minimum requirement for foreign 

investment was $ 1 million; 4) the investment license was granted up to 30 years; and 5) free-

of-value tax incentives were given for 5 years (Hill, 1989). In 1987, the government simplified 

the FDI procedure in the automotive industries, automotive assembling industry, electricity 

machine industries, and machinery industries; provided incentives for FDI in textile, metal, 

cotton industries; eliminated export permits; eliminated sectoral permits; and abolished the 

monopoly state-owned enterprises in the steel industry. In 1988, foreign ownership in banking 

sectors through a joint venture was allowed. In 1989, the investment priority list was changed 

into the negative investment list which opened a hundred sectors to FDI, and the minimum 

requirement for FDI was reduced from $ 1 million to $ 250,000. In 1994, the government 

relaxed the divestment requirement and liberalized almost all sectors to FDI including nine 

“strategic” sectors: ports, energy sector, telecommunications, shipping, civil aviation, water 
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supply, railways, nuclear power and media (Government Regulation 20, 1994). The regulation 

made Indonesia one of the most welcoming countries to FDI of all ASEAN countries 

(Lindblad, 2015).  

In 1997, Indonesia was hit by a severe economic crisis. Indonesia was under the 

supervision of the IMF from 1997 to 1999. Under the supervision of the IMF, the government 

continued the liberalization, deregulation, and privatization of many state-owned enterprises. 

The monopoly power of the State Food Logistic Agency (BULOG) was abolished; foreign 

investment was allowed in chemical, metals and fish, cement, paper and plywood, palm oil 

industry, wholesale and retail sectors, general importing, the oil, broadcasting, and 

downstream operation sectors; and full foreign ownership was allowed in banking sectors 

(OECD, 2010). 

After the crisis (2000-2004), the government’s attitude remained positive toward 

MNCs. President Wahid and President Megawati continued economic deregulation and 

privatization. President Megawati asserted that inward FDI could help Indonesia to recover 

from economic crisis (Rajenthran, 2002). The investment procedure was streamlined, 

incentives were enhanced, and an anti-corruption law, anti-monopoly law and some laws to 

protect property rights were introduced (Rajenthran, 2002). 

Under President Yudhoyono, the government was highly open toward FDI. Law 25 on 

investment (2007) was enacted. The law was considered more welcoming compared to the 

previous one (see chapter III). The regulation of Negative Lists of Investment was revised to 

open sectors for foreign investments and the restrictions for foreign investment were relaxed 

gradually. Furthermore, Indonesia is active in promoting the openness and liberalization by 

signing many bilateral investment treaties (s). Currently, the Indonesian government has 

signed 71 bilateral investment treaties, 27 of which are in force, 26 of which are waiting to 

come into effect and 28 of the BITs have been terminated (UNCTAD, 2017a). Besides having 

the BITs, Indonesia also signed Comprehensive Partnership Agreements with China, the 

United States of America, Chile, Germany, and the European Union (Ministry of Foreign 

Affairs, 2017). Different from the BITs, Comprehensive Partnership Agreements cover any 

cooperation in social, culture, education, security, economy, trade, and investment domains 

within a single agreement. They provide the principles to govern investments, such as the 

government’s guarantees to protect investors’ property rights and the right to transfer, an 

assurance that the company will not be nationalized, to provide compensation for losses, to 

provide incentives, and to resolve the dispute between the company and the government. 

There are three international arbitration institutions to resolve conflict: the International Court 
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for Settlement Investment Dispute (ICSID), the United Nations Commission on International 

Trade Law (UNCITRAL), and the International Institute for Unification of Private Law 

(IIUP).   

As a member of ASEAN, Indonesia is also bound by the ASEAN Comprehensive 

Investment Agreement, the ASEAN-Korea Investment Agreement, the ASEAN-China 

Investment Agreement, and the ASEAN-Australia and New Zealand Free Trade Agreement. 

The agreements require all state members to create a liberal, competitive, facilitative and 

transparent investment environment in ASEAN. Furthermore, the countries should liberalize 

the economy toward free and open markets, protect rights, provide incentives and conduct 

promotion, and provide special treatments to MNCs from ASEAN countries  (ASEAN, 2009).  

At the end of the second term of President Yudhoyono, and the beginning of Joko 

Widodo’s administration, although the government’s attitude toward MNCs was positive, the 

government was in favor of protectionist policies (Patunru and Rahardja, 2015). The negative 

list of investments was revised to reduce the percentage of foreign ownership in many sectors 

such as electricity generation, drilling services, oil and gas services, electronic installation 

services, operation telecommunication services, data and communication services, and internet 

services. Some protectionist laws were introduced such as Law 4 on Mining (2009), Law 13 

on Horticulture (2010), Law 18 on Food (2012), and Law 19 on Protection and Empowerment 

of Farmers (2013). Those laws imposed strict requirements and restrictions for FDI in the 

mining, food, horticulture and agribusiness sectors. Nevertheless, beginning in 2015, President 

Joko Widodo revised the policies through the economic packages I to X. The Presidental 

Regulation No. 44 on the Negative Lists of Investment (2016) removed 45 sectors from the 

list, increased the percentage of foreign ownership in many business sectors, and allowed full 

foreign ownership for investors from ASEAN countries. 

The discussion above clearly illustrates the changes in the government’s attitude 

toward MNCs from conflictual to cooperative. The government of Indonesia has taken 

tremendous actions to attract inward FDI and provide pro-market policies. If the attitude is 

positive and the policies are favorable to the foreign investment, do conflicts still happen? If 

conflict happens, what is the mechanism to resolve the conflicts? How do actors interact in the 

process to resolve the conflict? To answer those questions, we examine two disputes between 

the government and MNCs in the following section.   
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6.5 CASE STUDY 1: THE NEGOTIATION PROCESSES BETWEEN THE 

GOVERNMENT OF INDONESIA AND FREEPORT MACMORAN, INC. 

The first case to discuss is the dispute between the government of Indonesia and Freeport 

MacMoRan, Inc. Freeport MacMoran Inc. (Freeport) is a mining company based in Phoenix, 

Arizona, USA. It has a subsidiary company named Freeport Indonesia, Inc. based in Mimika, 

Papua, which has had a dispute with the government of Indonesia. Freeport operates its 

mining activities in Mimika district, Papua Provinces, Indonesia based on the contracts of 

work with the government of Indonesia signed in 1967 and 1991 (Freeport, 2017a). According 

to the contracts of work, the company will operate its mining activities in Mimika district, 

Papua until 2021 and this can be extended two times for a ten-year period (until 2041) 

(Contract of work between Government of Indonesia and Freeport, 1991). The following 

obligations are imposed on the company: 1) the stage of operation which must be developed 

are as follows: general survey for 12 months, exploration studies for 36 months, feasibility 

studies (no time limit), construction periods and operation periods; 2) five years after the 

operation period begins, the company has to establish a smelter for a refinery process in 

Indonesia or the government is authorized to terminate the contract of work; 3) the company 

has to make payments such as dead rent6, royalties, income taxes, personal income taxes, 

VAT, stamp duty on legal documents, import duty, land and building taxes, levies or local 

taxes charged by regional government which have been approved by central government, as 

well as tax compliance fees; 4) the company has to prioritize local employees, has to train 

those employees and has to use local raw material; and 5) any dispute between two parties is 

resolved by UNCITRAL arbitration (Contract of work between Government of Indonesia and 

Freeport, 1991) 

6.5.1 Object of dispute/bargaining  

 Freeport has a serious dispute with the Indonesian government which started in 2009 

due to the enactment of Law 4 on Mineral and Coal Mining (2009). The objects of the dispute 

were the requirements imposed by the law. Those requirements are as follows: 

1) The license system replaces the contract system. According to the law, the contract of 

work possessed by companies must be transferred to the special mining license as a 

requirement to export the mining products. 

																																																													
6 Dead rent is the rent fixed for mining without considering whether the mine is profitable or not (US Legal, 2017)	
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2) The refining and processing requirement. All mining companies have to build a smelter for 

refining and processing the mineral product. The export of the unprocessed products is 

prohibited after January 12th, 2014.  

3) The divestment requirement. All foreign companies in mineral and coal mining have to 

sell at least 51% of their shares to Indonesian entities within ten years after the production. 

4) The companies shall prioritize the local mining companies as partners. 

Freeport considered those requirements as a violation of the contracts of work between 

the government of Indonesia and Freeport (Humme, 2017). Freeport was reluctant to fulfill the 

obligations. Hence, Freeport negotiated the obligations with the government. During the 

negotiation, on February 21st, 2017, the tension rose when Freeport threatened to bring the 

case to international arbitration (Jensen and Asmarini, 2017). The negotiation processes are 

explained in the following sections.  

6.5.2 The first tier of the bargaining process 

 The first tier of the bargaining process occurs between the home countries (usually 

developed countries) and the host countries (generally developing country) through bilateral 

talks or multilateral institutions such as the IMF, the World Bank and the WTO (Ramamurti, 

2001). Considerable evidence suggests that there is a direct negotiation process between the 

US government and the government of Indonesia. The US government, represented by Vice 

President Mike Pence, discussed the issue of Freeport with the President of Indonesia and 

demanded some actions to remove business barriers in Indonesia. During the visit to Indonesia 

on April 20th to 21st, 2017, the US government called on the Indonesian government to remove 

business barriers faced by many US companies in Indonesia. Those barriers are related to 

protection of intellectual property rights, lack of transparency, requirements to use local 

content in oil, gas and telecommunication sectors, the policies related to horticulture and 

animals import (Sundaryani, 2017). In addition to that, the issue of Freeport was discussed 

during a high-level meeting on April 20th, 2017 between Mike Pence and the President of 

Indonesia, Joko Widodo (Sundaryani, 2017). During the meeting, Pence thanked Joko Widodo 

for the interim solution for the dispute. However, he demanded more steps to resolve the 

dispute (Rampton, 2017). Luhut Pandjaitan, the Indonesian Minister of Coordinating for 

Maritime Affairs, stated that the issue of Freeport was discussed between the Indonesian 

President and the Vice President of the USA. He claimed that the discussion was pleasant and 

Pence was satisfied with Joko Widodo’s explanation (Halim, Yosephine, and Sundaryani, 

2017 and Afrianto, 2017a).  
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 Besides the direct negotiation, indirect relationships between Indonesia and the USA 

are taking place. Indonesia and the US have been bound by the US-Indonesia Comprehensive 

Partnership Agreement (CPA) and the Trade and Investment Framework Agreement (TIFA). 

Those agreements represent the commitment of both countries to respect the norms, guidance, 

and principles in governing trade and investment. According to the CPA, both governments 

have agreed to discuss policies and action to remove investment and trade barriers through the 

establishment of the working group on trade and investment (the trade and investment 

councils) such as liberalization efforts and removal of some non-tariff barriers. Moreover, the 

two countries have also agreed to the following: to avoid protectionism policies, to  eliminate 

non-tariff barriers, to protect intellectual property rights, to encourage liberalization, to resolve 

disputes in trade and investment, to establish trade and investment councils, and to discuss 

some issues on trade and investment (The US Trade Representative Office, 1996). 

Pursuant to the CPA and TIFA, the government of Indonesia and the US government 

discussed the norms to manage trade and investments in both countries. For example, the trade 

and investment council (TIC) meeting on September 19th, 2011 discussed the changes of the 

Negative Lists of Investment, the problems related to the pharmaceutical investment, and 

problems related to agricultural trade (Ministry of Foreign Affairs of the Republic of 

Indonesia, 2011). The TIC meeting on April 16th, 2016 discussed illegal fishing, the 

protection of intellectual property rights, the localization requirement for high-tech products, 

bilateral investment agreements, and the trade facilitation agreement (Ministry of Trade of the 

Republic of Indonesia, 2016).  

6.5.3 The second tier of the bargaining processes  

 The second tier of the bargaining processes occurs between the MNC and host country 

of government and is a negotiation over investment requirements (Ramamurti, 2001). Our 

investigation found that the bargaining between government and Freeport has taken place for 

more than eight years, but a conclusion has yet to be reached. However, the short-term 

agreement on the general frameworks for further negotiation has been concluded. The 

following sections discuss some important aspects of the negotiation. 

Goals 

Our investigation found that the government of Indonesia focuses on the economic 

objectives to maximize the benefits of inward FDI for the Indonesian people. There are at least 

six objectives to be achieved as outlined by the law. Firstly, the government demands Freeport 



	
	

		
	 129 

to agree to divest 51% of its total share to the Indonesian government or companies. Secondly, 

the government demands Freeport to develop a smelter in Indonesia for the refinery process; 

the export of unprocessed mineral is prohibited. Thirdly, the government demands Freeport to 

pay additional royalties and taxes it proposes. Fourthly, the government demands Freeport to 

prioritize local firms and employees to support the transfer of technology and knowledge. 

Fifthly, the government demands Freeport to transfer the contract of works into the special 

mining license as regulated by the mining law. Lastly, the government demands Freeport to 

prioritize local products, goods, and services (Stephanie, 2017). 

On the other hand, Freeport has the objective to ensure the operation of mining 

activities until 2041 (i.e. get 20 years' extension) without being affected by the new mining 

law (Jensen and Asmarini, 2017). More specifically, Freeport wants to continue the contract of 

work while still being allowed to export unprocessed mining product/concentrate (Gumelar, 

2017). So we identify that the MNC has two main goals: 1) the company is allowed to export 

the unprocessed mineral; 2) the operation of the company is extended to 2041 through the 

amendment of the contract of work. 

Bargaining power: resources and constraints 

 Our observation found that Freeport has quite strong bargaining power due to legal, 

economic and political reasons. Legally, the company is protected by international law 

through the contracts of work. Richard Adkerson, the CEO of Freeport, claimed that the ban 

on exporting unprocessed mining product violates the contract of work, which also violates 

the international investment agreement and the principle of fair and equitable treatment 

(Hume, 2017 and Taufik, 2017). Furthermore, from a political point of view, Adkerson 

asserted that Washington would watch the Indonesian government's treatment of the company 

since Carl Icahn, a special adviser of President Donald Trump, owns 7% of Freeport’s shares 

(Hume, 2017). The CEO tried to say that the US government will highly support the company. 

From the economic point of view, Freeport has made a significant contribution to the local and 

national economy. For instance, during the operation, Freeport has paid tax and royalties of 

about $16.1 billion, has spent $32.5 billion to pay workers' salaries, and has employed 32,416 

workers of whom 4,321 are Papuans (Agustinus, 2017a). The massive numbers of workers 

laid off as a result of the dispute has increased pressure on the government (Jensen and 

Asmarini 2017).  

On the other hand, the primary source of bargaining power of the government is the 

fact that Freeport's contract of work will end in 2021 while Freeport has a keen interest to 
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extend it to 2041. Furthermore, it is the government which has control over the natural 

resources in Papua.Without the extension from the government, the company will not be able 

to continue exploration. Our investigation also found that the Indonesian government has 

sufficient weapons to fight in international arbitration if the negotiations fail. We found that 

Freeport has violated the contract of work because it failed to establish a smelter which it was 

obliged to do by the contract of work. The contract mandates the company to establish a 

smelter no later than five years after the operation starts (Government of Indonesia, 1991).  

While the fact that the contract of work will expire in 2021 is a strength for the 

government, it is a weakness for Freeport. The company needs the government’s approval to 

extend the mining operation. Otherwise, other companies might continue the mining 

operations in Mimika, Papua after the contract expires.  

The USA-Indonesia Comprehensive Partnership Agreement (CPA) and Trade and 

Investment Framework Agreement (TIFA) constrain the national government in the 

negotiations. Those agreements have bound the Indonesian government to respect the contract 

of works and to avoid protectionist policy. The violation of the contract of work will be a 

subject to dispute in international arbitration; therefore, the government used to not implement 

the law, which caused a battle in international arbitration. For instance, in 2002, the 

government enacted an environmental law which prohibits mining activities in the protected 

forest. In fact, the mining activities have been conducted before the law was enacted. Despite 

the obligations determined by the law, the government has chosen to lift the ban on mining 

activities in the protected forest to avoid the international arbitration, which is costly.  

Negotiation processes 

 Our examination reveals the fact that the negotiation processes between Freeport and 

the Indonesian government involves multilevel governance actors (national, provincial and 

local government). They have taken place for more than eight years and are still in progress. 

From the government side, the President assigned officials from the relevant ministries, 

provincial government, and district government to the negotiation team. Those ministries are 

the Ministry of Energy and Natural Resources, the Ministry of Environment, Ministry of 

Finance, the Ministry of Home Affairs, the National Coordinating for Investment Board, and 

the Ministry of State Owned Enterprises. The Minister of Coordinator for Economic Affairs 

and Minister of Energy and Natural Resources lead the team. The role of non-governmental 

actors such as local communities is as pressure groups, and the interests of local communities 

are assumed to be accommodated by the district and provincial governments. 
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After Law 4 on Mineral and Coal Mining (2009) was enacted, the government 

proposed to change the 111 contracts of work of mining companies, included Freeport, into 

the special mining licenses, as mandated by the law. Due to that reason, there were intensive 

discussions between the government and Freeport to transform the contract of work to a 

special mining license (Asmarini and Setiaji, 2017). As we have explained in the previous 

section, the MNCs were given time to establish a smelter and to transfer the contract of work 

to a special mining license before January 12th, 2014 to be able to export the unprocessed 

mineral.  

In 2010, the government issued Government Regulation No 23 on Mining Activities 

(2010), which provided detailed regulation on mining activities in Indonesia. It covers 

divestment requirements, smelter development, the transfer from contract of works to the 

special mining licenses, and the requirement to employ local workers and prioritize domestic 

enterprises. 

 In 2012, the government’s negotiation team discussed six matters of amendment of the 

contract of work with Freeport. Those matters were as follows: 1) the change of mining area 

coverage; 2) the continuation of the mining operation; 3) the contribution of the company to 

government revenue; 3) the mechanism of the divestment processes; 4) the development of 

smelter and refinery facilities; 5) the use of local contents and local goods and services; and 6) 

the plan to prioritize the domestic workers. However, the discussion resulted in disagreement 

since Freeport was reluctant to change to the special mining license.  

 On July 25th, 2014, a temporary memorandum of understanding (MoU) between the 

government of Indonesia and Freeport was achieved. According to that MoU, Freeport agreed 

to divest 30% of its shares (against 51% obliged by the Government Regulation 23, 2010), to 

adjust the taxes calculation and to develop a smelter within six months after the agreement 

was signed. To show serious commitment, Freeport agreed to provide guarantee money, about 

$115 million (Rikang, 2014). As a reward, the government granted a temporary special mining 

license and an export permit valid for six months (until January 25th, 2015). The government 

would extend the export permit if the company showed significant progress in the smelter 

development and other obligations determined in the MoU. Furthermore, in September 2014, 

the government relaxed the regulation by issuing Government Regulation No. 77 on the 

Implementation of Coal and Mineral Mining Activities (2014), which allows companies to 

export unprocessed mineral if they receive an export permit. The regulations also require 
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underground mining companies to divest only 30% of their shares. This was a revision of the 

Government Regulation No. 23 (2010). 

 In the following months, several meetings were conducted to discuss the operation of 

Freeport after the MoU expired. On December 23rd, 2014, Freeport met the negotiation team 

members and the high-level officials from the Papua Provinces and Mimika district to discuss 

the operation of Freeport. The meeting aimed to find the best solution to the dispute 

(Wicaksono, 2017). In the second meeting held on January 23rd, 2015, the government and 

Freeport agreed to extend the MoU, although Freeport had failed to fulfill the obligations 

written in the MoU. On January 25th, 2015, the government agreed to extend the export permit 

for another six months (July 2th, 2015) and this would be reviewed based on the progress of 

the smelter development (Pasopati, 2017; Hermawan, 2017; Freeport, 2017). 

On July 9th, 2015 Freeport formally sent a request letter to extend the operation to 

2041. At the same time, Freeport also requested an extension of the export permit which 

would end on July 25th, 2015. Freeport claimed that the company had shown a strong 

commitment to fulfilling obligations written in the MoU. Freeport showed a plan of the 

smelter development in Gresik, Eastern Java which covered 80 hectares. The company also 

asserted that they had refined 40% of minerals since 1999 (Anam, 2015). In response, the 

government issued an export permit valid for six months (until January 25th, 2016). Later, 

other export permits were granted on February 9th, 2016 and August 9th, 2016, which allowed 

the company to export unprocessed mineral until January 11th, 2017. 

On October 7th, 2015, Freeport sent a request for an extension of the contract of work 

until 2041. In response, the Minister of Energy and Natural Resources informed Freeport it 

would guarantee to extend the operations if Freeport committed to fulfilling obligations 

marked out in the previous MoU. More specifically, there were four matters in the letter, as 

follows:  

1) Along with efforts to formulate the new regulation, Freeport can continue mining 

activities as mentioned in the contracts of work until December 30th, 2021. 

2) The government has received the request letter from the Freeport to extend the mining 

operation. 

3) The government is currently harmonizing regulations in mineral and coal mining to align 

with the spirit of attracting investments. Freeport can apply for the extension after the 

regulations are ready.  

4) The government and Freeport agreed to the MoU signed on July 25th, 2014. The 

government committed to ensuring the continuation of foreign investment in Indonesia. 
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However, due to the regulation issues, the approval of the operational extension will not 

be granted until after all regulations are ready. As a consequence, Freeport committed to 

investing $18 billion as an addition to the current investment (Wicaksono, 2017). 

The regulation mentioned in that letter was issued in 2017: Government Regulation 1 

on Mining (2017). According to the new regulation, all mining companies have to refine and 

process the raw mineral product by establishing a smelter, have to divest 51% of their stocks 

after ten years of operation (previously 30% for underground mining), and have to change the 

contract of work into a special mining license. All companies which failed to meet those 

requirements were not given an export permit after January 12th, 2017. Negotiations to extend 

the operation can be conducted five years before the contract expires (previously two years) 

(Wirawan, 2017 and Sitepu, 2017). The regulation was a setback for negotiation. Since the 

export permit expired on January 11th, 2017, Freeport stopped the mining activities, which 

reduced the gold sales by up to 59% (Jensen and Asmarini, 2017) 

Freeport warned the Indonesian government to find a solution within 120 days, or the 

company would bring the case to international arbitration (Hume, 2017; Jensen and Asmarini, 

2017). In response, the government created a new team consisting of officials from the 

Ministry of Energy and Resources, the Ministry of Finance, the Fiscal Policy Agency, the 

Ministry of Home Affairs, BKPM and the Attorney General (Asmarini, 2017). The team 

would provide support to the delegation in the intensive negotiation for the next months. 

A series of meetings was conducted to discuss some matters such as divestment, 

smelter development, export permits, and continuation of the operations. For instance, in 

March 2017, there was a meeting involving central and local government officials to discuss 

the strategies and to find similarities in terms of the interest to be used in the negotiation 

process. The meeting resulted in agreement on divestment and smelter development matters 

(Agustinus, 2017c; Afrianto, 2017b; and Romadhoni, 2017). On April 4th, 2017 a temporary 

solution was concluded between the government and Freeport. The government agreed to 

grant a temporary special mining license valid for eight months (Gumelar, 2017). The export 

permit was granted on April 22nd, 2017 to allow Freeport to export unprocessed minerals until 

January 10th, 2018. Later the export permit was extended until June 30th, 2018 (Agustinus, 

2017b and Artanti, 2017). Finally, on August 29th, 2017, the government and Freeport agreed 

on a general framework for further negotiation.  

The involvement of local government and local communities 
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  In the negotiation processes, the local governments were actively involved. For 

example, during six months from February to August 2015, the central government – Freeport 

– local governments (provincial and district government) conducted several meetings to 

discuss the seventeen demands from local government (Armenia, 2017).  Furthermore, the 

governor had an opportunity to meet and negotiate directly with the CEO of Freeport in 2014 

during a visit to the US (Luvi, 2014). Similarly, the head of district of Mimika also had a 

meeting with the CEO to discuss tailing and waste management (Supar, 2014) 

 The governor was actively involved in the negotiation processes, and he demanded 

seventeen expectations to be accommodated by the central government and Freeport, as 

follows: 1) to transfer Freeport headquarters from Jakarta to Papua; 2) to improve the 

relationship of Freeport with the provincial government and surrounding district; 3) to 

increase the roles of locally owned enterprises and local companies as sub-contractors; 4) to 

use the service of the Bank of Papua in transactions; 5) to improve the regulation of 

community mining; 6) to transfer the management of Moses airport in Timika from Freeport 

to the local government; 7) to increase the contribution in infrastructure development in 

surrounding areas; 8) to improve corporate social responsibility activities; 9) to improve 

environmental waste management; 10) to make an exit strategy plan; 11) to increase the 

number and roles of workers from Papua; 12) Papua to received 10-20% of the shares after the 

divestment; 13) the smelter should be built in Papua, especially Timika; 14) the company 

should use local goods and services for operational activities; 15) the reduction of the mining 

area from 212,950 ha to 90,360 ha; 16) the increasing contribution of Freeport to the central 

and local government revenue; and 17) the clear status of Freeport after 2021 (Armenia, 

2017). 

 The district government was also involved in the process. The Timika district 

government emphasized that three goals be achieved. Firstly, the establishment of smelter 

should be in Timika instead of in Java island such as Gresik. Secondly, if the company has 

agreed with the government to divest 51% of its shares, the district requested to get 10 percent 

of its stock. Lastly, the Timika district demanded Freeport to pay for the use of cultural land 

owned by Amugme tribe (Nababan, 2017 and Jawa Pos, 2017). 

Although the local governments were actively involved in the negotiation processes, 

the local communities had little room to participate. For example, the LEMASA, Cultural 

Assembly for Amungme and Kamoro, was not able to participate in the negotiation process, 

so the communities asked the National Commission for Human Rights for support. The head 

of LEMASA, Odizeus, interviewed by the BBC (2017), asserted: “We thought that sitting 
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together (in the negotiation) was our great desire for almost 50 years. We as a community 

have always been underestimated and currently was a good moment. If we were able to sit 

together with the government and the company, we would be satisfied and equal, so that all 

communities would be satisfied."   

The local community demanded financial compensation for the environmental damage 

caused by the mining operation and financial compensation for the land used by the company 

which is cultural land. They also asked for a real contribution of the company to local Papuans 

such as jobs, health services, education services and excellent infrastructure for local 

communities (Wirawan, 2017; Nugraha and Apriando, 2017). 

Negotiation Results 

 Our observation found that the negotiation is still undergoing. However, the final 

general framework was concluded by the two parties on August 29th, 2017. The framework is 

considered by Richard Ackerdson, the CEO of Freeport, as a working framework for a long-

term investment in Papua. The government called the agreement a general framework for 

further negotiation on detailed matters (Siraid, 2017). The Ministry of Natural Resources 

(2017) explained the agreement consists of the following:  

1)  The legal basis for the future mining operation of Freeport is not the contract of work but 

the special mining license;  

2)  Freeport has agreed to sell 51% of its shares to the Indonesian government. Matters about 

the mechanism, schedule and price will be further discussed with the working teams 

created by the government;  

3)  The company has agreed to develop a smelter for the refining and to process the mineral 

within five years from the date of agreement (at latest in October 2022);  

4)  The company has agreed to pay more taxes. Further details about the calculation will be 

discussed with the working teams. On the other hand, the government will provide a 

financial guarantee and regulatory certainty during the operation;  

5)  The operation of Freeport in Indonesia will be extended by 20 years after the end of the 

contract (until 2041).  

 The negotiations are being continued to discuss the more technical matters such as the 

mechanism of divestment, the amount of taxes that should be paid, etc. The government 

created four working teams, each focusing on one of the following four issues: divestment 

mechanism, financial matters, extension of the contract, and smelter development. Currently, 

the teams and Freeport are still having negotiations.  
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 We argue that although the conclusion has not yet been achieved, the general 

framework shows that the two parties have found a win-win solution. Freeport has succeeded 

in securing its main interest to extend the mining operation until 2041 and to export the 

unprocessed mineral despite the policy changes. The government granted the export permits 

until June 30th, 2018.  

On the other hand, the government is also happy with the framework. The framework 

has accommodated many of the government’s goals such as divestment, taxes, smelter 

development, and the change of contract of work. Jonan (2017) argued that technically, in 

term of the engineering process and cultivation technology, the mining activities in Garsberg, 

Mimika are complex and need transition. By purchasing 51% of the shares, the transition will 

be smooth since the Indonesian government still does not have enough capacity to conduct the 

mining activities in that area (Agustinus, 2017).   

Responding to the agreement reached on August 27th, 2017, the governor and the head 

of district are partly satisfied with the framework. The district and the province are satisfied 

with the plan that the district and province will receive 10 percent of the shares after Freeport 

sell 51% of its stock to the government of Indonesia (Perkasa, 2017 and Romadhoni, 2017). 

Lukas Enembe, Governor of Papua, asserted that the result and the central government's stand 

on divestment is in line with the provincial government's standing (Romadhoni, 2017 and 

Perkasa, 2017). Nevertheless, the demands to establish a smelter in Timika, to transfer 

management of the airport from Freeport to the district government, and to use Bank of Papua 

have not been well received by the company.  

The local communities felt disappointed with the process and the result (Nugraha and 

Apriando, 2017). The head of the tribes asserted that the communities should have been 

involved in all negotiation processes and the communities rejected all compromise between 

the government and the US regarding Freeport (Nugraha and Apriando, 2017). 

6.6 CASE STUDY 2: BARGAIN BETWEEN THE GOVERNMENT OF 

INDONESIA AND NEWMONT NUSA TENGGARA, INC. 

 Newmont Nusa Tenggara, Inc. (NNT) is a joint venture company which exploits the 

mining area in Batu Hijau, Sumbawa district, West Nusa Tenggara Province under the scheme 

of foreign direct investment. The shareholders of the firm are the Nusa Tenggara Partnership, 

Inc. (56%), Pukuafa Indah, Inc. (17.8%) and Multi Daerah Bersaing (24%), Indonesia 

Masbaga, Inc. (2.2%). Nusa Tenggara Partnership (NTP) is a joint venture company of 

Newmont Mining Corp, a mining company from the US (56.25%) and Sumimoto Corp, a 
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mining company from Japan (43.75%). The NTP is legally based in the Netherlands. Pukuafa 

Indah, Inc. and Indonesia Masbaga, Inc. are Indonesian mining companies based in Jakarta, 

while Multi Daerah Bersaing (MDB) is a company owned by the local government of Nusa 

Tenggara and Bumi Resources Inc, an Indonesian company based in Jakarta. The current 

shareholder composition is more complicated than it was in 1986, when the Newmont Mining 

Corp, Sumimoto Corp, and Pukuafa Indah owned 40%, 34% and 20% of the shares, 

respectively. 

 NNT was first assigned to exploit Batu Hijau mining area in Sumbawa island district, 

West Nusa Tenggara through a contract of work signed on December 2nd, 1986, valid until 

2030. According to the contract of work, the company can conduct a mining operation in West 

Sumbawa district, West Nusa Tenggara Province with several obligations as follows: 1) the 

stage of process which must be developed are as follows: general survey for 12 months, 

exploration studies for 36 months, feasibility studies (no time limit), construction periods and 

operation periods; 2) the company must sell its shares cumulatively: at least 15% by the end of 

the fifth year, 23% by the end of the sixth year, 30% by the end of the seventh year, 37% by 

the end of the eighth year, 44% by the end of the ninth year and 51% by the end of the tenth 

year; 3) the company has to make payments such as dead rent, royalties, income taxes, 

personal income taxes, VAT, stamp duty on legal documents, import duty, land and building 

taxes, levies or local taxes charged by regional government which have been approved by 

central government, and tax compliance which is determined in the annex of the contract; 4) 

the company has to prioritize local employees, has to train those employees, and has to use 

local raw materials and preserve and protect the environment; and 5) any disputes between the 

two parties are to be resolved in international arbitration (Contract of Work, 1986). 

6.6.1 Object of dispute/bargaining  

 Since 1986, NNT and the Indonesian government have had two disputes. Firstly, in 

2008, the government of Indonesia sued the company at the International Center for 

Settlement Investment Dispute (ICSID) for violating the contract of work regarding the 

divestment obligation. NNT failed to divest 51% of its shares to the Indonesian government or 

companies as obliged in the contract (BKPM, 2009). In 2009, the court delivered the final 

decision, which confirmed that NTT had violated the contract. NNT was ordered to obey the 

obligation in verse 243 of the contract of work to sell 51% of its shares to the Indonesian 

government or Indonesian companies. Within 180 days, the company had to sell its stock for 
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2006 (3%), in 2007 (7%), and in 2008 (7%), and had to pay the arbitration costs within 30 

days (BKPM, 2009).  

Secondly, in 2009, a dispute between NNT and the government of Indonesia arose 

regarding the enactment of Law No 4, 2009. In July 2014, tension had risen to the highest 

level since NNT took the Indonesian government to the ICSID. NNT challenged the policy to 

prohibit it from exporting un-processed mineral from January 12th, 2014. NNT argued that the 

system violated the contract of work which was protected by the Bilateral Investment Treaty 

between the Netherlands and Indonesia (ICSID, 2014 and Munthe, 2014). The President 

Director of NNT asserted that the action was taken because of the disagreement between the 

government and NNT about the export of unprocessed mineral (Munthe, 2014).   

The Indonesian government and NNT finally chose a negotiation to resolve the issue. 

On August 24th, 2014, NNT withdrew the case and was ready to discuss with the government 

regarding the policy on banning the export of un-processed mineral (Reuters, 2014 and Sandi, 

2014). This sub-chapter focuses on the negotiation processes in the second dispute. We 

analyze the negotiation processes by looking at the two tiers of the bargaining process.  

 6.6.2 The first tier of the bargaining process 

 The first-tier bargaining process is the bargaining which occurs between the host and 

home country government to determine the macro rules about foreign investment (Ramamurti, 

2001). The negotiation process between the home and host country government is entirely 

confidential and closed to press and public. There are some difficulties in tracing the 

negotiation processes in a precise way.  

Nevertheless, we found evidence that the bargaining processes between the US 

government and the Indonesian government happened. On August 21st, 2014, the US 

Ambassador came to the office of the Minister of Coordinating for Economic Affairs, Chairul 

Tanjung, to discuss the case of Newmont (Akhir, 2014; Supriyadin, 2014). The US 

Ambassador asserted that he wanted to help Newmont to resolve the dispute, as Newmont is 

one of the biggest companies in the US (Supriyadin, 2014).  As a response, the Minister asked 

the US Ambassador to convince NNT to withdraw the case from international arbitration, and 

then the government would be happy to continue the negotiation (Akhir, 2014; Supriyadin, 

2014). We also found that the bilateral talks resulted in significant progress. NNT withdrew 

the arbitration case three days after the meeting, and the formal negotiation between NNT and 

the government of Indonesia began on August 29th, 2014. 
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 Similar to the case of Freeport, the meeting of the USA-Indonesia Trade and 

Investment Council and the USA-Indonesia Working Group on Trade and Investment 

indirectly play significant roles in the negotiation process. The groups always push policies 

and action to remove investment barriers, including non-tariff barriers, in both countries. One 

of the examples of the non-tariff obstacles which has been discussed by the groups are the 

restrictive policies such as local content for high technology products and the horticulture law 

(Ministry of Trade, 2016). The meetings aim to ensure that both countries remove investment 

and trade barriers. Hence, indirectly, the results of the meeting put pressure on the government 

of Indonesia to relax restrictions on foreign investment.  

Interestingly, different from the case of Freeport, where the company is only based in 

the US, one of the shareholders of NNT is Nusa Tenggara Partnership B.V., a joint venture 

company between Newmont Mining Corp and Sumimoto Corp based in the Netherlands 

(www.bloomberg.com). The government of the Kingdom of the Netherlands has protected its 

businesses through the Bilateral Investment Treaty with the government of Indonesia. 

According to the BIT, both governments must ensure the fair and equitable treatment principle 

for foreign investment and respect the business concessions owned by companies (UNCTAD, 

2017). Following the BIT, the change of law and regulations should not impact the business 

concession owned by the MNCs; hence, the companies shall have an exemption from the new 

law.  

6.6.3 The second tier of the bargaining process 

 Similar to the case of Freeport, direct bargaining between the government of Indonesia 

and NNT occurred. However, unlike in the case of Freeport, the negotiation processes were 

less accountable, and the involvement of sub-national government and local communities was 

not significant. The negotiation processes were quite fast, only a couple of months. 

Furthermore, the result of the negotiation was ambiguous because the company failed to fulfill 

its obligations under the agreement. However, despite its failure, the government of Indonesia 

keeps generously awarding export permits to the company. The detailed processes of the 

negotiation can be explained as follows.  

Goals 

There were two main actors involved, the government of Indonesia and Newmont 

Nusa Tenggara, Inc. (NNT). The government wanted NNT to change the contract of work into 

a special mining license, to establish a smelter in Indonesia, to divest at least 51% of its 
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shares, to adjust taxes and royalties based on the current situation, and to prioritize local 

employees and local enterprises (Munthe, 2014).  

On the other hand, the NNT had two primary objectives: to be allowed to export un-

processed mineral, and to continue the operation until 2030 as stipulated by the contract of 

work (Munthe, 2014). The President-Director of NNT, Martiono Hadjanto, asserted that NNT 

needed to discuss the prohibition of the export of unprocessed minerals outside of 

international arbitration (Detik.com). 

Bargaining power, resources, and constraints 

 We found that the bargaining power of NNT is derived from its economic contribution 

toward the Indonesian economy and international pressure. According to a study conducted by 

the University of Indonesia, NNT has contributed to 95% of the regional gross domestic 

product for Western Sumbawa district and 33% of the regional gross domestic product for 

Western Nusa Tenggara. Furthermore, NNT has 7,000 employees, of which 63% are local 

people, and 4000 contractors (Khafid, 2011). From 2000 to 2015, the company paid taxes or 

royalties to the Indonesian government of around $ 2.5 billion (Khafid, 2016). In the 

negotiation, the government had to consider that contribution. 

 Another source of the bargaining power of the NNT is derived from the fact that many 

foreign companies put pressure on the government regarding the policy to prohibit companies 

from exporting unprocessed mineral. They argue that the policy is against the principle of fair 

and equal treatment under the BITs between Indonesia and other countries (Pas and Damanik, 

2014). Two companies threatened to bring the dispute to international arbitration, which 

caused government anxiety about spending a lot of money and energy in the arbitration. The 

Indonesian government seemed to be reluctant to spend much money to manage the cases in 

the arbitration, at which the government might have been unable to pay (Makarim, 2002). 

Riyatno (2017) asserted that “if there is a negotiation process, we will choose that; the 

arbitration process is costly” (Riyatno, Interview on March 20th, 2017). Furthermore, support 

from the US government for NNT increased the bargaining power of the company. The US is 

a long-standing partner for Indonesian trade and investment. 

 Despite those strengths, NNT was constrained by the fact that their assets and facilities 

are established in Indonesia. If the government of Indonesia took an extreme action such as 

expropriation, the share value of the company in the stock market would plummet. 

Confrontation with the government led to economic loss. In fact, the economy in the mining 

sectors worsened in 2012 and 2013, so NNT incurred financial losses. In the negotiation 
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processes, NNT was also constrained by environmental issues. The use of submarine tailings 

disposal (STD) by NNT is considered dangerous for the environment and violates 

international ecological standards (Larmer, 2009). The government could use this evidence as 

a weapon in international arbitration. 

 The potential bargaining power of the government is derived from its control over 

natural resources. In fact, the abundant natural resources in Batu Hijau, West Sumbawa, West 

Nusa Tenggara has attracted many companies. Furthermore, Indonesia won against Newmont 

in the international arbitration in 2009. At that time, the government sued NNT because the 

latter failed to divest shares as obliged by the contract of work (BKPM, 2009).   

 Despite its strength, the Indonesian government is constrained by the international 

agreements and the fact that the company makes a significant contribution to the local and 

national economy. Moreover, considering the US government's demand and the Netherlands-

Indonesian Bilateral Investment Treaty, the government had to maintain its reputation as a 

pro-investment country or many foreign investors would have abandoned it. Therefore, the 

government had to find a win-win solution and accommodate the international companies' 

interest. 

The negotiation process 

From the examination, there were some exciting findings related to the bargaining 

processes. The initiative of negotiation processes came from the government’s side to change 

the contract of work into a special mining license as obliged by law. Negotiations had taken 

place since 2009, but were more intensive in 2014. Only two actors were involved, the central 

government and the MNC, so local government and local communities were less involved. 

The lack of involvement of the local government and local communities was caused by the 

fact that the negotiation processes focused more on the authority of the central government. 

The local government (provincial and district government) had conducted long negotiations 

regarding the divestment processes between 2004 and 2009. Similar to the Freeport case, the 

local communities had little room to participate and act as a pressure group for the 

government, which focused more on environmental issues and corporate social responsibility 

matters. The mechanism and processes of bargaining can be explained in more details as 

follows. 

In 2009, after the enactment of Law 4 of 2009, the government wanted to change 111 

contracts of work owned by companies into special mining licenses as mandated by the law. 

The target was to finish negotiations with all companies in 2014 because the ban on export of 
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unprocessed mineral was to be fully implemented on January 12th, 2014. Responding to the 

intention of the government, NNT objected to government policies mainly related to the ban 

on export of unprocessed mineral product and the requirement to establish a smelter for 

refinery process in Indonesia, and so tried to lobby the government. 

The intensive negotiation was conducted in 2014. On June 13th, 2014, the CEO of 

Newmont Mining Corp, Gary J. Goldberg, visited the Indonesian Ministry of Economic 

Affairs to discuss the contract of work including the policy to prohibit the export of 

unprocessed mineral (Jawa Pos, 2014; and Arianti, 2014). However, each party stuck to its 

position: NNT refused to build a smelter, which was a requirement to lift the export ban, and 

the government also stuck to its goals. The six months of negotiation did not result in 

agreement between NNT and the government (Munthe, 2014). 

Since negotiation seemed to be ineffective, on July 1st, 2014, NNT filed a lawsuit 

against the government of Indonesia with the ICSID regarding the policy to ban export of 

unprocessed mineral (Munthe, 2014). In response to that legal action, the government asserted 

its readiness by forming a legal team to answer the litigation (Supriadin, 2014). However, 

during a meeting with the US Ambassador on August 21st, 2014, the government emphasized 

its willingness to continue the negotiation if NNT withdrew the case from international 

arbitration (Akhir, 2014, Supriyadin, 2014). Finally, NNT withdrew the case from ICSID on 

August 24th, 2014 and resumed negotiation. 

The formal negotiation was continued and mutual agreement was reached on March 

3rd, 2015. The MoU was signed and valid for six months until May 2015 (Hendra, 2015; 

Yusuf and Sandi, 2015).  According to the MoU, both parties agreed on six matters as follows: 

1) the mining area of the NNT is 66,422 ha (previously 87,000 ha);  

2) the permit to conduct mining operation is until 2030; any negotiation to extend will be 

discussed later;  

3) the royalty fee increases from 1% to 3.75% for gold, from 3% to 4% for copper and from 

1% to 3.25% for silver. Other tax payments will follow the current government 

regulations, and foreign exchange should be received through an Indonesian bank;  

4) NNT committed to building a smelter for refinery processes by providing guaranteed 

money of about $25 million;  

5) NNT has fulfilled the divestment requirement 

6) NNT committed to prioritizing local employees and domestic raw materials and used the 

local/national sub-contractors. 
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Once the mutual agreements were reached, NNT was granted an export permit valid for six 

months from September 18th, 2015 to March 18th, 2015. 

The MoU that expired in May 2015 was not extended formally. However, both parties are 

committed to respecting the six agreements in the MoU. Sukhyar, Director General for 

Mineral and Coal, Ministry of Energy and Natural Resources, asserted that although there is 

no extension of the MoU, the government and the company are committed to following what 

has been stated in the previous MoU. Furthremore, from six matters, there is only one matter 

that the government and the company do not have any agreements: the establishment of the 

smelter (Wicaksono, 2015). Santosa (2014) asserts that NNT objected to building a smelter for 

the following reasons: 

1) The production is not yet stable, and the smelter needs more a steady output;  

2) The total investment for the smelter is about $2.3 billion, and the cost is not feasible 

because the return on investment will not be achieved before the mining production is 

ended;  

3) The company does not have sufficient funds to build a smelter.  

Finally, on November 3rd, 2016, NNT was taken over by an Indonesian company, MEDCO 

Energy International Inc., and was changed to Amman Mineral, Inc. The negotiation ended. 

The involvement of local government and local communities 

Different from the case of Freeport, the roles of local government and local 

communities for negotiations with NNT were not significant. There is little information about 

the involvement of the West Nusa Tenggara and West Sumbawa district in the negotiation 

processes. In the first dispute related to the divestment, the provincial government and the 

district government were directly involved in the negotiation. As a result, the provincial 

government received 24% of the stakes owned by NNT. The provincial government in 

cooperation with the PT Bumi Resources created a joint venture company called PT Daerah 

Maju Bersaing. In the later dispute, the provincial and districts governments were only 

involved by the central government regarding the establishment of the smelter. The Western 

Nusa Tenggara Province, the Sumbawa District, and the Western Sumbawa district proposed 

that the smelter should be developed in the Western Sumbawa. 

Negotiation result 

Although a win-win solution was achieved, we argue that the NNT gained more than 

the government did. The NNT got a special exemption from the obligation mentioned in the 
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Law no 4, 2009. Despite its failure to build any smelter as obliged by the law, the company 

was granted the export permits so that it was still able to export concentrate or unprocessed 

mineral. The first export permit was issued on September 18th, 2014 for a six-month period for 

350,000 tons of unprocessed ore. The government argued that the license was granted since 

the NNT had agreed six matters underlined in the MoU (Sandi, 2014 and Adila, 2015). The 

second permit was issued on March 18th, 2015 for a six-month period, for 447,000 tons of 

concentrate. The government argued that the license was given because NNT showed its 

commitment to building a smelter by having an agreement with Freeport to construct a smelter 

in Gresik (Sandi, 2015 and Janah, 2015). The third permit was granted in November 2015 for 

six months for 430,000 tons of concentrate despite the failure of NNT to show 60% progress 

in the smelter development. The fourth permit was granted in May 2016 for six months  for 

419,757 tons of concentrate, followed by the fifth license and sixth license, which allowed 

NNT to export concentrate until February 2018.   

6.7 CONCLUSION 

 This chapter aimed to examine the nature of the relationship between the government 

and MNCs under the decentralized system in Indonesia. From the examination, we found that, 

although the nature of the relationship is cooperative, conflicts remain. Conflicts happen not 

because of the negative attitude of the government toward MNCs, but because of the 

transactional issues between the government and MNCs. In the case of Indonesia, our study 

finds that the government’s attitude toward MNCs has gradually changed from confrontational 

to cooperative. FDI is considered as an important aspect of the economic development. Hence, 

the Indonesian government has liberalized its economy to be more open toward FDI and has 

signed many bilateral investment treaties and regional investment agreements to attract inward 

FDI.  

The case studies show that the protectionist policy taken by the government can cause 

disputes. The Indonesian mining law was enacted to prohibit mining companies from 

exporting unprocessed products, to require divestment from FDI, to build a smelter for the 

refinery process, and to prioritize local employees and local companies. The parliament 

enacted the protectionist policy (the mining law) due to domestic pressure and to gain support 

from constituents. In fact, protectionist policy remains a powerful tool for the government to 

steer inward FDI and to maximize the benefits from inward FDI. The government feels that 

contracts with MNCs should be adjusted to the current situation because the contract of work 

made in the 1960s does not give sufficient benefit to the country. On the other hand, the 
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MNCs found that changes in domestic policies create uncertainty for the business. The MNCs 

and the host country government always use the negotiation to resolve disputes before going 

to international arbitration. 

The case studies also show the relevance to the current context of the two-tier 

bargaining model developed by Ramamurti (2001). The two-tiers of bargaining process 

occurs. The first tier of the process occurs between the host and home country government to 

discuss the norms, rules and principles to govern the FDI. Furthermore, we found that the 

home country government uses its diplomatic power to fight for the interest of the MNCs. The 

second tier of the bargaining process occurs between the host country government and the 

MNCs, resulting in agreement on operation of the business.  

Multilevel governance actors: central, provincial and district governments—are 

involved in the negotiation process. Decentralization increases the roles of district and 

provincial governments in the negotiations with MNCs. However, the participation of the 

local government in the negotiation process depends on the capacity of local government, the 

willingness of local government to participate, and the commitment of the central government 

to involve local government in the negotiation. In the process, a mutual understanding 

between the different levels of government is essential. However, the roles of the local 

community in the negotiation process are somewhat limited, which results in the local 

community being dissatisfied.  

The cases also found that the host country government’s objectives are more related to 

the economic reasons to maximize the benefits of FDI. On the other hand, the objectives of 

MNCs are related to business costs and legitimacy. The bargaining power of the government 

is derived from the ability to control natural resources, labor, local markets, and technology. 

On the other hand, the bargaining power of an MNC is derived from its contribution to the 

country's economy, technical capacity, and the international investment agreement. In the 

negotiation, the government is constrained by international investment treaties and the needs 

of capital for economic development. On the other hand, the company is limited by the 

potential of financial losses from the dispute. 

 Our examination found that the MNCs are as powerful as the government. The MNCs 

received special treatment from the government to respect commitment to the international 

investment agreements. The local regulations are relaxed to fit the international investment 

agreement. Furthermore, using the international investment agreement and the diplomatic 

power of the home country of government, the MNCs are exempted from the obligations set 
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out by domestic laws and regulations. International investment agreements protect MNCs 

from any disturbance caused by policy changes, expropriation and the unfair treatment from 

the host country government. Although for the government the international investment 

agreement is considered as a legal instrument to attract inward FDI, the case studies show that 

the first tier of the bargaining process reduces the bargaining power of the host country 

government. In every negotiation, international agreements always constrain the government. 

The credibility of the state in the eyes of the investors will be deteriorated if the country 

undermines the investment agreement. 
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CHAPTER VII. GENERAL DISCUSSION AND CONCLUSIONS 

7.1 INTRODUCTION 

  This chapter discusses some lessons drawn from the previous empirical chapters, final 

reflections of the overall studies, and the theoretical and social significance of the studies. The 

objective of the research is to provide an overview of the governance of FDI in Indonesia. We 

began the studies with an inquiry into the proper governance setting to achieve sustainable 

development from FDI. Then, we explored the dynamic relationship between the multi-level 

governance actors and the MNCs.  

  Studies to explain the dynamic relationship between the government MNCs highly 

focus on the roles of states and firms, and neglect the roles of subnational government despite 

the fact that the decentralized governance system has been implemented in most countries in 

the world. Examples of those studies are the obsolescing bargaining theory by Vernon (1971), 

the three-dimensional bargaining model by Behrman and Grosse (1990), triangular diplomacy 

by Stopford and Strange (1991), and the eclectic paradigm by Dunning (1998).  Contributing 

to filling that gap, this dissertation also analyzes the roles of sub-national actors in the 

interaction. 

  Indonesia was chosen as an illustrative case study. Indonesia is an interesting country 

as it is an emerging economy that has successfully attracted FDI and is a country that has 

changed from a very centralized to a very decentralized model within a short period. 

Nevertheless, as explained in the introduction chapter, some decentralization problems remain 

unresolved, such as the lack of contribution of FDI to regional development, the unequal 

distribution of FDI among regions, the problem of coordination between government levels, 

and conflicts between government and MNCs. 

  Therefore, this dissertation has attempted to answer an overarching question: How has 

Indonesia managed inward FDI since the introduction of the decentralized system? Our 

research question embodies two sub-research questions as follows: 1) How do the investment 

policies in Indonesia embody the concept of sustainable development?; 2) What is the nature 

of the relationships between the central government – local government – MNCs under the 

decentralized system in Indonesia? 

  To answer these research questions, we developed four empirical chapters. The first 

empirical chapter reviewed the investment policy framework in Indonesia to provide a better 

understanding of the Indonesian context. The second empirical chapter analyzed the dynamic 

relationship between the national government, the provincial government and the district 
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government in the process of managing FDI. The third empirical chapter examined the 

dynamic bargaining relationship between the local governments and MNCs under the 

decentralized system. The last empirical chapter assessed the dynamic relationship between 

the national government and MNCs. The findings of each empirical chapter are discussed in 

the following sections. 

7.2   GENERAL FINDINGS 

7.2.1  The investment policies framework in Indonesia. 

  The first empirical chapter (Chapter III) attempted to answer the first sub-question: 

How do the investment policies in Indonesia embody the concept of sustainable development? 

To answer that question, we have analyzed the general investment plan and the national 

development plan to understand the investment strategies in Indonesia. We have also assessed 

relevant investment policies such as investment law, regulations on licensing procedure, 

regulation on land registration system, regulation on investment promotion, regulation on 

investment incentives, investment restrictions (the negative list of investments), trade policy, 

property right policy, environmental regulations, market competition policy, corporate 

governance policy, labor and market regulation, and the regulation to create economic wealth. 

As an instrument of analysis, we used the investment policy framework for sustainable 

development (IPSFD) developed by UNCTAD (2012, 2015).  

  Our study concluded that the concept of sustainable development has been embodied 

in the investment policies in Indonesia. In the General Investment Plan 2012-2025 and the 

National Medium Term of Development Plan 2015-2019, sustainable development is 

explicitly stated as the objective of all investment policies in Indonesia. Similarly, the Law 25 

on Investment (2007) also states that the investment policies are directed to achieve 

sustainable development. Other economy-related laws such as company law, mining law, 

environmental law, industrial law, and SME law also state that sustainable development is an 

objective. 

  Nevertheless, our analysis revealed that the strategies to achieve sustainable 

development from investment remain unclear. We cannot find: any measurable actions to 

generate linkage between foreign enterprises and domestic companies; any strategies to 

stimulate and nurture local enterprises to be more competitive; strategies to support the 

technology spillover; and strategies to overcome the gap of technical capacity between the 

domestic and foreign enterprises. In the NMDP, the document asserts the strategies to support 

the partnership between MNCs and SMEs in very normative ways, namely upgrading the 
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strategy and the partnership strategy with MNCs without clear actions to implement them. The 

absent of those strategies means it is difficult to use investment and development strategies as 

a cornerstone for other policies such as industrial policy, trade policy, labor policy and other 

economic policies. 

  Interestingly, our research found that the government of Indonesia has attempted to 

balance the efforts to attract and to steer inward FDI. From Law 25 on Investment (2007), we 

can see a strong commitment to improving the attractiveness of Indonesia for investors. The 

law shields the MNCs from expropriation, shows the commitment to provide generous 

incentives for foreign investment, and the commitment to liberalize the economy. 

Furthermore, several regulatory reforms to attract foreign investors were taken such as the 

introduction of laws on the protection of property rights and anti-monopoly laws, the 

promotion of open and liberal trade policies, and the revision of anti-corruption laws. In the 

more concrete actions, the government also simplified the licensing procedure through the 

one-stop services office (PTSP office), improved the land ownership registration system, 

provided massive generous incentives for FDI, and liberalized its economy.  

  At the same time, policies interventions were imposed to minimize the adverse impacts 

of FDI and to maximize the benefits of FDI in several ways. Firstly, in the economic 

development, the government uses the regulation on Negative List of Investment to screen 

inward FDI to Indonesia. This regulation determines how sectors open and close, based on 

restrictions for FDI. There are several restrictions applied to inward FDI such as foreign equity 

limitation, the joint venture requirement, divestment requirements and land ownership 

restrictions. Some laws to generate economic wealth from FDI were also enacted. For 

instance, the Law 3 on industry (2014) imposes a local content requirement for foreign 

companies in machinery, and the electronic and automotive industries. Law 4 on Mineral and 

Coal Mining (2009) requires all foreign companies in the mining sector to refine the mineral 

ore by establishing the smelter, to divest the stakes gradually up to 51% after ten years, and to 

prioritize domestic companies and local workers in operation. It also prohibits foreign 

companies from exporting unprocessed mineral. 

  Secondly, to enhance the contribution of FDI to social development, the labor laws 

were revised, and the company law was introduced. Law 13 on Workforce (2003) replaced 

Law 14 on Workforce (1969). Law 13 on Workforce (2013) mandates all companies to 

conduct training, transfer technology to domestic workersa, pay decent wages, and respect 

ILO safety standards. It also allows the creation of labor unions as representative of workers 
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and mandates the local government to determine wage standards based on the decent life 

index. Furthermore, Law 40 on the Company (2007) and Law 25 on Investment (2007) 

mandate all companies, include foreign companies, to conduct charitable activities in the 

surrounding neighborhood as part of corporate social responsibility.     

  Thirdly, as an effort to preserve the environment, Law 23 on the Environment (1997) 

was replaced by Law 32 on the Environment (2009). The new law requires all companies to 

conduct an environmental impact assessment as a part of the licensing procedure, requires 

environmental permits for every company before establishing manufacturing bases, requires 

an environmental audit before and after the operation of the business, and mandates all 

companies to compensate environmental damages by providing funds for environmental 

preservation. 

  Despite the fact that the concept of sustainable development has been adopted in the 

investment policies and other related policies, we found some weaknesses. Firstly, there is 

little coherence between investment policies, industrial policies, education policies, 

environmental policies and other policies. For example, the substances on the negative list of 

investment contradict with several laws including horticultural law, industrial law, and mineral 

and coal mining law. Secondly, the government of Indonesia has a serious problem in the 

implementation of the law. One example is that the state has enacted rules and regulations on 

the protection of property rights, but Indonesia remains under the priority watch list by the 

U.S. for weak property rights' protection. Another example is that despite the government 

enacting the competition policy, monopolies and oligopolies remain common practice due to 

the weak law enforcement. Thirdly, despite the fact that Indonesia is liberal in terms of FDI, 

the non-tariff barriers remain serious problems for foreign investors. Some regulation such as 

local content requirements, performance standard requirements and divestment requirements 

are considered as significant barriers for foreign investors, which are not justifiable. 

7.2.2   The triangular governance relationships  

  The second important question to be answered by this dissertation is “What is the 

nature of the central – local- MNCs relationships under a decentralized system in Indonesia?” 

We have conducted three empirical studies to explore the relationships in addition to the first 

empirical chapter about the investment policy review. 

  Our research has revealed some interesting findings. Firstly, the research shows that 

decentralization has shaped the nature of the relationship between government actors and 

international business. In the previous model, the MNCs did not necessarily interact with the 
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sub-national institutions in the FDI process. However, due to decentralization, the MNCs have 

to interact with sub-national institutions. Furthermore, the government cannot be stated as 

unitary because of the diverse interests involved in the process of interaction. It means, in the 

current decentralized system, the MNCs have to deal with multi-level governance actors, so 

that the relationship becomes more complicated than before. There are several actors involved 

in the process which are categorized as the strategic actors and the relevant actors. The 

strategic actors are the actors who are the most involved in the process of managing inward 

FDI with adequate power to influence other actors. Three strategic actors in the FDI 

management are the national government, the local government, and MNCs. The relevant 

actors are the actors who have the impacts on the process but not directly. Some relevant 

actors involved are the home country government, tsupranational institutions, and some non-

governmental actors. 

 Secondly, due to the economic globalization, the nature of the relationship between the 

government and MNCs is cooperative instead of conflictual. Nevertheless, decentralization 

and democratization have increased the tendencies of the conflicting interests between actors 

involved. These circumstances have led to further negotiation among actors. The object of the 

negotiation is not only related to the project itself but also to the policy context. The 

negotiation process involves not only the three strategic actors (national government, local 

government, MNCs) but also other relevant actors such as non-state actors. The negotiation 

process can happen before the entry process and even during the operation of the business.  

 Thirdly, the dialogue between the government and FDI has moved beyond the debate 

between the dependencies and non-dependencies argument, and has turned to the concept of 

sustainable development. Many policymakers are not only concerned with policies to attract 

inward FDI but also the policies to enhance the contribution of inward FDI to economic, 

social and environmental development. For the government, the democratic governance 

process pressures central and local leaders to conduct a bargaining relationship with potential 

investors to ensure the benefits of FDI. In fact, for the MNCs, legitimacy has become an 

important aspect of doing business recently. Therefore, it is now crucial for MNCs to 

accommodate the interests of the local community and local institutions to increase their 

legitimacy. Below are the details about conclusions that can be drawn the empirical studies. 
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The relationships between the national, provincial and district governments in the FDI 

management. 

 As part of the triangular governance relationship, in chapter IV, we have examined the 

intergovernmental relationships to answer the following sub-research question: How do the 

national, provincial, and district/municipality government actors interact with each 

other in managing inward FDI in Indonesia? Using the multi-level governance concepts, 

we analyzed the distribution of authority between the central, provincial and district 

governments and the mode of governance used by those parties to improve the investment 

climate. 

 The relationship between the different level of governments seems to be hierarchical, 

but in practice cooperation is crucial. Pursuant to the laws and regulation on decentralization 

and FDI management, our research revealed that central government is a dominant actor in 

administering the licensing process of inward FDI. However, we also found that the local 

governments (provincial and district governments) have significant roles in the whole 

administrative processes. The BKPM is the central government's agency to screen the FDI and 

to coordinate development of investment policies, investment promotion activities, investment 

information system development and investment monitoring activities. The BKPM issues the 

investment license (principle permit) and business license (operational permit) for foreign 

investment. As part of that process, the local governments issue specific permits such as 

location permits, environmental permits, land use permits, building permits, and disturbance 

permits for companies to obtain the business license. At the same time, the provincial/district 

government can enact local regulations on local taxes, local wage standards, environment 

standards, and land use planning/zoning standards. Our investigation suggests that in carrying 

out these functions, the central government must work together with the provincial and district 

administration, so that the multi-level government action is highly essential to the success of 

the project. This model follows the type I of multi-level governance.  

 Having investigated the efforts to improve investment climates, we found that the co-

governance is more often used by the government since the mode is more effective than the 

hierarchical governance. For instance, in the process of harmonization of the policies at the 

different level of government, the central government used its coercive power to pressure the 

provincial and district/municipal government not to produce local regulations which contradict 

the national policies and are against the public interest. This method is ineffective because it is 

not followed by practical efforts to enhance the capacity of local governments’ officials. As a 
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result, it received both legal and political challenges from local government as the mode is not 

democratic.  

 On the other hand, the case studies of Banyuwangi and OKI have proven that the 

cooperation between different levels of government is crucial to improving the investment 

climates, primarily around the establishment of PTSP and infrastructure development. We 

found that the central and provincial government work together to oversee and to assist district 

governments in the process of establishing the PTSP offices. Also, the central government 

provides awards and grants instead of using coercive power. As a result, almost all regions 

have recently established PTSP offices. 

 In the infrastructure development, the collaboration between the central, provincial and 

district government is substantial. The financial and management support from the central 

government, the central-local government collaboration (co-management) and the public-

private partnership are three examples of the co-governance model used in infrastructure 

development. Having learned from cooperation, we found that the keys to success in 

collaboration are the adequate capacity and strong commitment of both parties.  

Local Government and Multinational Corporations Bargaining Relationship  

 The third empirical chapter (Chapter V) of the dissertation examined the second sub-

research question: What is the nature of the relationship between local governments and 

MNCs, with regards to inward FDI in the era of decentralized governance? This chapter 

has analyzed the bargaining position of local government in front of MNCs and strategies to 

enhance its bargaining position. We have employed the idea of decentralization and the 

political bargaining model in the case studies of Banyuwangi and OKI districts.  

 The relationship between local governments and MNCs seems to be market-based or in 

the form of a bargaining relationship. Our research revealed the fact that the decentralized 

system has shaped the nature of the relationship between local government and MNCs. The 

relationship tends to be cooperative because local governments need MNCs to accelerate their 

regional economic development, and the MNCs need the support from local government to 

pursue their financial objectives. Nevertheless, the bargaining between local governments and 

MNCs is unavoidable. The political decentralization has encouraged local leaders to consider 

the interests of local citizens in the public policy process. Regarding the FDI, the 

decentralization encourages local leaders to negotiate with potential investors to make the FDI 

fit local needs. The negotiation aims to ensure that the potential of investors can accommodate 

the interests of the local community, represented by the district government. In the negotiation 
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process, the district government focuses on the economic aspects while the MNCs focus on 

the business objectives. However, many districts in Indonesia have problems related to the 

capacity of human resources. 

  The districts have different strategies in the interaction process. OKI district relies on 

the central and provincial government to negotiate the interests of local people with the 

MNCs. Banyuwangi conducts a direct negotiation with potential investors prior to the 

investment. The case studies show that the contrasting approaches have not resulted in the 

distinctive outcome in terms of the volume of FDI.  

 Different strategies are taken by the district government to increase the bargaining 

position of the local government. Many district governments focus on the improvement of 

investment climates through the simplification of investment procedures, the effective 

investment promotions, and the provision of adequate infrastructure. Nevertheless, innovation 

can take place such as institutionalizing local wisdom in the local regulations and providing 

incentives for investments which meet with criteria of investments determined by the local 

government. The strategies could be more effective if they are well-equipped with satisfactory 

human resource capacities of local officials during the implementation process.  

The relationship between the government and multinational corporations (MNCs)  

 The fourth empirical chapter (Chapter VI) of the dissertation examined the relationship 

between the government and MNCs in Indonesia. It answered the sub-research question: 

What is the nature of the relationship between the national government and MNCs in 

the era of decentralized governance? We employed the two-tier bargaining model and used 

case studies on the negotiation processes with the government of Indonesia and two foreign 

companies in mining sectors: Freeport MacMoRan, Inc. and Newmont Nusa Tenggara, Inc. 

The investigation aimed to understand the actors involved, the negotiation processes, and the 

impact of the international investment treaties on the bargaining position of MNCs.  

 The relationships between the national government and MNCs are clearly bargaining 

relationships. Significant evidence shows that conflicts between the government and MNCs 

are taking place. In the current situation, conflicts arise due to protectionist policies imposed 

by the host country government. Protectionist policies have been introduced by many 

countries after the financial crisis of 2008 to enhance the contribution of FDI to economic 

development (Kettunen, 2016). The interventionist policy is unavoidable because it is believed 

to be a powerful tool to increase benefits from the FDI. Furthermore, the pressure from local 

communities is more prevalent under the democratization era, so that the interventionist policy 
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is a useful instrument to gain voters. Similarly, Indonesia enacted a protectionist policy in the 

mining sectors by requiring divestment for foreign companies, prohibiting export of 

unprocessed mineral and prioritizing domestic companies and local workers for foreign 

companies. In the beginning, MNCs respond to protectionist policies with the hard approach 

by filing lawsuits with international arbitration. However, later, MNCs chose the negotiation 

process to resolve the conflicts.  

 In the negotiation process, these cases also show the relevance of the two-tier 

bargaining models. There are two levels of bargaining between the host country and home 

country government, and between the host country government and MNCs. The bargaining 

between host country and home country government resulted in the principles, norms, and 

paradigms regarding the FDI management. The negotiation process between host country 

government and MNCs resulted in specific agreements on the operation of the businesses.  

 Our investigation revealed that the negotiation process involved multi-level 

governance actors and MNCs. Those actors are the home country government, the host 

country government, the MNCs, the provincial government, and the district government. The 

role of communities remain limited since the interest of local communities is considered to be 

represented by the district and provincial governments. In the negotiation processes, the home 

country government support the MNCs to develop norms, standards and favorable policies for 

the latter. On the other hand, the host country government focuses the attention on the 

economic and social benefits that can be received from FDI. Meanwhile, the MNCs are 

concerned about the business goals without losing legitimacy from local institutions. The 

provincial and district governments also focus on detailing potential economic and social 

benefits. 

 In the negotiation process, the bargaining power of the parties is derived from the 

resources and constraints owned by each side. The bargaining power possessed by the host 

country government is primarily derived from the existence of natural resources while the 

MNCs' power comes from their potential economic contribution to the country, and support 

from the home country government and the international investment regime. Moreover, in the 

negotiation processes, the government is constrained by the international agreements. On the 

other hand, the significant constraints retained by the MNC are the potential financial loss and 

the degradation of reputation from the dispute. Besides, the outcome of the bargaining 

depends on the capacity of parties involved in the process. 
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 The cases show that MNCs are as equally powerful as the state. Using international 

investment agreements such as bilateral and multilateral investment agreement, the MNCs can 

be exempted from obligations determined by the local law. The MNCs often threaten the 

government to bring the dispute to international arbitration. The MNCs also use their home 

country government’s diplomatic power to pressure the host country government in the 

negotiation processes. On the other hand, the outcome of bargaining process is highly 

dependent on the capacity of state in the negotiation process and constraints owned by the 

government. The international agreement may decrease the bargaining power of the host 

country government in the negotiation process. 

7.3 THEORETICAL CONTRIBUTION OF THE STUDY 

 We begin the dissertation with an overview of the theoretical gaps that are addressed 

by this study. This study mainly contributes to the international business and government 

relationship literature. The first contribution to the theory is coming from the additional actors 

involved in the bargaining relationship. While the traditional bargaining relationship models 

over-emphasize the roles of host country government and MNCs as strategic actors, this study 

also emphasizes the strategic roles of local governments. The state is not categorized as 

unitary because it consists of several local governments with different interests than the 

national government due to the decentralized system. Three case studies explored in this 

dissertation have shown the significant roles of local government in the relationship. 

 Second, the study confirms the theory which asserts that although the nature of the 

relationship between MNCs and host country governments are cooperative, the bargaining 

processes between MNCs and host country government are unavoidable. Moreover, the 

objects of the bargaining process between the host country government and MNCs are not 

only related to the entry requirements but also to the domestic policies. The MNCs have a 

strong interest to ensure domestic policies do not intrude upon their business in a country. The 

bargaining processes are unavoidable because, under the democratic governance system, the 

government must consider the interest of local communities and other non-state actors in the 

process of managing inward FDI. On the other hand, since legitimacy is important for MNCs 

in the current business world, MNCs tends to accommodate the interests of the host country 

government and local communities.  

 Thirdly, the study also confirms the relevance of the two-tier bargaining model in the 

current context. The cases of the negotiation process between the government and MNCs 

provide evidence that the bargaining process occurs in a two-tier process: between the host 
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and home country government, and the host country government with MNCs. The first-tier 

bargaining process focuses not only on the norms, standards, and guidelines to treat the MNCs 

but also the solution to a specific dispute involving MNCs. The second-tier bargaining process 

focuses on the operational level of the business. The cases also show that the first tier 

bargaining process can increase the bargaining power MNCs have with the host country 

government as suggested by the two-tier bargaining model. However, in addition to that 

model, the cases added another actor involved in the negotiation process, which is the local 

government. Now, the relationship is non-hierarchical and flexible, with the roles of non-state 

actors becoming more important.  

 This study also contributes to study on governance in general and study on multi-level 

governance (MLG) theory in particular. While the study of MLG was originally developed in 

the EU, this study shows an example of how the multi-level governance framework can be 

implemented in other countries to analyze the intergovernmental relations between central, 

provincial and district governments. Our study confirms that the relationship between the 

different levels of government, under the decentralized system, is more flexible and less 

hierarchical than it was in the past. Furthermore, in the process of managing inward FDI in 

Indonesia, there are some negotiation processes involving multi-level government and non-

governmental actors includng the multinational corporations (MNCs). Our findings also 

suggest that the role of the “supranational institution” in creating an international norm and 

regulations on inward FDI is less significant. For instance, the ASEAN cannot force the 

country members to comply with the obligations embedded in the investment agreements. 

Instead, the bilateral investment agreement has a stronger power to influence the host country 

government’s attitude toward FDI norms and regulations.  

7.4 POLICY IMPLICATION AND RECOMMENDATIONS 

 The empirical chapters revealed several noteworthy findings which resulted in some 

policy implications. This section provides some practical recommendations for the 

government and the managers of MNCs.  

Recommendations to the national government 

 Based on the findings of the research, we provide several policy recommendations. We 

classify the suggestions into two levels of policy recommendations: macro and micro levels. 

At the macro level, we recommend several improvements of laws and policies on investment, 



	
158 

and at the micro level, we advocate the national government to improve the relationship with 

local governments and MNCs to achieve better quality inward FDI. 

 At the macro level, this study suggests several recommendations. Firstly, we recommend 

the national government to improve the quality of the National General Investment Plan 

document. The National General Investment Plan is a planning document consisting of the 

objectives and strategies to direct investment policies in Indonesia. Our assessment has 

uncovered the fact that the National General Investment Plan document lacks information on 

the criteria used to determine the investment priorities and information on the strategies to 

achieve inclusive and sustainable investment. Therefore, we argue that the National General 

Investment Plan is not sufficient to be used as a cornerstone in developing other investment-

related policies such as the industrial policy, trade policy and labor policy, as well as different 

economic policies. Two critical subjects are necessary to be considered in the improvements: 

the process of development and the substance of the policy. In terms of the process, the 

general investment plan should be developed involving all relevant stakeholders such as 

officials from all related ministries, local business associations, non-governmental 

organizations and MNCs. The involvement of those stakeholders will improve the quality of 

the planning document. Regarding the substance of the policy, we recommend some aspects 

should be added to the planning documents. The general investment plan document should 

explain the reasons for determining the investment sector priorities, the strategies with 

measurable actions to pursue the sustainable development, and the controlling mechanism. For 

example, related to the approach to nurture the domestic enterprises and to support the linkage 

between the foreign and domestic enterprises, measurable actions should be determined which 

are used to develop the industrial policies. Another example is the strategy to enhance the 

contribution of inward FDI through an increase of exports. Currently, there is no clear strategy 

on how the inward FDI can increase exports. In the general investment plan, the government 

can develop some actions to achieve the objectives through policy interventions such as 

providing incentives or imposing some requirements. In short, the general investment plan 

should become a cornerstone of any economic policies geared toward sustainable 

development. 

 Secondly, we recommend the government to revisit the current FDI restrictions carefully 

to increase the attractiveness of the country for FDI. Our research has discovered that despite 

the liberalization policies taken by the government, Indonesia remains restrictive compared to 

other OECD countries and ASEAN countries. We also found that the restrictions are applied 

in almost all economic sectors. We recommend the national government to relax the 
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restrictions in the manufacturing and service sectors. Much evidence shows that inward FDI in 

the manufacturing and service sectors can significantly contribute to economic growth in a 

country. A study by UNCTAD (2001) shows that restrictions in manufacturing sectors such as 

local content requirements, performance requirements and joint venture requirements do not 

succeed in increasing the contribution of FDI to economic development. Instead, the main 

contributor to success is the absorptive capacity. Therefore, the relaxation of the restrictions 

can be conducted simultaneously with efforts to increase the absorptive capacity. The 

absorptive capacity can be enhanced through increasing research and development, improving 

training for the workers, providing industrial cluster areas and strengthening property rights' 

protection. Nevertheless, we support the limitation imposed in the mining sectors, and we 

argue that the restriction are justifiable. We contend that the divestment requirements and the 

obligation to establish smelters for refinery processes can enhance the social contributions of 

inward FDI in the mining sectors. Indonesia should begin to develop the downstream mining 

industry to support the national economy.  

 Thirdly, we recommend that the national government scrutinize the existing Bilateral 

Investment Treaty (BIT) and improve the formulation of the contract of work with MNCs. 

Many policymakers believe that BIT can significantly increase the amount of inward FDI 

because it provides a commitment to protect foreign investors’ rights and offers a more 

transparent regulatory regime for foreign investors. However, on the other hand, the BITs can 

override national legislation and limit the policy spaces for the host country government to 

regulate the economic activities in the country (Singh and Ilge, 2016). The case studies on the 

negotiation between the government and MNCs indicates that International Investment 

Agreements (IIAs) have weakened the bargaining position of governments vis-à-vis the 

MNCs. The cases show that the MNCs often use the BIT to be discharged from the obligations 

determined by national legislation. Many BITs were made in the 1960s, which excessively 

protect the investors’ rights but fail to protect the government’s right to regulate. The new 

proposed model of BIT should balance the rights of states and companies. Furthermore, we 

also argue that the national government should improve the contract of work with MNCs in 

the mining sectors. The study found that the contract of work made in the 1960s gives little 

attention to some aspects such as human rights' protection, environmental protection, and local 

community rights. The negotiation should only involve the MNCs and the national 

government, without considering other actors’ interest such as local governments and the local 

community.  
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 Lastly, we recommend that the national government harmonizes the national laws and 

regulations related to inward FDI. Our study revealed that Indonesia has conducted massive 

regulatory reforms to attract inward FDI and to pursue economic, social and environmental 

benefits from inward FDI. However, we also found that many of those laws and regulations 

are contradicting each other and are incoherent. For instance, the horticultural law and 

industrial laws contradict with the rule on the negative list of investments. Therefore, the 

harmonization of national laws and regulations is crucial to attracting inward FDI. Some 

conflicting national laws and regulations also lead to confusion in the implementation, 

especially when those regulations need to be implemented by the local governments. Different 

interpretation leads to the coordination failure. The significant conflicting laws and regulations 

are related to environmental protection. For instance, in some areas which are categorized as 

protected forests by the national government, the same government also grants mining 

licenses. The contradictions are not only happening between the national regulations and local 

regulations but also among the national regulations. This situation can significantly deteriorate 

the investment climate.    

  This study also delivers some policy recommendations at the micro level. The 

recommendations at the micro level focus on the aspects of the coordination mechanism to 

improve the relationship between the national government, local governments and MNCs. 

Firstly, we recommend that the national government improves the coordination mechanism 

among the different levels of government. Some important strategies can be made in 

improving the coordination mechanism. The national government can improve the 

coordination mechanism by strengthening the roles of provincial government as a coordinator 

for development in the districts. In doing that, the national government should delegate some 

authority to the provincial government. Another strategy is by providing financial incentives 

and disincentives for the provincial and district governments. Many district governments are 

constrained from developing the regions by a lack of financial and human resources. For the 

district government which is successful in attracting inward FDI and in improving the local 

economy, the national government can provide additional development grants. For the districts 

with low performance, the national government can reduce national grants and provide special 

assistance. The use of the informal association of local governments can also help the national 

government in improving the coordination mechanism. 

 Secondly, still related to the effort to improve the coordination mechanism, we 

recommend the national government to improve the quality of PTSP offices across the 

regions. Our research also indicates that the MNCs have to deal with multi-level governance 
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agencies in the licensing process. With the integrated electronic system of PTSP, the 

coordination mechanism between the different levels of government becomes more effective 

and efficient. The system increases the transparency and predictability in the licensing 

procedure, reduces rent-seeking behavior, and decreases business costs spent by companies in 

conducting business in Indonesia. Improving the quality of PTSP offices in all regions 

requires awareness from the district heads and the governor and the adequate capacity of local 

officials. The use of informal networks called PTSP Forums is an effective way to increase the 

awareness of the importance of PTSP. Furthermore, the national government can insert 

additional rewards such as the financial support. Sufficient assistance for the district 

government from the provincial and the national governments are required. The assistance can 

be in the form of financial assistance, training for local officials, or support with equipment. 

Delegating the authority to administer the licensing procedure to the provincial and district 

governments which possess an excellent PTSP office becomes another alternative incentive to 

be given. Additionally, some disincentives might be applied to the local governments which 

are unable to meet the minimum standard on the investment PTSP offices, such as a reduction 

of national grants.  

 Thirdly, we recommend that the BKPM office strengthens the roles of coordinating  

investment promotion and investment monitoring activities. Our research indicates that the 

district governments have financial restrictions but possess better understanding of the local 

potential for investments. Furthermore, good coordination between the local, provincial and 

national governments has proven to successfully help local governments achieve more inward 

FDI in Banyuwangi and OKI. In fact, the unequal distribution of inward FDI may also be 

caused by the insufficient investment in promotion to potential investments for the regions 

outside the Java and Bali regions. Due to those reasons, the role of BKPM will be more as a 

coordinator instead of implementer of the investment promotion. The role as coordinator 

means that the strategy adopted must follow the needs and interests of local governments. In 

the monitoring activities, our research found that the electronic monitoring system has 

improved the coordination mechanism between all levels of government. However, our 

research found that the compliance levels of companies remain low. We argue that the 

frequency of the reporting and the forms may influence the compliance levels. The quarterly 

reports are disproportionate for the MNCs. Therefore, we suggest improving the electronic 

system in term of the regularities from a quarterly basis to a semester basis, and with a simpler 

form of reports. 
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 Fourthly, we recommend that the national government enhances the absorptive capacity 

and human resources in the regions. Absorptive capacity is ‘the ability of organizations or 

regions to identify, to assimilate and to exploit knowledge from the environment” (Fu, 2008 p. 

8). The action is necessary because this study has revealed that local government is 

constrained by a lack of sufficient human resources in the regions. Furthermore, some regions 

are unable to secure economic and social benefits from the inward FDI because of the inability 

to absorb the technology and knowledge spillover. To enhance the human resources and the 

absorptive capacity, the roles of universities are important. In fact, the educational services are 

not equally distributed across the regions, as universities do not exist in every region. The 

national government should accelerate the development of the universities in the regions 

outside the Java islands. Furthermore, the national government can stimulate the MNCs to 

conduct R&D and training activities. Simultaneously, the national government can support the 

local governments to carry out training activities and matchmaking between domestic and 

foreign enterprises.  

  Fifthly, we recommend the national government to accelerate the infrastructure 

development to attract highly intensive skill investments. Many studies have found that the 

highly intensive skill investments may make a better contribution to the economy in the 

regions compared to the highly intensive labor investment (Li and Liu, 2005). Nevertheless, 

the MNCs in those sectors are constrained by the inadequate infrastructure provided in many 

regions in Indonesia. Therefore, we argue that the infrastructure development is crucial to 

attracting the high quality of inward FDI. The acceleration of the infrastructure development 

will be more effective through the collaboration between three different levels of government, 

and public-private partnership. Since the local governments have financial constraints, the 

national government can increase financial support and provide some technical assistance in 

the implementation.   

 Sixthly, we suggest the national government improve public institutions to enforce the 

law. The research found that the enforcement of the law and regulations is one of the biggest 

challenges in Indonesia. For instance, although Indonesia has enacted some intellectual 

property right protections and has ratified some conventions on property rights, piracy remains 

unresolved. Indonesia was put on the Priority Watch List 2017 for the weak enforcement of 

regulations in terms of property rights' protection. Furthermore, corruption is a problematic 

issue in Indonesia. The improvement of the public institution can be made by increasing the 

transparency of public officials, enhancing the capacity of government officials and increasing 

the accountability of public institutions.  
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Recommendation to the local governments  

 Our study shows the important roles of local governments in the process of managing 

inward FDI in the regions. Our recommendation focuses on the roles to strengthen the 

coordination mechanism with the national government and the roles to find mutual benefits 

from the existence of MNCs. Firstly, we recommend the local government to continue 

improving local institutions and establishing an excellent PTSP office. The study shows that 

the good quality of an institution can increase the bargaining position of local governments in 

the negotiation process with MNCs. Furthermore, the good quality of institution can not only 

attract inward FDI but can also help nurture the domestic enterprises. Having learned from the 

cases in OKI and Banyuwangi, the establishment of PTSP offices can increase the investments 

to the regions. The integrated and online system of the PTSP office which connects with the 

national and provincial governments helps the MNCs to deal with multi-level governance 

actors more effectively. Furthermore, it reduces the business costs and complexity in dealing 

with bureaucracy, which otherwise discourage MNCs from investing in the regions. The 

improvement of the quality of PTSP office can be made gradually through the simplification 

of the procedure and the enhancement of the human resources.   

 Secondly, we also recommend the local governments to continue improving the 

infrastructure at local levels to attract inward FDI. The research found that the infrastructure is 

an important consideration for MNCs when looking to invest in a country. Our study indicates 

that local governments have financial constraints that prevent them from improving 

infrastructure. However, the cases of Banyuwangi and OKI show that those constraints can be 

overcome through cooperation with provincial and national governments, as well as the 

public-private partnership. As part of the efforts to improve the infrastructure, our study found 

that land acquisition is one of the biggest obstacles faced by MNCs in establishing a business 

in the regions. The conflicts with the local community are usually related to land acquisition 

and environmental problems. Therefore, we suggest local governments promote the 

development of eco-industrial parks. The development of such parks not only help MNCs in 

establishing businesses but also reduces environmental problems and conflicts with the local 

community. 

 Thirdly, we recommend the local governments to use innovative approaches in the 

investment promotion and to provide incentives for FDI. This study has found that the 

innovative approach in investment promotion can be more effective than traditional 

approaches such as promotional events. Banyuwangi set a good example on how the local 
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government can conduct an effective and efficient investment promotion by combining with 

the cultural events and international events conducted by private companies. The public-

private partnership and the cooperation with the national and provincial governments in the 

investment promotion can reduce the costs but increase the effectiveness of the investment 

promotion.  

 Another important aspect of conducting an effective investment promotion is by gearing 

the investment promotion to the local investment priorities. The investment priorities are 

selected based on the comparative advantages of the region and the potential contributions to 

the local economy. Besides conducting effective investment promotion, the incentives should 

be provided to attract inward FDI. Instead of using that legislative power to levy local taxes to 

MNCs, we recommend local governments to provide incentives. The incentives can be given 

in either financial or non-financial forms. The incentives are important to attract inward FDI, 

because inward FDI will have multiplier effects to boost the regional economic development 

better than the tax paid by the MNCs.  

 Fourthly, inward FDI is not automatically beneficial for local economic development. 

An effective strategy needs to be implemented to make the inward FDI beneficial for local 

economic development. Having learned from the cases in Banyuwangi and OKI, we argue that 

direct negotiation with potential investors might help local governments to direct the inward 

FDI to benefit the local economy. However, before the negotiation is conducted, it is 

suggested that the local governments determine the investment priorities and that these 

investment criteria fits the local needs. In the negotiation process, the local government should 

consider the competition with other local governments, the resources and the constraints 

possessed by local governments and MNCs. Besides those factors, the capacity of local 

government officials in the negotiation process does matter. The understanding of the national 

and international business regulations and the company’s culture is important in the process of 

negotiation. 

 Fifthly, a strategy to support the linkage between MNCs and domestic enterprises need 

to be implemented. Having learned from the case of Banyuwangi, the district provides 

financial and non-financial incentives for MNCs which use local products and cooperate with 

domestic enterprises, especially SMEs. The district has also began the matchmaking process 

since the investment promotion. During the investment promotion, the district government has 

facilitated meetings between potential investor MNCs and local enterprises. After the business 

is established, the MNCs are required to train domestic managers and employees, so they learn 

the technology used by the MNCs  
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 Sixthly, we recommend local governments to enhance the capacity of local human 

resources and the absorptive capacity. Our research found that local governments have 

obstacles related to the capacity of human resources and absorptive capacity. Many strategies 

can be taken to enhance the capacity of local human resources. The efforts can be made by 

conducting more training to upgrade the skills of local workers or by establishing more 

universities in the regions. The establishment of good universities may attract highly talented 

people to the regions and may also increase the capacity of local workers. R&D is another tool 

to increase absorptive capacity. Local governments cannot carry out these strategies alone due 

to financial constraints,so they must  stimulate the private sector or work together with the 

national government. In short, the enhancement of the capacity of human resources and the 

absorptive capacity can be done collaboratively with other stakeholders. 

  Seventhly, we recommend local governments to avoid making local regulations which 

contradict national laws and public interests. In the empirical chapters, the study revealed that 

many companies complaint about local regulations that increase business costs and discourage 

them from investing in the regions. Due to financial constraints, the district needs investors to 

improve people's welfare. Therefore, the introduction of local regulations which contradict 

with the public interest (usually economic development) is a disadvantage for the economic 

development in the region. To develop good local regulations, we recommend the district 

government to cooperate with legal experts in the process, to involve the community including 

business associations in the process, and to consider long-term economic objectives. One of 

the most important local regulations which can have an impact on the FDI is on the land use 

planning. Many districts do not have a definite land use plan. A land use plan can be used to 

protect the environment from the adverse impact of inward FDI. In the land use planning 

document, the local governments determine the use of pieces of land for the development. 

Through land use planning, the local government can determine what business activities are 

allowed, and what are not alllowed. 

Recommendations to the managers of MNCs 

 The study shows that decentralization has changed the nature of the relationship between 

the government and MNCs, involving multi-level governance actors. From the above 

discussion, it is clear that policymakers' concern has moved beyond the efforts to attract 

inward FDI to also include the concept of sustainable development. Recently, the economic 

benefit has not been the primary objective in the investment because the social and 



	
166 

environmental issues have gained much attention. Given that, we recommend the managers of 

MNCs to consider the following suggestions. 

 Firstly, the MNCs are suggested to fulfill their corporate social responsibility (CSR) 

obligations. CSR is “a concept whereby companies integrate the social and environmental 

concerns in their business operation and their business interactions with their stakeholders on 

the voluntary basis” (European Union Commission, 2002, p. 347). In broader terms, CSR 

means that the companies comply with the rules, regulations and ethical norms in conducting 

business by considering the social and environmental impacts of their business. There are ten 

fundamental principles related to the issues of human rights, labor standards, the environment 

and anti-corruption which companies should follow. The business should support and respect 

the protection of human rights and should ensure that the business does not become complicit 

in human rights violation. The companies should also respect freedom of association, 

eliminate all forms of force in the interaction process, avoid using child labor, and eliminate 

discrimination in employment and occupation. In term of environmental protection, the 

companies should support a precautionary approach to the environmental challenges, to 

promote greater environmental responsibility, and to use environmentally friendly 

technologies. In term of the anti-corruption principle, businesses should avoid any corrupt 

activities (Moran, 2011).   

 Besides holding those principles, we recommend that MNCs conduct CSR activities 

aimed at preserving the natural environment, improving the quality of life of people in the 

local community, improving the well-being of the company’s employee and any charitable 

social activities. Those activities are important to achieve sustainable development from the 

investment. The MNCs gain many benefits from the CSR activities. For instance, CSR 

activities can increase the legitimacy of the company and reduce the conflicts with the local 

community. Furthermore, CSR activities help MNCs to engage with their employees and 

customers to increase the value of the business. The CSR activities also help MNCs to develop 

a good reputation, which may improve the sustainability of the business. 

 Secondly, we suggest the managers of MNCs to adapt strategies for the global changes 

to be more supportive toward the development in a host country government. The economic 

crisis has changed the way many host countries regulate the international business. Many of 

those countries tend to be more protectionist toward inward FDI. Political pressure from 

constituents drives the changes in behavior. In response, we recommend the MNCs to change 

the strategies to be more accommodating toward the interest of local communities. MNCs 
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should be more sensitive to respond to social and environmental issues. At the same time, 

MNCs should follow the corporate governance principles in business operations.  

7.5 FUTURE RESEARCH 

 This dissertation has provided a comprehensive analysis of the governance of inward 

FDI after the introduction of the decentralized governance system in Indonesia. This has been 

rarely found in studies on FDI in Indonesia. It covered the investment policies to achieve 

sustainable development objectives and the dynamic interaction between national government, 

local government and MNCs to enrich study on FDI and decentralization in Indonesia. 

Furthermore, this dissertation has opened up several interesting questions to be elaborated 

further. Firstly, it would be interesting to explore the role of the Association of Southeast 

Asian Nations (ASEAN) as a regional organization in influencing domestic regulations on 

FDI in its member countries. A study which includes the influence of ASEAN on the 

government's and companies' decision-making processes can be explored in the future. 

 Second, it would be interesting to explore the implementation of corporate social 

responsibility in the region. As much literature has suggested, one channel to enhance the 

contributions of inward FDI to social development is through Corporate Social Responsibility 

(CSR). Further research could address the roles of MNCs in supporting social development in 

host countries through CSR activities. In particular, research on CSR could help us understand 

the way MNCs directly interact with local communities. 

 To conclude, this dissertation has shown dynamic interactions between actors in the 

process of managing inward FDI after the introduction of the decentralized system in 

Indonesia. Studies on the dynamic interaction between actors in the process of managing 

inward FDI are limited. This dissertation has also provided a number of policy 

recommendations to increase the contributions of inward FDI for the development in 

Indonesia. For instance, it recommends the government to improve legislations, policies and 

regulations on investments at national levels. It also provides recommendations at the micro 

level to improve the coordination mechanism in the process of managing inward FDI under 

the multi-level governance system. The recommendations are given not only for the national 

government but also for the local government and MNCs. For the local governments, this 

dissertation has provided some benchmarks to be adopted in the process of managing inward 

FDI. 
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Appendix 1. 

LIST OF INTERVIEWEES 

The first fieldwork (2016) 

No The position of the interviewees Date and place of interviews 
1 The Banyuwangi district head Gubeng Hotel, Surabaya on March 25th, 

2016 
2 The Head of Investment Board of Banyuwangi 1. Phone interview from Groningen on July 

17th, 2015 
2. Badan Pelayanan Perizinan Terpadu 

[integrated licensing service office] 
(BPPT) of Banyuwangi on March 24th, 
2016 

3 The Head of Sub Division for Service, Division of 
Licensing Office, The One Stop Service Office of 
Banyuwangi 

1. Phone Interview from Groningen on 
October 25th, 2015 

2. Direct Interview on March 24th, 2016 
3. Personal communication from 

Groningen on August 1st, 2017 
4 The Head of Investment Data and Management, The 

Investment  and Integrated Services Board, Eastern Java 
Province 

The investment and licensing service office 
of the Eastern Java Province, on March 27th, 
2016 

5 The Head of Investment and Services Board of Surabaya The Investment Board Office in Surabaya on 
March 29th, 2016 

6 The Head of Data and Information, the Investment and 
Services Board of Surabaya 

The Investment Board Office in Surabaya on 
March 29th, 2016 

7 The Ogan Komering Ilir (OKI) district Head In the district head’s office in OKI on April 
5th, 2016 

8 The Head of PTSP Office of OKI In the district head’s office in OKI on April 
5th. 20016 

9 The Head of Investment Board of OKI In the head of investment board’s office on 
April 5th, 2016 

10 The Head of Investment and One-Stop Service Board of 
Southern Sumatera Province 

The official’s house on April 10th, 2016 

11 The Head of Region of an MNC in Banyuwangi – Sidat 
Unaki 

Karangrejo, Banyuwangi on March 23th, 
2016 

12 The Head of Region of an MNC in OKI – Sampoerna 
Agro 

In Kayuagung, on April 20th, 2016 

13 The Head of Region of an MNC in OKI – Central Protena 
Prima, Inc. 

In Kayagung, on April 20th, 2016 

14 The Head of Legal Bureau, National Coordinating for 
Investment Board (BKPM) 

In BKPM office on April 25th, 2016 
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The second fieldwork (2017 and 2018) 

No The position of the interviewees Date and place of interviews 

1 The Head of Legal Bureau, National Coordinating for 
Investment Board (BKPM)  

The BKPM Office on March 20th, 2017 

2 The Head of Section for Investment Monitoring 
Division, BKPM Office 

The BKPM Office on April 24th, 2017 

3 The Head of Section for Investment Promotion 
Division, BKPM Office  

The BKPM Office on April 25th, 2017 

4 The Section Head of Agriculture, Fishery, and Maritime 
for the Deputy of Deregulation, BKPM Office  

The BKPM Office on April 18th, 2017 

5 The Sub Division Head for the Directorate of Legal and 
Law, Directorate General of Regional Autonomy, the 
Ministry of Home Affairs  

Phone Interview and personal communication 
on February 28th, 2018 

6 Staff at the Legal Bureau, the Ministry of Home Affairs Phone Interview and personal communication 
on February 28th, 2018 

7 Staff at the Directorate of Regional Autonomy, the 
Ministry of Home Affairs (MoHA)  

The MoHA office March 19th, 2017 

8 Staff at the Bureau of the Council Meeting II, General 
Secretary of Regional Representative Council (DPD)  

The Bureau of the Council Meeting II, General 
Secretary of Regional Representative Council 
office on March 17th, 2017 

9 The General Secretary of the municipal governments 
association (APEKSI) 

The APEKSI office on April 25th, 2017 

10 The General Secretary of the National Council of The 
Special Economic Zone (Sekretaris Dewan KEK) 

The Office of KEK on April 28th, 2017 

11 Sadu Wasistiono, a Professor on the Regional 
Autonomy and Local Governance, the National Institute 
of Public Administration, Indonesia  

Phone Interview on February 16th, 2017 

 

 

 

 

 

 

 

 

 

 



	
170 

Appendix 2. Interview Guidelines 

The guideline for the Interview with the district heads 

No  Variables Questions  

1 Introduction  Hello, my name is Kuswanto, I am from the Center for the foreign 
cooperation, the Ministry of Home Affairs. Currently, I am doing Ph.D. at 
the University of Groningen, the Netherlands. I am working on my 
dissertation with the title: Inward FDI and Decentralized Governance 
System in Indonesia. I would like to examine the relationship between 
actors in the FDI management process in Indonesia.  

Purpose 1: Understanding the relationship between local governments and MNCs  

2 Perception of the 
district head toward 
the MNCs and FDI  

The inward FDI may important to the development but may also have 
negative consequences. How do you perceive FDI in your region? 

3 Goals  1. The central government opens the door widely for foreign investment 
to accelerate the national economic growth. What benefits do you 
expect from the foreign investments in your regions? 

2. Do you find that your expectation on inward FDI has been fulfilled? 

4 Resources 1. I am highly interested to hear something the most attractive about 
your region which can attract potential of investors from many 
countries? 

2. How does this potential of investments make your district is more 
competitive than other regions?  

3. Do you wish to focus on several sectors such as manufacture, fishery 
or mining?  

4. Will you use cheap labor and raw natural resources as main 
comparative advantage compare to other districts? 

5 Constraints 1. In term of location, Banyuwangi/OKI is not that much so attractive 
because it is far from the center of growth. How do you manage this 
disadvantage?  

2. Did you find any challenges or issues that you consider as serious 
issues to be tackled?  

3. What are the three biggest challenges related to the foreign 
investment? 
• The regulations hamper your efforts? 
• Some political issues? 
• The technical problems? 

6 The process of 
interaction between 
LGs - MNCs 

1. In the process of attracting potential investors, you must find that 
some potential investments might have different goals with you and 
your people. How do you negotiate the interest of your people in 
front of MNC? 

2. Do you also contact the potential (foreign) investors directly to 
discuss their investment plan? How often you use direct contact with 
potential (foreign) investors? 

3. In what ways and what occasions do you have direct contact with 
potential (foreign) investors? 

4. How do you cooperate with BKPM to convince them to direct 
potential (foreign) investors to Banyuwangi/OKI? 

3. Have you ever rejected the proposal of foreign investment? If yes can 
you explain why and what kind of investment?  
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4. How do you negotiate your objective when the central government 
already grants the MNCs? 

7 Outcome 1. Reflecting on the past (foreign) investment to Banyuwangi/OKI, did 
the previous investments satisfy you? 

2. How do you find the job creation from the MNC 
3. Did you find that the MNC transfers their technology to local 

enterprises? 
4. Did you find that the FDI helps local enterprises especially small and 

medium enterprises?  
5. Did you find that the MNCs conducted regular training to increase 

the capacity of its employee? 
6. Did you find that the MNCs paid higher than domestic enterprises? 

8 Strategies to attract 
and   to increase the 
bargaining position 

1. When you demand something from MNCs, they will not hear 
anything if you do not have sufficient power to influence. How do 
you manage that situation? 

2. Going back to Indonesian investment policies, I am wondering how 
the district government can protect domestic enterprises and taking 
advantages from the inward FDI? 

Purpose 2: Understanding The relationship between the national -provincial-district government  

9 Perception of the 
relationship 

Regarding the intergovernmental relationships, do you have any issues to 
be shared? What is your opinion? 

Do you see the current distribution of power fair enough? 

What do you expect the national government does for the district 
government? 

10 Coordination in the 
Investment Promotion 

1. Can you explain how the district government is promoting the 
potential of investment to foreign investors?  

2. How does the district government coordinate with the provincial and 
national government? 

11 Coordination in the 
Simplification of 
Procedure of 
Investment 

1. Now I am wondering with the improvement of the procedure of 
investment through PTSP.  

2. Can you explain me about PTSP in your district? 

12 Coordination in 
providing investment 
incentives 

There are many incentives provided by central government. However, the 
local government is also encouraged to provide incentive. What kind of 
incentives does the district government provide? 

13 Coordination in the 
monitoring process  

1. After the project is implemented, how is the mechanism of the 
monitoring process, how significant the roles of district governments?  

2. In the monitoring process, what are the significant issues/problems that 
usually found? 

14 Coordination in the 
infrastructure 
development 

Can you tell me your strategy to improve the infrastructure in your 
district? 
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The guideline for the Interview with the head of Investment boards in the districts 

No  Objectives 
/Variables 

Questions  

1 Introduction  Hello, my name is Kuswanto, I am from the Center for the foreign 
cooperation, the Ministry of Home Affairs. Currently, I am doing Ph.D. at 
the University of Groningen, the Netherlands. I am working on my 
dissertation with the title:  Inward FDI and Decentralized Governance 
System in Indonesia. I would like to examine the relationship between actors 
in the FDI management process in Indonesia.  

Purpose 1: Understanding the relationship between local governments and MNCs  

2 MNCs Can you tell me what big companies which have invested in the districts? 
3 Administrative 

Processes 
1. How do the investors select Banyuwangi/OKI?  
2. Can you explain the actual process of how do they select the districts 

and how does the district administer the process? 
3. Does the district conduct any negotiation process? 

4 Goals  What expectation that the district government has from those investors? 
• Job creation; Supply linkage; transfer of technology or export? 

5 Resources What are the most significant resources possessed by the districts to attract 
investors? 

6 Constraints 1. Can you explain the technical problems which you face in dealing with 
MNC? 

2. Other constraints? 
7 The process of 

interaction between 
LGs – MNCs 

1. Can you explain one more time about the negotiation process between 
LG and MNCs? 

2. If the local government conduct a negotiation process, is there any 
formal agreements? 

8 
 

Outcome Have the MNCs fulfilled your expectation? 
• Job creation 
• Supply linkage 
• Exports 

Purpose 2: Understanding The relationship between the national -provincial-district government 

9 The perception of the 
relationship 

Regarding the intergovernmental relationship, do you have any issues to be 
shared? What is your opinion? 

10 Coordination 
Investment 
Promotion 

1. Can you tell me about your investment promotion strategies? 
2. How do you work with the provincial and the national government? 

11 Coordination in the 
licensing Procedure) 

1. Can you tell me the licensing procedure for FDI? 
2. How does the district government’s involvement in the process? 
3. What has the district government done to improve the process? 
4. Can you explain me about PTSP in your district? 

12 Coordination in 
providing Investment 
Incentives 

What kind of incentives does the district government provide? 
Shall the district government consult with the national or provincial 
government in providing the incentives? 

13 Monitoring process  1. After the project is implemented, how is the mechanism of the 
monitoring process, how significant the roles of district governments? 

2. Can you tell me the coordination mechanism? 
14 Infrastructure 

development 
What have the district government done to improve the infrastructure? 
Can you give me examples of how the district cooperate with the national 
and provincial government in improving the infrastructure? 
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The guideline for the interview with MNCs in the districts 
 

No  Objectives /Variables Questions  

1 Introduction  Hello, my name is Kuswanto, I am from the Ministry of Home 
Affairs, the Center of Foreign Cooperation. Currently, I am doing 
Ph.D. program at the University of Groningen, the Netherlands. I 
am working on my dissertation with the title:  Inward FDI and 
Decentralized Governance System in Indonesia. I would like to 
examine the relationship between actors in the FDI management 
process in Indonesia.  

2 MNC’s profile Can you tell me a bit about your company?  

3 Perception about the 
government  

Can you tell me about your opinion and perception of the district 
government? 

4 Goals  1. How do you perceive Indonesia as a place for investment? 
Why do you select Indonesia?  

2. Why did you select Banyuwangi/OKI to invest?  
3. Do you have any specific consideration?  
4. What do you expect from the government (central and local 

government) to help your business? 

5 Resources 1. What is your company’s core and specialty of business in 
here?  

2. Can you explain whether you use any technology that is not 
available in Indonesia?  

3. Can you explain whether you hire local people as 
employees? Do you always train them frequently? 

4. Can you explain whether you hire local people for high and 
middle manager? Do you always train them frequently? 

6 Constraints 1. Do you have any important constraints when you are 
negotiating with the districts? 

2. How do you overcome those constraints? 

7 The process of 
interaction between 
LGs – MNCs 

Can you tell me the history when you were first time establishing 
your company in here? 

• The licensing procedure 
• The assistance provided by the district governments 
• The negotiation processes 

8 

 

Outcome How do you feel about investing in here? 
What matters make you satisfied and what matters need to be 
improved? 
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The guideline for the interview with the government officials at the provincial level 

No  Objectives 
/Variables 

Questions  

1 Introduction  Hello, my name is Kuswanto, I am from the Center for the foreign cooperation, 
the Ministry of Home Affairs. Currently, I am doing Ph.D. at the University of 
Groningen, the Netherlands. I am working on my dissertation with the title:  
Inward FDI and Decentralized Governance System in Indonesia. I would like to 
examine the relationship between actors in the FDI management process in 
Indonesia.  

Purpose: Understanding The relationship between the national -provincial-district government 

2 The general 
coordination 
mechanism 

1. According to the current regulation, what do you think about the sharing of 
authorities between national – provincial – local government in term of 
administering inward FDI?  

2. What efforts to attract inward FDI has the provincial government done?  
3. Do you have any criteria to select the inward FDI projects? If yes, do you 

find the criteria meets the central government’s criteria? Do you have an 
example of good and failed projects of inward FDI? 

4. Do you have any mechanism to coordinate with the national and district 
government? 

5. How often do you contact the BKPM officials about an investment project? 
6. Can you explain the role of district governments in the FDI management 

process should be? Does the real situation meet your expectation? 
3 The cohesiveness of 

regulations at the 
different level of 
government 

1. Can you explain about some strategic policies to attract inward FDI 
conducted by Provincial Government? How important the comprehensive 
investment policies and how well is it implemented? 

2. I am wondering about how do you connect the investment plan with national 
one?    

4 Coordination 
Investment 
Promotion 

1. Can you tell me about your investment promotion strategies? 
2. How do you work with the national and district government? 
3. Can you explain how the provincial and national government can help 

district government in promoting their potential of investment to foreign 
investors?  

4. How does the provincial government play roles in investment promotion? 
5 Coordination in the 

licensing process  
1. Can you tell me the licensing procedure for FDI? How does the provincial 

government’s involvement in the process? 
2. What has the provincial government done to improve the process? 
3. Can you explain me about PTSP in your province? How does the PTSP 

improve the coordination mechanism? How can the PTSP connect the central 
government and local government? 

6 Coordination in 
providing 
Investment 
Incentives 

1. What kind of incentives does the district government provide? 
2. Shall the district government consult with the national or provincial 

government in providing the incentives? 

7 Monitoring process  1. After the project is implemented, how is the mechanism of the monitoring 
process, how significant the roles of provincial and district governments? 

2. Can you tell me the coordination mechanism? 
8 Infrastructure 

development 
1. Can you tell me how the provincial government help district governments in 

solving the infrastructure problems? 
2. Related to some issues about land acquisitions at the local level that usually 

results in a conflict, how does the provincial government play role? 
3. How does the central government – provincial government solve the issues of 

infrastructure? 
4. Can you give me examples of how the district cooperate with the national 

and provincial government in improving the infrastructure? 

 



	
	

		
	 175 

The guideline for the interview with the officials at the national levels (BKPM)  

No Objective/Variables Questions 

1 Introduction Hello, my name is Kuswanto, I am from the Center for the foreign 
cooperation, the Ministry of Home Affairs. Currently, I am doing Ph.D. at the 
University of Groningen, the Netherlands. I am working on my dissertation 
with the title:  Inward FDI and Decentralized Governance System in Indonesia. 
I would like to examine the relationship between actors in the FDI 
management process in Indonesia. 

2 Division of 
functions between 
the different levels 
of government  

1. How do you perceive the current regulation division of authority between 
central-provincial-district government?  

2. Do you find any issues or problems from the current regulation on the 
division of authority between the level of government?  

3 The cohesiveness of 
national-local 
investment policies 

1. The investment climate remains a serious concern for many investors and 
business actors. How the BKPM views the issue of investment climates 
and what is the main problem to improve the investment climate in 
Indonesia? 

2. How does decentralization become a problem? 
3. How does coordination become a problem? 
4. Can you explain how the government’s efforts to improve the investment 

climate? 
5. In term of improving the investment climate, harmonization of regulations 

is a main important policy in the current administration. How can the 
regulations be harmonized? 

6. How far the current progress that the central government has achieved? 
7. According to the President Regulation No 16 the Year 2012, the 

government focuses the investment in three sectors, food, infrastructure, 
and energy. How is the progress of implementation? 

8. How can the investment plan become coherence with all investment plans 
conducted by local government? 

9. Do you find any difficulties and obstacles to make them coherence? 
(institutional, political, social obstacles?) 

10. How does the central government convince local government to follow the 
general investment plan? 

11. Can you find that current strategies are effective or meet your expectation?  
4 The coordination in 

the licensing 
procedure 

1. Concerning the process and procedure of investment, what kind of policies 
does the central government take to streamline the procedure of 
investment?  

2. Now all regions must have established the One Stop Service Office 
(PTSP) to simplify the procedure of investment? How far is the progress? 

3. How do you evaluate and categorize the PTSP office at the regional level? 
4. Many districts and provinces have established PTSP office. Nevertheless, 

the district heads or governor have not decentralized the licensing 
authorities to the PTSP office. Do you find any obstacles in term of that 
implementation of that policy? 

5. Can you explain the mechanism to enhance the quality of PTSP at the 
local level? 

6. In term of FDI, all investors receive investment and business license 
through PTSP in the BKPM.  But some permits are given by other central 
government’s body and the local government. Can you explain how those 
permits can be connected through PTSP? 

 



	
176 

5 Coordination in the 
investment 
promotion 

1. Investment promotion is crucial to attracting the investment. How does the 
central government conduct the investment promotion? 

2. Can you explain the promotion strategies that have been done by the central 
government? 

3. How do the central government and local government’ strategy can be 
harmonized and synchronized? 

4. Can you explain how the central government can help local government in 
promoting their potential of investment to foreign investors?  

5. What issues, problems or challenges faced by the government in term of 
investment promotion? 

6 Coordination in 
providing 
investment 
incentives 

What kind of incentives can the national, provincial and the district 
government provide? 

Shall the district government consult with the national or provincial 
government in providing the incentives? 

7 Coordination in 
improving the 
infrastructure 

1. Can you tell me how the national and provincial government help district 
governments in solving the infrastructure problems? 

2. Related to some issues about land acquisitions at the local level that usually 
results in a conflict, how does the provincial government play role? 

3. How does the central government – provincial government solve the issues 
of infrastructure? 

4. Can you give me examples of how the district cooperate with the national 
and provincial government in improving the infrastructure? 

8 Coordination in the 
monitoring the 
investment projects. 

1. How is the mechanism of the monitoring process, how significant the roles 
of local governments? 

2. How does the current mechanism work? How significant are the roles of 
provincial and district government in the monitoring process? 

3. Can you explain the issues, obstacles, and problems you faced in the 
monitoring process? 

9 Closing statements Before I close my interview, I would like you to give some closing statement 
about the local government’s role in the FDI management. Thank you for your 
time! 
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