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WAIVER
This publication is only meant to be used as a guide, and should therefore be seen as such. Furthermore, companies are encouraged to make their own assessment of the risks of doing business in Indonesia. The publisher and sponsors of this publication are not liable for any decisions that are made based on information found in this publication. 
While the publisher has checked and proofed the information in this handbook, no responsibility is accepted for any inaccuracy, although corrections will be gratefully received. The publishers and sponsors are not responsible for information found on external links. This document is an updated version from the previous released documents.
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INTRODUCTION

After more than a decade long hiatus Indonesia is making a comeback. The 1998/99 Asian financial crisis shook the country to its core, and triggered an exodus of foreign investors and foreign capital. Slowly but surely Indonesia has worked itself back from dire straits. Today, Indonesia checks almost all the right boxes for an emerging market economy with a huge potential. A large domestic market, a growing middle-class, strong and sustained GDP growth, cheap labour, abundant natural resources and political stability are some of the Indonesian economy’s most attractive traits.

Foreign investors have started to take notice of the Indonesian story. In the past few years, Foreign Direct Investment has grown to levels not seen in Indonesia since the boom years in the early 1990s. Belonging to the exclusive club of economies that have been able to buck the trend and continue strong economic growth through the 2008/09 global recession has pushed Indonesia further into the limelight. Not surprisingly, Norwegian investors have also started to take notice. Lately there have been an increasing number of inquiries from Norwegian companies and individuals about doing business in Indonesia. 

Despite the strengths and potential of the Indonesian economy, doing business in Indonesia is not straight forward and the risk needs to be managed. There are a number of pitfalls foreign investors have to watch out for, with corruption, an inefficient bureaucracy, inadequate infrastructure and legal uncertainty as the most important. The Indonesia Norway Business Council (INBC) and the Norwegian Embassy in Jakarta, with support from Innovation Norway and INTSOK – Norwegian Oil and Gas Partners, therefore concluded that there was a need to develop a practical business guide for Norwegian companies doing business in Indonesia. 

The intention of the handbook is:

· To give insight into factors that will help investors decide whether they should do business

· To provide necessary information for companies to establish themselves in Indonesia.

The goal is to give a fairly comprehensive overview of the factors that are shaping and influencing the Indonesian business climate. The objective is not to go into too much detail on each of these factors, but rather presenting a short summary of the main issues and supply direct links to information available on the internet. It also recommends other relevant literature that can provide more in-depth knowledge. Many of these resources will also continuously provide up to date information as many of the websites publish annual or quarterly reports.

We in INTSOK, Innovation Norway and INBC hope you will find this handbook useful.
FOREWORD

As we are entering a new decade, Indonesia seems to be determined to continuously improve its track record as one of the most vibrant and dynamic economies in the region. 

The country has over the last decade developed a very strong and fast growing economy and has become very attractive to international investors. At the same time Indonesia is a real democracy with a well functioning political system. It is also a secular country where people of different religions live in peace together. In this respect Indonesia is a good example to follow for others.

Indonesia is a resource-rich country. It is a major exporter of coal, natural gas, minerals, crude palm oil and agricultural products as cocoa and coffee. It is also a growing tourist destination offering a large variety of travel options.

Indonesia is a country full of opportunities - in almost all sectors there are business opportunities where Norwegian companies and investors should be able to compete for and develop business.
Being a very young democracy, Indonesia has still some way to go in areas as business governance and transparency, and the legal system is still a challenge.  Corruption and environmental care remain problems and bureaucratic red tape often frustrates businesses. Poorly developed infrastructure is also a bottleneck reducing the ability to fully develop the opportunities. Whilst Indonesian authorities are well aware of these major difficulties, progress is rather slow.

INBC wish by this handbook to contribute in creating a better understanding of a diverse country by addressing all the opportunities that Indonesia can offer, and also support the potential investors with insight and practical support in developing new business.
As President of INBC, I sincerely hope that trade and business between Norway and Indonesia will grow bigger and that the bilateral relations between Norway and Indonesia will flourish in the years to come.

From the INBC side WE REALLY MEAN BUSINESS






President of INBC,

Tor Fjæran, 










February 2011

INDONESIA: A BRIEF DESCRIPTION
With a population of 231.37 million (2009), Indonesia is the world’s fourth most populated country. Indonesia is also the world’s largest Muslim country, and it is a very young democracy. In 1998, after more than 30 years of authoritarian regime, President Suharto was forced to resign due to popular pressure. In 2004 Indonesia’s first democratically elected president, Susilo Bambang Yudhoyono, known as SBY, came to power. In 2009, SBY was re-elected by an overwhelming majority, indicating a popular support to the reform process he initiated when elected the first time. After 10 years of democratic reforms Indonesia has experienced great progress. The relations with Timor-Leste are normalized after the retreat of the Indonesian army, and the peace agreement in Aceh in 2005 put an end to 30 years of conflict between the Free Aceh Movement (GAM) rebels and the Indonesian government. Indonesia is now firmly positioned among the most democratic and stable regimes in Asia. There is a high level of freedom of speech, an active civil society, and an improving human rights situation, even though the country still has challenges in all of these areas.

Indonesia has been called a “beacon of stability in South East Asia and the Islamic world”. Indonesia’s constitution, the government’s moderate and tolerant policies, as well as its democratization efforts, put the country in stark contrast to some of the neighbour countries. On the other hand, a number of terrorist attacks in recent years committed by Muslim fundamentalists, the latest of which occurred on 17 July 2009, have tried to create instability and spread fear among the population. Despite a number of hard-hitting measures made by the government to try to eradicate terrorism, there is an ever-present danger attacks may occur again. However, the government’s counter terrorism unit has been successful in neutralizing the alleged mastermind behind several of the attacks. However, the terrorism threat is still present in Indonesia.
Geography

Indonesia is the world’s largest archipelago. It consists of around 17,500 islands, of which 6,000 are inhabited. The country stretches 5,120 km along the Equator.  Approximately 80% of Indonesia’s total area is sea mass. The land area is 1,900,000 km2. The five largest islands are Java, Sumatra, Kalimantan, Papua and Sulawesi. Java is the world’s most populous island, with a population density of 940 per km2, and a total population of around 125 million. Jakarta, the capital, is located in North-western Java. 

Indonesia is located in an area which is called the Pacific Ring of Fire. This is an area on the edge of several tectonic plates (Pacific, Eurasian and Australian), and it is known for frequent volcanic and seismic activity. In recent years several natural disasters have occurred due to seismic activity, including the 2004 tsunami in Northern Sumatra, the Yogyakarta earthquake in 2006 and most recently in Tasikmalaya and Padang in 2009. Indonesia borders to Malaysia, Singapore and the Philippines in the North, and Papua New Guinea, East Timor and Australia in the East.

Indonesia has a tropical climate, with average annual rainfall of between 1,780-3,175 mm. There are two seasons; the wet season lasts from October to April, and the dry season from May to September. There is rain during both seasons, but the dry season is drier and hotter. The wet season is characterized by heavy afternoon showers, and sometimes it may rain for days without end. Temperatures typically vary between 28 and 33 degrees Celsius. Indonesia is second only to Brazil in its level of biodiversity. Forests cover 60% of the country, but are threatened due to illegal logging and increased production of palm oil.
Government System

Indonesia is a republic and its people are governed by an ideology that is defined and set out in the five basic principles of the 'Pancasila' (meaning five principles). The five principles are:

- Belief in one Supreme God

- Humanitarianism 

- Nationalism expressed in the unity of Indonesia

- Consultative democracy

- Social justice

The following chart provides an overview of the structure of Indonesia's current political system:
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Source: Indonesia 2006: An official handbook

The People's Consultative Assembly, or Majelis Permusyawaratan Rakyat (MPR), was previously the highest political institution in Indonesia. Its primary roles and functions were to elect the President and Vice President, as well as lay down the principles of policy including sanctioning the constitution and setting the state policy guidelines. Amendments made to the 1945 Constitution in 2001 and 2002, however, brought a restructuring of the MPR in 2004. As a result of these changes, the MPR no longer formulates national policies, and it consists entirely of popularly-elected members (688 people), of which 560 people sit in the House of People's Representatives (DPR), and 128 people from each of the 32 provinces sit in the new House of Regional Representatives (DPD). The MPR can no longer elect the President and Vice President. Their election is instead now governed by a general election and the direct vote of the Indonesian people. In addition to the MPR, there are three other key branches of the Indonesian government, namely the Executive, Legislature and Judicial Branches. 

Executive Branch: The Executive Branch includes the President, Vice-President, Cabinet Ministers as well as non-departmental agencies. The President functions as both the Head of State and the Head of Government. The President has very broad powers, and appointments and dismissals from the Cabinet are entirely at his or her discretion. The President is also responsible for appointing judges for the Supreme Court (Mahkamah Agung).
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Legislature Branch: Legislative power in Indonesia is vested in the House of Representatives (DPR). The council is made up of 400 directly elected and 100 appointed members. Its main responsibility is to approve all statutes, and it reserves the right to submit bills for ratification by the President.
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Judicial Branch: The Indonesian judiciary system is tiered into the Supreme Court, High (Appellate) Courts and the District Courts. Each of these courts is empowered to exercise both civil and criminal jurisdiction. There are also various other courts including the Religious Courts (Muslim matrimonial and inheritance matters), the Military Courts and the Administrative Courts, which facilitate questions between citizens and officials.
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Co-existing with the national levels of departmental and non-departmental structures are the regional levels of administration. These are further divided into provincial, district, sub-district, village and neighbourhood administrations. At the provincial level, the local government electorate is subdivided into 33 provinces, including three special territories. The provincial administration in each province is headed by a governor, and he is accountable to both the central government as well as the provincial assemblies. Under Indonesia's regional autonomy laws, most powers are granted to provinces and districts, except in matters such as foreign affairs, defence and security, justice, monetary and fiscal affairs, as well as religious affairs. 

The Indonesian armed forces, or Tentara Nasional Indonesia (TNI), previously had a dual role as they were both a protector of the sovereignty of the country and played a corresponding socio-political role in the exercise of power. As the most important power group in Indonesia, TNI had significant influence in all aspects of Indonesian society. However, since the fall of former Indonesian President Suharto, measures have been made to limit the role of the TNI.
The current political system in Indonesia is one that has refined itself tremendously over the last decade to become considerably more egalitarian. With growing stability and a continued emphasis on democratic development, the system has been promoting more freedom and equality amongst the Indonesian people. It has also initiated a move towards greater decentralisation, by granting more authority to the various district and provincial governments.

Parliamentary and presidential elections are held every 5 years. The last elections were held in April and July 2009, respectively. Since 2009, only those parties or coalitions of parties which win at least 20% of the seats in the People’s Representative Council, or 25% of the vote in the national legislative election, will be eligible to nominate a presidential and a vice-presidential candidate that run on one ticket.
In the 2009 parliamentary election, Yudhoyono’s Democratic Party won, with 20% of the votes and 26.8% of the seats in the People’s Representative Council (150 of 560 seats total). As such, it was the only party fulfilling the requirements needed to nominate candidates for president and vice president. Other political parties had to form coalitions to be eligible to nominate candidates.
In the 2009 presidential election, President Yudhoyono was re-elected, winning 60% of the votes. Approximately 171 million people were eligible to vote in the election. With Yudhoyono’s clear victory in the first round, a second round was not necessary. Approximately 71% of the population participated in the presidential election. The 2009 election was the second democratic direct presidential election held in Indonesia, while the parliamentary election was the third in the country’s history. The 2009 elections further cemented the democratic direction of the country.
A Brief Historical Outline, from a Political Perspective:

· European Colonialism: 1512-1942

· Japanese Occupation: 1942-1945

· Independence/Revolution: 1945-1950

· Liberal Democracy: 1950-1957

· 'Guided Democracy' (Soekarno): 1957-1965

· 'The New Order' (Suharto): 1965-1998

· 'Reformasi': 1998-present

· Democracy: 2004-present

· Aceh Civil War: 1976-2005

· Timor Leste independence: 2002 

For more information about Indonesian history:

http://www.gimonca.com/sejarah/sejarah.shtml
http://en.wikipedia.org/wiki/History_of_Indonesia
Indonesian Foreign Policies

With its geo-strategic location, ‘soft power’ advantages with the world’s largest moderate Muslim population, and a constitution founded on pluralism and freedom of religion, President Yudhoyono has firmly established democratic principles domestically. Stability and economic progress domestically has made it possible for Indonesia to become a relevant and active player on the international arena. The country’s prime interest, however, is to maintain stability in the Asia-Pacific region through increased integration and democratic development. Indonesia strives to achieve this by championing a stronger ASEAN (Association of South East Asian Nations), and through various initiatives to promote democracy and regional dialogue. The establishment of the Bali Democracy Forum is seen as a way for Indonesia to promote democracy in the Asia-Pacific region. 

Indonesia has made several efforts to position itself as a ‘bridge’ between the west and the Muslim world. Indonesia is a member of the G-20 group of industrialised countries. The country’s relationship to the United States is expected to improve after the inauguration of US President Obama, who spent some years of his childhood in Jakarta. The US signing the ASEAN Treaty of Amity and Cooperation (TAC) in 2009 will likely also contribute to closer relations between the two countries.

Democracy

A decade after the fall of Suharto, Indonesia is today South-East Asia’s most vibrant democracy. Indonesians are enjoying a level of political freedom that was unthinkable only 10 years ago and that still seems years into the future for some of its neighbours. After a period with frequent presidential changes from 1999 to 2004 under the presidents Habibi, Wahid and Megawati, the government of President Yudhoyono has successfully established Indonesia as a democracy. Besides a free press, the country now has vigorously contested elections at all levels, from the President down to the village chief. All the main political parties, including the Islamic parties, seem committed to pluralism. While some are nostalgic about Suharto’s New Order days, most realize that democracy is so entrenched in Indonesia that it is the only way forward. Indonesia has also come a long way in decentralizing power to the provincial governments. Law no. 22 on Regional Autonomy, which was enacted in 1999, increases power to the country’s 33 provinces.
Religions and Ethnic Profile

According to a 2000 census, about 86.1% of the population are Muslims, 5.7% are protestant, 3% Catholic, 1.8% Hindu, and 3.4% are of other religious beliefs. The Javanese make up the largest ethnic group with 41.7% of the total population while the Sundanese, the second largest group, constitute 15.4%. Other distinct ethnic groups include the Madurese (3.3%) and the Minangkabau (2.7%). There are an estimated 1.7 million Chinese representing about 0.9% of the population, spread throughout Indonesia, but mainly in Jakarta and the other larger cities. The rest of the population (37.5%) comprises the Malay, Batak, Dayaks and Bugis.

Source: US Department of State


Transparency and Corporate Social Responsibility (CSR)

Corruption continues to be a problem for Norwegian companies in many countries around the world. According to the Transparency International 2010 Corruption Perceptions Index (CPI), Indonesia ranks as number 110 among 178 countries, which implies that also Indonesia has its’ share of woes regarding this issue. This is however an improvement from the 147th place in 2008. More information about the TI Corruption Perceptions Index can be found at http://www.transparency.org 
The Norwegian Foreign Ministry has also published a document outlining the view on corporate social responsibility abroad: 

English Version: http://www.regjeringen.no/nb/dep/ud/dok/regpubl/stmeld/2008-2009/report-no-10-2008-2009-to-the-storting.html?id=565907
Norwegian Version: http://www.regjeringen.no/nb/dep/ud/dok/regpubl/stmeld/2008-2009/stmeld-nr-10-2008-2009-.html?id=542966
We recommend everyone that is doing or planning to do business abroad to read these documents, and also to spend time on understanding business practices in Indonesia. Learning from businesses that already are established is an effective way to build knowledge and understanding.

Another useful source of information is the Norwegian Embassy’s webpage where there is more specific information about CSR and companies’ social responsibility in Indonesia (article in Norwegian): http://www.norway.or.id/Norsk/Norske-organisasjoner-og-naringsliv/Naringslivets-samfunnsansvar-Indonesia/ 
Corruption 
It is imperative to remember that according to Norwegian law, corruption is illegal also outside of Norway. The Norwegian Ministry of Foreign Affairs states that Norway has a clear policy of combating corruption nationally and internationally, because “corruption undermines democracy, human rights and the proper functioning of a market economy”. Furthermore, it “imposes heavy costs on society, and can impede economic development and efforts to fight poverty.” For these reasons, the Norwegian Government advises Norwegian businesses to take a moral and ethical high ground in terms of corruption. For more information on the Norwegian Foreign Ministry's position on corruption, please visit the following websites: 
· http://www.regjeringen.no/en/dep/ud/Documents/veiledninger/2005/It-pays-to-say-no-to-corruption-.html?id=419477
· http://www.regjeringen.no/upload/UD/Vedlegg/varsling_null_e.pdf
Another useful link is the country profile of Indonesia prepared on the BUSINESS ANTI-CORRUPTION PORTAL which can be found on the following website: http://www.business-anti-corruption.com/country-profiles/east-asia-the-pacific/indonesia/snapshot/
Business Climate

Every year the World Bank makes a comparison of most countries in terms of the costs of doing business where 10 indicators are examined and analysed; the time and costs to meet government requirements when starting up a business; dealing with construction permits; employing workers; registering property; getting credit; protecting investors; paying taxes; trading across borders, enforcing contracts; and closing a business. An important part of the comparison is the ranking of each country. The World Bank report, Doing Business, gives a fairly conclusive, valuable and intelligible analysis of the business regulations in each of the countries, making it an important tool both for businesses looking to invest abroad, and for the respective governments seeking to improve the business environment.

According to the Doing Business 2010 ranking, the start up procedures takes 60 days to be approved, and nine procedures are required. In comparison, for Norway the time is 10 days and 6 procedures, while the OECD average is 13.4 days and 5.8 procedures. It is important to note though, that in the 2008 ranking the same procedures took 105 days in Indonesia, so there has been a clear improvement. On the other side, the approval process might sometimes take a lot longer, particularly if there are errors in any of the company’s documents or applications. Based on the above 10 indicators, Indonesia is ranked 120 (out of 183) when it comes to ease of doing business.

For further information about the World Bank’s evaluation of the Indonesian business climate, log on to: http://www.doingbusiness.org/ExploreEconomies/?economyid=90
More information about the investment climate can be found on the web pages of US Department of state:

http://www.state.gov/e/eeb/ifd/2008/103669.htm
State owned Enterprises (SOE’s)

During the Suharto era, the government had complete control of a large part of Indonesia's industries in particular, and business in general. Even though Indonesia has a market-based economy today, the government plays a significant role. As of November 2010 there are 139 SOE’s in Indonesia, and the government administers prices on several basic goods, including fuel, rice, and electricity
. After the Asian Financial Crisis in 1998, and again after the first democratic election in 2004, the role of SOE’s has changed somewhat, but they are still dominating several sectors, including energy, mining, banking, pharmaceuticals and telecommunications. In several SOE’s, there is a resistance to commit to reforms, and often there are close ties between business and politics. However, there are SOE’s that perform well with leading examples as Telecommunications Company Telkom, and Bank Mandiri. In 1998 the Parliament formed the State ministry for SOE’s. One of its mandates is privatization, but due to political opposition, this has proven difficult.

For more information: http://www.indonesia.go.id/en/index.php?option=com_content&task=view&id=147&Itemid=1719
Bilateral Relations

The bilateral relations between Norway and Indonesia are very good, with active cooperation in international processes, bilateral events and projects. President Yudhoyono’s visit to Norway in 2006 and the two visits by Prime Minister Stoltenberg to Indonesia in 2007 opened up for increased cooperation, particularly within energy and climate change. Recently, a Joint Declaration “Towards a Dynamic Partnership in the 21st Century” was signed by The Norwegian Minister of Foreign Affairs Jonas Gahr Støre and his colleague Marty Natalegawa. This was done during the Norwegian Foreign Minister’s visit in Jakarta in November 2010.
One of the main pillars of the bilateral Norwegian-Indonesian relationship is the annual Human Rights Dialogue, which includes talks on Foreign Minister Level. The last round was held in Indonesia in October 2010, where the Norwegian State Secretary for Foreign Affairs, Mr. Erik Lahnstein and the Indonesian Deputy Minister for Foreign Affairs Mr. Triyono Wibowo were both present. The year before it was held in Oslo, where Foreign Minister Wirajuda also visited the Lofoten islands. Following the cartoon-case the President and the Prime Minister jointly proposed a Global Media Dialogue initiative which successfully ran for three years until 2008. Norway supported the President’s initiative in December 2008 to establish the Bali Democracy Forum, where we participate as an observer and financial contributor. At the multilateral level there is close cooperation within the “Seven Countries Group” on disarmament and non-proliferation. Other areas of cooperation include Foreign Minister Støre’s initiative on health and foreign policy, and Prime Minister Stoltenberg’s Global Leaders Initiative concerning the Millennium Development Goals 4 & 5 on children and maternal health where President Yudhoyono actively participates. Indonesia has also been a partner in the Norwegian initiative to ban cluster-bombs, with Indonesia's Defence Minister Sudarsono signing the convention in Oslo in December 2008.

Indonesian authorities are seeking increased investment and trade with Norway. Norwegian imports from Indonesia in 2009 equalled NOK 772 million (down from NOK 977 million in 2008). Exports to Indonesia equalled NOK 393 million in 2009 (slightly down from 397 million in 2008). Norwegian imports are primarily furniture, textiles and shoes, whereas exports are mainly fertilizer, chemicals and industrial machinery. These figures are in reality higher, as the service sector is not included. Also, ships and platforms built in the free trade zone of Batam for Singaporean companies and their use of Norwegian equipment and design are not included. There is an ongoing initiative for achieving a comprehensive economic partnership agreement (CEPA) between EFTA and Indonesia, and the ongoing negotiations are led by the government of Switzerland. Norway has know-how within several of the sectors high on Indonesia’s list of priorities (oil/gas, hydroelectricity, maritime, aquaculture, environment and communications). 
	 
	1999
	2000
	2001
	2002
	2003
	2004
	2005
	2006
	2007
	2008
	2009
	Δ last yr

	Exports
	158
	214
	225
	202
	229
	298
	346
	521
	752
	397
	393
	1 %

	Imports
	625
	652
	805
	700
	687
	695
	814
	766
	730
	977
	772
	20 %

	Total Trade
	783
	866
	1030
	902
	916
	993
	1160
	1287
	1482
	1374
	1111
	19 %


* Million Norwegian Kroner
Following Prime Minister Stoltenberg’s visits, there has been an active Energy Dialogue based on a Memorandum of Understanding (MoU) from 1995. The last meeting was in August 2009 in Oslo, where amongst others Director General for Oil & Gas, Evita H. Legowo and the CEO of the state oil company, Pertamina, Karen Agustiawan, attended. The next Energy Dialogue will take place in 2011. Based on the Energy Dialogue, several workshops and seminars have been organised, sponsored by INTSOK, Petrad, Norad and their Indonesian counterparts. These have focused on petroleum policies, CDM-projects (Clean Development Mechanism) in the petroleum sector, deep-water technology, oil field rejuvenation and Carbon Capture & Storage (CCS). Both countries have expressed interest in exploring the possibilities for increased CCS cooperation. Recently, an Energy Seminar was hosted by Innovation of Norway, Indonesia-Norway Business Council (INBC) and the Norwegian Embassy. This focused on Future Energy Partnerships and emphasized the great interest from both sides on further cooperation within this field. Both The Norwegian Foreign Minister, Støre , and the Chairman for Investment Coordinating Board (BKPM), Mr. Gita Wirjawan, were present. Another high-level conference on CCS hosted by Prime Minister Stoltenberg was held in Norway in May 2009 where an Indonesian delegation led by Minister for Environment, Rachmat Witoelar, participated.

Indonesia has the world’s third largest area of remaining rainforests and about half of the world's tropical peatlands. Peatland destruction and forestry activities are by far the largest contributors to Indonesia's GHG emissions, with peatland alone amounting to ca 45% of the current total amount GHG emissions. Norway’s environmental cooperation with Indonesia dates back to the 1990s, and has for the last few years focused on climate change and avoided deforestation and degradation (REDD). During the Prime Minister’s visit in 2007, Norway and Indonesia signed a declaration on climate and energy. This was followed up by seminars on “Oil for Development”, CCS, Clean Development Mechanism, (CDM) and Carbon-emissions from decomposing peat, called REDD+. Indonesia was in 2008 chosen as one of 9 pilot countries for the UN REDD program (http://un-redd.org/). Recently in 2010, the bilateral cooperation has reached significant levels as Norway signed an agreement which will support emission reduction efforts with one billion USD over the next few years. The Norwegian financial commitment to the field is outstanding and it has been headlined all over the world. 
The political cooperation is supported by development cooperation within strategic policy areas. Total development assistance to Indonesia has been around NOK 50 million annually. Most of the development projects are within the environment/climate change area, with a particular focus on forest management and illegal logging. In addition initiatives on good governance, human rights and gender equality receive support. Norway also contributed large sums for the reconstruction of Aceh following the tsunami and the long-term political development in the province, as well as to the victims of the earthquake in Padang 2009. Our development cooperation partners include civil society (NGOs), research institutions, the UN system and the World Bank. There is also cooperation between Norwegian and Indonesian universities, research institutions, Norwegian NGOs and the private sector. 

For more information on the bilateral cooperation between Norway and Indonesia:

http://www.norway.or.id/
http://www.petrad.no/default.asp?fid=1000
http://www.intsok.no/
http://norad.no/
ECONOMY

General Overview

Indonesia is the largest economy in Southeast Asia. It is market based, but with a significant degree of state involvement, as there is a large number of State Owned Enterprises (SOEs), several of which are dominant within their respective fields. Indonesia is considered an emerging economy, allegedly to deserve a place as a part of the BRIC countries. In end 2009 the GDP was $540.3 billion and the per capita GDP was $2717. The GDP growth in 2010 is forecasted to reach 5.9% and to further accelerate to an average of 6.2 % a year in 2011-2014
. The industrial sector is the largest in terms of GDP (46.9%), followed by services (37.2%) and agriculture (15.9%)
. Due to declining oil production, Indonesia is today a net importer of oil, which led to the decision to leave OPEC in 2008, despite being one of the founding members.

Indonesia is the world’s largest palm oil producer, and a major producer of liquefied natural gas (LNG), rubber, coal, and cocoa. The country’s main industries are: petroleum and natural gas, textiles, apparel, footwear, mining, cement, chemical fertilizers, plywood, rubber, food, tourism. The main agricultural products are rice, cassava, peanuts, rubber, cocoa, coffee, palm oil, poultry, beef, pork and eggs.

The main export commodities are oil & gas, electrical appliances, rubber products, and textiles. Major export destinations are Japan (17.6%), Singapore (11.5%), the US (11.03%) and China (7.6%). Indonesian exports for 2009 constituted $126.1 billion. This was a 17.8 % reduction from the year before – most likely due to more restrictive import policies internationally after the recent financial turmoil. The main import products are machinery and equipment, chemicals, fuels, and foodstuffs. The primary import partners are Singapore (24.6%), China (12.8%), Japan (8.8%), Malaysia (6.1%) and the US (4.8%). In terms of employment, agriculture is the largest sector (42.8%), followed by services (39.3%
) and industry (17.9%)
. The unemployment level is 7.4%
, and has decreased from 8.14% in 2008. 13.3% of the population lives in poverty, a number which is in decline
. 

Indonesia was the economy hardest hit by the Asian financial crisis in 1997/98, but has since recovered well. In recent years, the country has experienced a pleasant economic growth of around 6% annually. 
Sources: CIA, US Department of State

Several economic indicators are pointing upwards despite the global economic downturn, however it has to be mentioned that the estimates are somewhat controversial depending on what sources that are used (i.e. table below).
	Series name
	2005*
	2006*
	2007*
	2008*
	2009**
	2010****
	2011****

	GDP per capita, current prices (USD)
	1304
	1641
	1921
	2269.9** 
	2590.1**
	
	

	GDP, real growth rate
	5.7
	5.5
	6.3
	6.1
	4.5
	6.0*
	6.3*

	Inflation
	17.1
	6.6
	6.59
	11.06
	6.22**
	5.6
	6.2

	Exports (USD billions)
	85.6
	100.8
	118
	139
	116.5
	N/A
	N/A

	Imports
	57.7
	61.1
	85
	116
	96.8
	N/A
	N/A

	Current account balance (% of GDP)
	0.1
	3
	2.3
	0.0**
	2.0
	1.4
	0.6

	Budget balance
	-0.5
	-1
	-1.2
	 -0.4**
	2.3
	N/A
	N/A

	FDI inflows
	8.3
	4.9
	6.9
	N/A
	5.3****
	6.0
	9.0

	Unemployment (%, registered)
	11.2
	10.3
	9.1
	8.4
	7.4
	N/A
	N/A


Symbols and sources
:

Main source: Oxford Analytica

Shaded = estimated numbers 

*= World Bank estimate

** = Indonesian Central Statistics Agency (BPS): http://dds.bps.go.id/download_file/IP_Agustus_2010.pdf
*** = The Economist economic indicators, August 2010

****= Asian Development Bank estimate: INO Report 2010

GDP

Since 2005 Indonesia has experienced economic growth at a very comfortable level. The growth of GDP in 2010 is expected to reach 5.9% and the average GDP growth in the period 2005-2010 has been at 5.7%. As the large part of the world has experienced recession, does the Indonesian economy expect to grow at an estimated level of 6.3% in 2011. For the following years, an even higher economic growth is expected for the country’s economy. The targeted GDP growth rate of 2014 is 7.7 %, pointed out from the current government.

The GDP per capita was US$ 2269.9 in 2009, a significant increase from the US$ 771 GDP per capita in 2001. Adjusted according to purchasing power parity (PPP), GDP per capita is $4000 in 2009
. With its strong economic growth seen over the past decade, Indonesia has also moved from a lower to a middle income developing country. Poverty, however, continues to be a huge problem, and as of 2008 approximately half of Indonesia’s population of 240 million still lives on less than US$ 2 per day
. According to the World Bank does 29 % of the population still live under $1.25 a day
. One interesting economic trend in the last few years has been the redistribution of wealth triggered by the global commodity boom. This has primarily been benefiting the resource rich regions in the Indonesian archipelago, creating and redistributing wealth on an unprecedented scale. This has led to outer-lying regions growing much faster than the island of Java, the historical centre of economic activity. Still Java and the Jakarta area is the powerhouse of the Indonesian economy. 

Growth in GDP by field of business from 2005 to 2009:

	Growth (%)
	2005
	2006
	2007
	2008
	2009

	Agriculture
	2,7
	3,4
	3,5
	4,8
	          4,13 

	Mining and Quarrying
	                       3,2
	1,7
	2
	0,5
	          4,37 

	Manufacturing
	                       4,6
	4,6
	4,7
	3,7
	          2,11 

	Electricity, Gas and Water Supply
	                       6,3
	5,8
	10,3
	10,9
	        13,78 

	Construction
	                       7,5
	8,3
	8,6
	7,3
	          7,05 

	Trade, Hotels and Restaurants
	                       8,3
	6,4
	8,4
	7,2
	          1,14 

	Transportation and Communications
	                     12,8
	14,2
	14
	16,7
	        15,53 

	Finance, Rental and Business Service
	6,7
	5,5
	8
	8,2
	          5,05 

	Services
	5,2
	6,2
	6,6
	6,4
	          6,40 

	GDP
	5,7
	5,5
	6,3
	6,1
	4,55 


Sources: Bank Indonesia and Asian Development Bank 2010

Distribution of GDP by field of business from 2005 to 2009:
	Distribution of GDP (%)
	2005
	2006
	2007
	2008
	2009


	Agriculture
	14,5
	14,2
	13,8
	13,7
	15,3

	Mining and Quarrying
	9,4
	9,1
	8,7
	8,3
	10,5

	Manufacturing
	28,1
	27,8
	27,4
	26,8
	26,4

	Electricity, Gas and Water Supply
	0,7
	0,7
	0,7
	0,7
	0,8

	Construction
	5,9
	6,1
	6,2
	6,3
	1,0

	Trade, Hotels and Restaurants
	16,8
	16,9
	17,3
	17,4
	13,4

	Transportation and Communications
	6,2
	6,8
	7,3
	8
	6,2

	Finance, Rental and Business Service
	9,2
	9,2
	9,4
	9,5
	7,2

	Services
	9,2
	9,2
	9,3
	9,3
	5,6


Sources: Bank Indonesia and Asian Development Bank 2010

Annual GDP growth (%) in selected countries:

	Country
	2003
	2004
	2005
	2006
	2007
	2008
	2009
	2010*
	2011*

	Indonesia
	4.8
	5.0
	5.7
	5.5
	6.3
	6.0
	4.5
	5.9
	6.0

	China

	
	
	10.4 
	11.6 
	13.0 
	9.6
	9.1
	9.9
	8.3

	Malaysia
	5.8
	6.8
	5.3
	5.8
	6.2
	4.7
	-1.7
	6.8
	4.0

	Norway
	1.0
	3.9
	2.7
	2.3
	3.1
	1.8
	-1.6
	1.3
	1.4

	Singapore
	3.8
	9.3
	7.3
	8.4
	7.8
	1.8
	-1.3
	12.3
	4.3

	EU 15 Agg.

	0.8 
	2.2 
	1.7 
	3.0 
	2.7 
	0.5 
	-4.1 
	0.8
	1.4


* Estimated

Source: Economist Intelligence Unit
, EU Commission Services, World Bank

Currency

The Indonesian currency is the Rupiah (abbreviated IDR or Rp.) It is a freely convertible currency. The rupiah has been subject to high inflation in the past, particularly during the Asian Financial crisis in 1997-98. However, after the economy recovered the currency has been relatively stable. The Asian Financial crisis damaged the confidence in the rupiah and it has thereby been considered a risky currency to hold. Today, this perception is about to change as the solid fundamentals of the economy and sustained high yields underpin the attractiveness of investment. During 2010 the exchange rate has bolstered, illustrated by the advanced value of the Rupiah in its gaining 13.4% compared to USD in 2Q of 2010
. The preferred currency for business to business transactions is still the US dollar. As of November 2 2010, the exchange rate was $1 = Rp. 8731.2 and NOK 1 = Rp. 1440.9.

Historical exchange rates (IDR/$, IDR/NOK, annual average rates):

	Year
	IDR/USD
	IDR/NOK

	2004
	8,939
	1,335

	2005
	9,704
	1,507

	2006
	9,159
	1,431

	2007
	9,143
	1,559

	2008
	9,699
	1,721

	2009
	9,754
	1,675


Sources: Norges Bank, CIA 

Inflation

In 2009, inflation was relatively low compared to earlier rates (4.8 %
). Inflation in 2010 has been higher, reaching the level of 6.44% (year-on-year) in August 2010
. However, this may to some extent be due to the rise in domestic demand during Ramadan which fell in August and September this year. Despite the resurgence in economic growth after the crisis in 2008/2009, inflation pressure is expected to remain under control. Bank Indonesia’s inflation target for 2010 is 5% (± 1% yoy). As the Indonesian economy is predicted to chart further improvements in a longer perspective, the growth aims to be accompanied with official support to curb inflation from a more restrictive medium-term inflation target of 4% (± 1% yoy). Also, the fact that the Rupiah has been strengthening in 2010 will help contain the price pressure. The relatively high inflation level is expected to remain at 6.7% in 2011 before slowing to an average of 6.2% a year in 2012-2014. 

Source: Bank Indonesia Annual Reports; Economic Intelligence Unit

Stock Exchange

When the Jakarta Stock Exchange (JSX) merged with Surabaya Stock Exchange (SSX) in 2007, the new entity was named Indonesia Stock Exchange (IDX), or in Indonesian Bursa Efek Indonesia (BEI). IDX is a self regulatory organization which overall has shown a remarkable performance since its inception. 

When the Dow Jones Index in late September 2008 experienced its lowest index rating in 7 years, this caused a sharp decline on most other countries’ stock markets, including the IDX. To address this situation, all IDX trading activity was halted from 8-10 October 2008. Strategic steps were performed by the IDX so that the market was secured, and a crisis was mitigated. This successful action led to strengthened investor confidence towards the IDX.  IDX closed at the end of 2009 with the Composite level of 2,534.356; a sharp rise of almost 90% compared to the previous year. This was a result of strong and solid macro-economic indicators, making IDX the second best performer of any Southeast Asian market amid the crisis, and the fifth best worldwide, according to Bloomberg. With the impressive achievement in 2009, IDX managed to recapture investor trust in Indonesia’s Capital Markets and further boost its confidence in embracing the future. The value of the exchange stocks in Indonesia has continued to rise in 2010. As of November 2 2010, the value is 3,639.781; an increase of almost 30 % so far this year. In general does the conductive condition of the Indonesian economy prompt foreign investors to keep investing on the Indonesian stock market
. 

In 2008, 396 companies were publicly listed. With the peaceful 2009 elections and the extraordinary performance by the IDX, more companies are expected to follow in the future.

	Indicators
	2008
	2007
	2009

	Composite Index, high
	2,830.33
	2810.962
	2,534.356

	Composite Index, year end
	1,355.408
	2475.826
	6,089.87

	Stock trading volume (billion shares)
	787.85
	1,039.54
	1,467.66

	Stock trading volume, daily average (million shares)
	3,282.69
	4,225.78
	6,089.87

	Stock trading value (trillion rupiah)
	1,064,53
	1,050.15
	975.17

	Stock trading value, daily average (billion rupiah)
	4,436
	4,268.92
	4,054,046.20

	Number of trades (thousands)
	13,417.14
	11,861.06
	87.04

	Listed companies
	396
	383
	398

	Newly listed companies
	19
	22
	13


Source: IDX 2009 Annual report

For more information: 

- http://www.idx.co.id/   

- http://www.e-bursa.com/#  

IDX Annual reports: http://www.idx.co.id/MainMenu/TentangBEI/AnnualReport/tabid/64/lang/en-US/language/en-US/Default.aspx   

Social responsible investment is a term which considers companies’ environmental, social and governance, as well as financial performance. The Indonesian Biodiversity Foundation KEHATI, together with the Indonesian Stock Exchange (IDX) in June 2009 launched an index, the KEHATI-SRI Index, which will track the performance of Indonesian companies according to their good, sustainable business practices. The index can be a valuable tool for foreign investors and corporations, helping them for instance choose companies which share their own business practices. It can also be used as a reference and benchmark for Indonesian companies, by helping them set their performance goals, since a KEHATI-SRI index listing will be seen as a quality stamp. 

Indonesia and the 2009 Global Financial Crisis

Indonesia was perhaps the economy which was hardest hit by the 1997-98 East Asian crisis. The main reason for the crisis was the region’s large current account deficits, where the foreign debt/GDP ratio was typically 100-170%, combined with several governments’ decisions to replace the managed exchange rate regime with a floating exchange rate. In Indonesia, the Rupiah was devalued, leading to a massive selling of the Rupiah in favour of the US dollar. 

The recent global financial turmoil has not had the same profound effects on the Indonesian economy. This crisis has mainly been caused by external factors and not by structural problems within Indonesia. Although it has already had, and most likely will continue to have, a negative effect on tourism and exports, the Indonesian economy is less exposed to the recession than many of its neighbours – largely because exports account for a relatively small proportion of the country’s GDP.  

Compared to the 1997/1998-crisis and its immediate aftermath, today the risk premium for long term debts in Indonesia are ranked much more favourably, which means that Indonesian companies now have access to cheaper capital. A thorough recapitalization process has thereby been undertaken by many economic players, meaning that the debt has been heavily decreased. While the aggregate public and private debt in relation to GDP was 130% in 1998, it fell to 28% in 2009. In 2010 it is 27.4% and is set to become lower than 26% in the 2011 state budget
. This allows companies to take advantage of the current slowdown, for instance in terms of lower interest rates, cheaper labour and raw materials, and lower fuel prices. 

Indonesian banks have aimed for keeping the loan to deposit ratio below 70 %, a conservative policy that affords banks to maintain a buffer in times of financial turmoil. Stable government bonds make Indonesia constantly closer to getting an “investment grade” by the worlds three major rating agencies, Moody’s Investor Services, Standard & Poor’s and Fitch Ratings. As of today, Indonesia lacks only one or two notches from them, but they have already reached “investment grading” from Japan Credit Rating Agency. In general, Indonesia has continuously been upgraded throughout 2010 and rating agencies all give very positive outlooks
. 

Before the 1997/1998-crisis, Indonesian companies were primarily debt-financed (i.e. by borrowing money) while western companies were equity financed (i.e. raising money by issuing stock/shares). After the economy started recovering from the crisis a decade ago, however, this changed, and more local companies are now financed through equities, thereby reducing the public debt. While public debt in 2000 was equal to 100% of the country’s GDP, now it is 27% - in which is lessening the vulnerability of the economy as this number also is expected to decline even further
.

Indonesia has a vast and a strong domestic market. After the East Asian crisis a decade ago, the country has lowered its dependence on the international economy. Development aid constitutes only to 5% of GDP, and less than 30% of its GDP is derived from exports. For many other developing countries, exports constitute a much higher share of their GDP. This makes them more vulnerable to international changes in demand and consumption, and Indonesia less so. On the other hand this is proof that the Indonesian export sector is far from fully developed, and has a lot more potential. 

Like other emerging market economies, the recent global financial turmoil has slowed down the economic growth in Indonesia. However, the Indonesian economy still expanded in the peak of the crisis, with 6.2% in the third quarter and 5.3% in the fourth quarter of 2008 (year-on-year). The impact of the global financial crisis made the accumulated growth rate 4.5 % for 2009, in which is expected to augment to around 6 % in 2010-2011 and to 6.3 % in 2012-2014
. One of the most important factors behind the Indonesian economy is domestic consumption, which also has shown to be an important buffer in order to get affected by the global turmoil. Exports in 2009 was only accounting for around 20 % of GDP, in which its Asian neighbours are the largest trading partners. Only 11.3 % of the export is to the US, meaning that a relative little share is affected by a possible ‘double recession’ that has faced, and are still facing them. The effect of the increasing consumption at the home market is inflation in consumer prices. In July 2010, consumer price inflation was 6.2 %, a rise from 5.1% in June. The average inflation on consumer prices is expected to be an average of 5.4 % at the end of 2010. The forecast for the further years up until 2013 is a yearly average at around 6%.

Although the global financial crisis has had a negative impact on investments and exports in Indonesia, the country has still experienced economic growth in 2009 – a contrary development to most other economies including other ASEAN members. As shown earlier is the growth rate significant both in 2009 and 2010, as well as in the years to come. This proves that Indonesia has become much more resilient to economic shocks.

The World Bank has stated that Indonesia’s economy is expected to emerge as a winner after the global financial crisis. Indonesia is Asia’s third fastest-growing economy, positioned only after China and India. According to the World Bank’s representative in Jakarta, a number of factors have helped the country avoid the worst effects of the global crisis. Some of these factors are Indonesia's decision to increase deposit insurance, boost coordination with the central bank, and strengthen bank supervision. Another important factor is that as much as 60% of GDP is from domestic consumption, which means that Indonesia is not affected much by changes in international demand.

Source: http://thejakartaglobe.com/business/world-bank-dubs-indonesia-a-winner-says-economic-growth-may-soar-to-7/317395  

According to the IMD World Competitiveness Center, competitiveness is defined as “how nations and businesses are managing the totality of their competencies to achieve greater prosperity. IMD further describes competitiveness as “a country’s ability to resist adversity and show resilience to weather” global financial crises. The organization annually publishes a book which ranks and compares different countries´ competitiveness. For 2010, Indonesia rises from 51st place in 2008 to 35th place
, and the IMD describes this as a spectacular movement.

Source: http://www.imd.ch/research/centers/wcc/index.cfm
According to Doing Business 2010: Reforming through Difficult Times, the seventh in a series of annual reports published by IFC and the World Bank, Indonesia Is the Most Active Business Regulatory Reformer in East Asia and the Pacific. As a result of its reforms, Indonesia moved up to 122 from 129 on the global ease of doing business rankings. Indonesia cut the time required to start a business by 16 days and the time to transfer a property by 17 days. The country also strengthened disclosure requirements for related-party transactions to protect investors.

Source: http://doingbusiness.org/
According to a Bloomberg News survey, investments in infrastructure (particularly roads, ports and power plants) need to be a major priority if Indonesia shall be able to continue or preferably accelerate its economic growth. Other concerns highlighted by the survey are the “need to improve transparency in the legal system and reduce corruption to attract global investors” (Jakarta Post, July 11, 2009). President Yudhoyono has many times stated that infrastructure will continue to be a top priority in 2011 to 2014, in order to boost economic growth and create more jobs. The government will supply with approximately 50 billion USD to build and to upgrade the country’s infrastructure (ADB, 2010). 

Indonesia has recently shown some improvements regarding transparency, particularly within the country’s oil & gas sector. In October 2010 Indonesia won acceptance as a ‘candidate country’ in the Extractive Industries Transparency Initiative (EITI), which implies stricter rules towards  ‘publish what you pay’. The government has to disclose all taxes, royalties and fees earned from the sector, while companies have to report all payments to the state. Improved disclosure and cleaner governance will render the energy sector more attractive for investment. Most (if not all) major international energy companies in Indonesia have already pledged to support and fulfil reporting requirements. 

For more information on Indonesia's economic performance: 

http://www.bi.go.id/web/en/   

http://web.worldbank.org/WBSITE/EXTERNAL/COUNTRIES/EASTASIAPACIFICEXT/INDONESIAEXTN/0,,contentMDK:22311660~pagePK:1497618~piPK:217854~theSitePK:226309,00.html?cid=EXTEAPIds1  

Social Economy

Indonesia has a population of 232.4 million (2010).Similarly to most other developing countries, it has a very young population. The median age is 27.2 years and the population growth is 1.175%. Looking at the age structure, 28.4% of the population is between 0-14 years, 67.5% are between 16-67 and 5.8% over 65 years. Life expectancy is 70.46 years. As of February 2008, Indonesia’s population aged 15 years or more was 165,565,992, while the labour force was 111,477,447. With an unemployment rate of 8.46%, Indonesia's aggregate employment stock consisted of 102,049,857 people. When dividing the labour force by sector, one finds that agriculture employs the most people (42.1%), closely followed by the services sector (39.3%). 18.6% are employed in the industrial sector.

The below table shows the number of people employed in each of the main industries.  

   
    
 
	Industry
	# of employees
	% 

	Agriculture, Livestock, Forestry, Fishery
	42,689,635
	41.83



	Mining and Quarrying
	1,062,309
	1.04

	Manufacturing
	12,440,141
	12.19

	Electricity, Gas, Water
	207,909
	0.20

	Construction
	4,733,679
	4.64

	Trade, Hotels, Restaurants
	20,684,041
	20.27

	Transportation, Storage, Communication
	6,013,947
	5.89



	Finance, Real estate and Business services

	1,440,042
	1.41

	Community, Social and Personal services

	12,778,154
	12.52




Source: Indonesia 2008: An Official Handbook

Indonesia’s official unemployment level is currently 7.4 %; a decrease from former levels of unemployment between 8 and 9 %.  However, as a developing country with no welfare state and a huge informal economic sector this number says less about the state of the Indonesian economy than it would in an industrialized country. Under-employment, where people in both the formal and informal sector don’t make a living wage, is a bigger problem. However, few numbers exist to accurately quantify the number of underemployed Indonesians. This is also closely linked to the fact that despite all Indonesia’s advances during the past decades, the country is still  mainly an agriculture based society, as nearly 50% of Indonesians live in rural areas and make a living, directly or indirectly, from farming. 

Source: US Department of State
“Chindonesia” and “BRICI”

Indonesia is more and more often mentioned together with the world’s two industrializing giants, China and India, prompting the use of the nickname Chindonesia. These three countries, also called Asia's new growth triangle, have caught the attention of investors as they have continued to experience economic growth despite the global financial crisis. Investors expect to see growth rates approaching 10% annually for all three countries in 2011 and beyond. Although the three countries are clearly different culturally and structurally, there are several important features that link them together: They have the world’s largest, second largest and fourth largest population, with a combined population size of about 40% of the global population. There is also the fact that their populations are still young, compared to the Western world and Japan. They are all located in Asia. They have for several years experienced strong economic growth, and just as important, the growth has continued despite the global financial crisis. These facts have contributed to shifting the centre of economic power towards the east. Other similarities they share are challenges such as the phase of development, infrastructure and size. Analysts are now expecting the triangle to become the world’s largest consumer markets. One analyst, Nicholas Cashmore, the man who coined the phrase 'Chindonesia', expects the gross domestic product of these three countries combined to surpass $10 trillion by 2014. Similarly, The OECD is now including Indonesia (and South Africa) together with the BRIC countries (Brazil, Russia, India and China) as the fastest growing economies in the world. In fact, many newspapers, reports and analysts have recently played with the notion of BRIIC, BRICI or IBRIC.

According to Globe Asia, Indonesia “is one of only 5 countries that will record positive economic growth” in 2009. The continued economic growth despite global recession is causing newfound optimism in corporate Indonesia. This has brought about business expansions in several sectors, and will likely continue to do so for a while still.

Infrastructure

Indonesia has experienced rapid growth in the total number of road vehicles, particularly motorcycles, but also cars and trucks. Infrastructure development, and particularly road building, however, has far from followed this pace, which is a result of years of under-investment of that particular sector. Inadequate infrastructure is therefore the main challenge to investments and continued economic growth in Indonesia.

Infrastructure was targeted as one of the main recipients of the government’s Rp. 73.3 trillion fiscal stimulus package introduced in 2009 to help boost economic growth and create jobs in response to the global recession. In March 2009 Bappenas, Indonesia's National Development Planning Agency, opened up eight major infrastructure projects in transport and utilities as public private partnerships (PPPs).

According to the Asian Development Bank (ADB), infrastructure investment in Indonesia has risen to 3.0-3.5% of GDP. However, this is still substantially lower than the 5-6% of GDP devoted to infrastructure development before the Asian financial crisis in 1997. According to Business Week, President Yudhuyono states that infrastructure spending will be the highest level of increase in 2011
. Most of the recent investment has been by the government, with private investment accounting for only about 1% of GDP between 2000 and 2006. 

ASEAN

Indonesia is one of the most influential members of the Association of South East Asian Nations (ASEAN) which has its’ headquarters in Jakarta. ASEAN is a geopolitical and economic organization founded in 1967 with Indonesia, Malaysia, Singapore, Vietnam, The Philippines, Thailand, Brunei, Myanmar, Cambodia and Laos as members. Indonesia is one of the founding fathers. The main goals of ASEAN are to contribute to economic growth, social progress, and cultural development among its member countries; maintain peace and stability in the region; and to provide opportunities for member countries to discuss differences peacefully. The ASEAN members aim to create an Economic Community similar to the EU by 2015, in order to further integrate and promote business between the member countries. ASEAN EC (or AEC) will consist of a population greater than 560 million, and an aggregate trade of more than $1400 Billion, making it very significant also in global terms. The AEC will transform the ASEAN region into a single market, with free flow of goods, services, capital and skilled labour. ASEAN member countries signed in November 2007 an economic blueprint for the establishment of the AEC.

For more information on ASEAN, visit: http://www.aseansec.org/
For more information on the AEC: http://www.asil.org/aseanevent/EwingChowPresentation.ppt
Cultural aspects of doing business

Most foreign businessmen will experience that they are on a steep learning curve when starting to do business in Indonesia. Although business here is similar to western countries, the way business is conducted is different. By understanding the differences, the experience here will be less challenging.

Indonesian culture is in several ways very different from Western culture. Although Indonesia is a modern society, traditions are still very important, especially on a 'people' level. Even though Indonesia has for several centuries been exposed to foreign influence, the country’s identity, traditions and culture have proven to be very resilient to change. This does not mean that the Indonesian culture has not changed, or that Western ideas etc. are not welcome. It is also important to point out that many Indonesian businessmen, lawyers, ministers etc. have studied abroad, and are very open to western and other foreign cultures. Also, the younger generations view western culture with a mix of wonder and admiration. It is also seen as a stamp of quality that a product is made in the west. The growing upper and middle classes also view western culture favourably.

No matter how you actually view Indonesian society, it is important to understand that Indonesians are very proud of where they come from and who they are. Indonesia became independent in 1945. Centuries of colonial rule, first by the Portuguese and later by the Dutch, have taught native Indonesians to be proud of their background, and perhaps to be less interested in learning about other cultures. Instead, they hope foreigners who live and work in Indonesia will try to learn about, understand, and appreciate their culture. Learning the Indonesian language is an important way of building good relations, and showing respect for the people and their culture, is another. Since Indonesians are friendly, polite and agreeable, and the language is not very difficult to learn, this should not be an obstacle.

It should be understood that the Indonesian society will not automatically respond well to Western companies. A foreign company that wants to set up business in Indonesia is expected to actively participate in the development of Indonesia, and to contribute to developing the local society. A company that is seeking short term profits, without understanding its social responsibilities, might not be well received in Indonesia. As it has been for Norway, local content is becoming an increasingly important factor in most sectors.

There is a notion that foreign ideas, products and technologies are welcome if they are beneficial to the Indonesian society, which can said for most societies. Norway is seen as a country that brings development and progress while at the same time representing good ethics, like caring about people, respecting other cultures, and caring for the environment. Norwegian companies present in Indonesia have been advocates of these ideals. For these reasons, Norwegian companies that want to establish themselves here now, are likely to be met with a positive attitude.

Indonesians typically behave in a polite and quiet way, and even though they might feel it, they avoid showing negative feelings like anger and disappointment. Furthermore, they dislike people who lose their temper. A good advice for foreigners is therefore to avoid aggressive behavior, or behavior that can be understood as such, like shouting or speaking with a loud voice. Networking and relationship building are considered essential factors for succeeding in business. Another important factor is trust, which is built through long-term close relations. 

Indonesian hierarchy

The relationship between subordinates and superiors is different in Indonesia than what is common in the western world. For instance, here there is a much more hierarchical line, with a clear top down approach to decision making, rights and duties. People are class conscious, so the concept of status influences the way decisions are made. There is, however, a great sense of community despite the distinct notion of a class society. Even though this hierarchy is firmly established in the mindset of Indonesians, clearly marking the difference between subordinate and superior, there is also a feeling that everyone working for one company belongs to one ´family´, and the chief superior is the father, who is expected to look after, teach and reward his subordinates. The society is cooperative, meaning that people work together towards common goals, and if a company does well, the workers who have contributed expect to be rewarded. Likewise, if a company does poorly, they expect to have to share the misfortune. Great trust is put on the boss, and workers do not question a decision made by him, because they assume that he knows what he is doing. 

Furthermore, while personal initiative is generally encouraged and rewarded in Western society, here it is avoided, mainly due to fear of making a mistake which may lead to some form of punishment. In Indonesian society, before a decision is made a discussion takes place where different people voice their opinion. Decisions, whether they concern small or big issues, are made together. There is an aversion towards acting alone without consulting others. This is experienced both on the business arena as well as on the village and family level. This has the effect that it can take longer before a decision is made, which not necessarily is bad thing.

For more information: http://www.expat.or.id/business/crossculturaltraining.html
ESTABLISHING A BUSINESS

Types of company

Some of the most common types of companies are:

· Representative Office (RO)

· Agent/Distributor

· Limited Liability Company (Perseroan Terbetas, or PT)
· Foreign Shareholders

· Joint Venture (JV)

· Foreign Direct Investment Company (Perusahan Model Asing, PMA)

Most foreign companies in Indonesia start their involvement here by appointing an Agency Agreement (agent or distributor), or by setting up a Representative Office. Then as the business expands, they will apply for a Foreign Direct Investment Company (FDI) status.

For oil and gas companies with PSC’s (Production Sharing Contracts) there are special regulations. These regulations can be found at the BP Migas website http://www.bpmigas.com/
Representative office (RO)

The RO is appointed by a foreign company to represent the company in Indonesia. A RO does not have a trading right, which means it cannot sell any goods or services. It neither can issue Bills of Lading (freight bill). The activity of an RO is limited to supervising and coordinating the business of the parent company and its branches. More specifically, the intention of an RO is to promote the company here in Indonesia, and to prepare the establishment and development of a foreign direct investment company in Indonesia. The RO is also allowed to obtain work permits and multiple entry visas for its expats as well as exemption from exit-tax (SKFLN). It does not have the right to make any business transaction (export, import or domestic trading) with companies or persons in Indonesia. Its main function is to promote the company’s products, by establishing contacts with potential customers. An RO can also help establish contacts with business partners and other key persons in your sector. It gives the head office an opportunity to get acquainted with the business climate, rules and regulations before investing a lot of money. It is therefore fairly risk free. 

Foreign companies looking to open up an RO in Indonesia mainly choose one of the following:

· Trade Representative Office
· Public Works Representative Office
· Regional Representative Office

It is fairly straightforward to establish an RO. If the RO plans to deal with bilateral trade, it is necessary to be granted permission from the Ministry of Trade. For that to happen, the company’s head office needs to issue the following three letters:

· Letter of intent, which states the company’s intention to establish an RO

· Letter of appointment, which states the appointment of the Chief Representative

· Letter of statement, which states that the Chief Representative intends to follow local regulations.

These three letters must be stamped by a notary public and approved by the Indonesian Embassy in Norway. Upon approval, the Indonesian Embassy will issue a Letter of Notification (Surat Keterangan). The RO will then receive a license valid for 2 years, which can be renewed. For other types of RO, other letters are required. For more information, go to:

http://www.indoindians.com/living/repoffice1.htm 
http://www.expat.or.id/business/companyestablishment.html 
Agent/Distributor

An agent or distributor, as the local representative of the company, will be able to take care of the legal procedures necessary for setting up the company, i.e. registration, acquiring work permits etc. 

Selecting a local partner is going to be one of the most important decisions an investor makes. It is therefore highly recommended to be cautious, do the selection process thoroughly and over a certain period of time. Direct meetings with a potential partner are definitely advised, so that both parts have a chance to get acquainted and exchange ideas, expectations and procedures. It should be a concern that both parts agree on the ambitions of the company, and the responsibilities and obligations of each partner.

As mentioned earlier, networking and the development of close relationships are two very important 'features' of Indonesian business. When searching for a partner, it is therefore recommended to look for one that is well connected. Experience, and preferably in the foreign company's field of business, is another important criteria, as is the knowledge that the partner has the resources and capital necessary to fulfil expectations.

BKPM can supply names of potential business partners. INBC is also a likely source of information, as are other various industry associations. Norwegian companies and the Embassy might also be able to provide valuable input on this matter. 

Limited Liability Company (LLC)

An LLC, or Perseroan Terbatas (PT), is similar to the Norwegian ‘Aksjeselskap’. This is the most common form of company, and foreign companies which have started out as an RO, usually convert their company to a LLC after a year or so. You can either form a business partnership (joint venture) with an Indonesian counterpart, or have a 100% foreign owned company. In some fields of business, however, there are requirements stating that a certain percentage must be owned and controlled by Indonesians. This ranges from 5-51%, as stated in the Negative List. The legal requirements state that there must be at least 2 shareholders, with a minimum of USD 100,000 in paid-in capital. Liability is limited to the amount contributed. The existing regulations of a limited liability company can be found here: http://www.bkpm.go.id/index.php/main/lawregdetail/15 
The Negative List: http://www3.bkpm.go.id/file_uploaded/PPres-36-2010.pdf  (English) and http://www.bkpm.go.id/file_uploaded/Peraturan%20Presiden%20Nomor%2036%20tahun%202010%20Tentang%20Daftar%20bidang%20usaha%20yang%20tertutup%20dan%20bidang%20usaha%20yang%20Terbuka%20dengan%20persyaratan%20di%20bidang%20penanaman%20modal.pdf (Original Bahasa Indonesia)
Foreign Direct Investment Company (FDI)

A Foreign Direct Investment Company, or Perusahan Model Asing (PMA) can be established either in the form of a 100% foreign owned company, or as a joint venture between foreign and Indonesian counterparts. After the initial 15 years, a 100% foreign company must sell at least 5% to an Indonesian entity. Companies that are 95% (or less) foreign owned are not required to divest later. 

PMA's are governed by the Investment Law of 2007, but they are also subject to any policies that are specific to the line of business chosen. A PMA should be incorporated as a limited liability company, Perseroan Terbatas (PT). Although foreign (and domestic) companies are allowed to set up operations anywhere, factories have to be set up either in an industrial estate or in other special areas zoned for industry. A company that wants to apply for a new investment must submit the document MODEL I/PMA to the Indonesia Investment Coordination Board (BKPM). 
A form can be found here: http://www.bkpm.go.id/file_uploaded/Model%20I_PMA.rtf  
The following list outlines the procedures that are necessary to set up a foreign company in Indonesia.

Procedure 1: Obtain the standard form of the company deed from the Ministry of Law and Human Rights; arrange for a notary electronically; obtain clearance for the Indonesian company's name at the Ministry of Law and Human Rights. 

The uniqueness of the company name must be checked, to verify that no other company in Indonesia has the same name. This must be done by a notary. If the name is unique, it will be cleared and reserved for your company. There is an official charge of Rp. 385,000, and the process takes 7 days.

 Procedure 2:  Notarize company documents before a notary public. The process takes 7 days. No fee.
Procedure 3: Pay the State Treasury for the non-tax state revenue (PNBP) fees for legal services pursuant to the Decree of the Minister of Justice No. M.OI-UM.01.06/1993. 

Non tax state revenue payment (PNBP) is computerized and can only be accessed by a notary public. This procedure takes one day, and there is an official fee of Rp. 200,000.
Procedure 4: Apply to the Ministry of Law and Human Rights for approval of the deed of establishment.

A notary public must file the certificate of bank account and the copy of the bank transmittal advice, tax registration number and the certificate of company domicile with the Ministry of Law and human Rights. This procedure normally takes 14 days, but delays do occur. There is an official fee of Rp. 1,100,000.

Procedure 5: Register with the Company Register (Department of Trade) and obtain a registration certificate (TDP). 

This takes 15 days to complete, and there is a fee of Rp.500,000

Procedure 6: Obtain a taxpayer registration number (NPWP) and a VAT collector number (NPPKP). 

The company must obtain a tax registration number from the Tax Office, and a VAT collector number if one expects annual revenues of more than Rp. 600 million from the sales of goods and services. This procedure takes 14 days to complete, and there is no official charge. 

Procedure 7: Apply for the permanent business trading license (Surat Izin Usaha Perdagangan, SIUP). 

The SIUP is a business license for a non-facility company that engages in trade. The license contains details about the company activities and the person in charge. There is no official fee. 

Procedure 8: Register with the Ministry of Manpower.

If you have 10 or more employees, or are paying a monthly payroll in excess of Rp. 1 million, you must register with the Ministry of Manpower. The procedure takes 14 days to complete, but can be done simultaneously with procedure 9. There is no official charge. 

Procedure 9: Apply for the Workers Social Security Program (Jamsostek Program)

Similar to Procedure 10, if your company has 10 or more employees, or monthly wages higher than Rp. 1 Million per employee, the company must apply for the Workers Social Security Program. This procedure takes 7 days to complete, and can be done simultaneously with procedure 9. No official fee. If the company offers an independent social security program for its employees, however, procedure 11 is not necessary.

Source: www.doingbusiness.org
Due to the complexity related to starting up an FDI in Indonesia, it is strongly recommended that Norwegian companies hand over this responsibility to an Indonesian law firm. There is basically no point in spending the time to for the company itself to do this, and for some of the procedures it is necessary to use a notary anyway. Besides, for a law firm these are quite standard procedures, especially since many lawyers specialize in setting up new companies.

To learn more about the procedures involved in setting up a company in Indonesia, a good place to start is the Indonesian Embassy in Oslo’s website: (http://www.indonesia-oslo.no). The embassy website will give you a brief outline of the current rules and regulations for investors, as well as information on how to set up a foreign investment company in Indonesia. Here you can also download the applications needed.

All applications needed for foreign companies to get established in Indonesia can be found at the following website:

http://www.indonesia-oslo.no/economic-affairs/214-application-forms.html 
For more information on import regulations, go to:

The Indonesian Customs Office: http://www.beacukai.go.id, or: http://www.tradecommissioner.gc.ca/eng/document.jsp?did=38386&cid=533&oid=179 
Local staff

Indonesian companies are traditionally not focused on training staff, so skilled labour is a commodity in limited supply. Besides, people with skills might have developed a work philosophy or routine that is different from what your company wants. One advice is therefore to rely on in-house training of personnel. Setting up a solid employee training program can be a competitive advantage for foreign investors which enable them to recruit the best candidates. According to the experiences of several foreign companies, Indonesia workers respond very well to human resource training. Next to their salaries, training is highly valued among employees. Among white-collar workers there is usually a lot of prestige attached to having worked for a multinational company, because they are recognized for devoting more resources to training. A company which can offer training therefore also produces more content and loyal employees, thereby building closer relations to them. Continued training is also an efficient way of keeping employees happy and loyal, resulting in a very low turnover of labour. 

Patience is a virtue when trying to introduce new management policies etc. that are very different from local ones. Sudden changes might cause insecurity and be misunderstood as a form of disrespect of Indonesian customs. Gradual change is therefore more effective. 

Universities and Institutes in Indonesia

According to Quacquarelli Symonds (http://www.qsnetwork.com), a company which ranks universities all over the world, the top eight universities in Indonesia are the following:

University of Indonesia, Jakarta and Depok, West Java: (http://www.ui.ac.id/en)
- Recognized as one of Asia's best universities, and the best institution in Indonesia.

- Faculties: Engineering, Medicine; Mathematics, Natural Sciences, Economic, Social Sciences, Humanities.

Gadjah Mada University, Yogyakarta, Central Java: (http://www.ugm.ac.id/eng/)   
- The oldest and largest university in Indonesia. 

- Campus in Yogyakarta, cooperates with University of Oslo and Agder University.

- Faculties: Economics, Biology, Geography, Engineering, Pharmacy, Forestry, Law.
Bandung Institute of Technology, Bandung, Central Java: (http://www.itb.ac.id/en/) 
- One of Indonesia's most highly recognized technical, educational and research centres.

- Faculties: Science, Geoscience, Engineering, Technology.
Bogor Agricultural University, Bogor, West Java: (http://www.ipb.ac.id/eng/) 
- Faculties: Agriculture, Fisheries and Marine Science, Forestry

University of Airlangga, Surabaya, East Java: (http://www.unair.ac.id/en/) 
- Faculties: Law, Economy, Social Sciences, Science and Technology, Medicine.

Diponegoro University, Semarang, Central Java: (http://www.en.undip.ac.id/) 
- Faculties: Engineering (Shipbuilding, Chemical, Geological, and Mechanical Engineering), Fisheries and Marine Sciences, Law, Economics.

Sebelas Maret University, Surakarta, Central Java: (http://www.uns.ac.id/) 
- Faculties: Social and Political Sciences, Law, Engineering, Economics, Agriculture.

Brawijaya University, Malang, East Java: (http://www.brawijaya.ac.id/en/1_about/awal.php) 
- With more than 30,000 students, BU is one of the leading universities in Indonesia. 

- Faculties: Engineering (Civil, Industrial, Water, and Mechanical Engineering), Law, Economics.

Other universities worth mentioning:

Veteran University, Yogyakarta, Central Java: (http://www.upnyk.ac.id/) 
- Faculties: Technology, Engineering (Mineral, Industrial), Agriculture

Hasanuddin University, Makassar, Sulawesi: (http://www.unhas.ac.id/)   
- Faculties: Law, Economics, Marine Science, Forestry, Engineering (Naval, Geological)

Udayani University, Bali: (http://www.unud.ac.id/eng/index.php) 
- Faculties: Economics, Law, Engineering, Mathematics

Gateway College, Bali: (http://www.gatewaycollege.no/forside/bali/)  

- A number of Norwegian courses are taught, including:

Psychology, Tourism, Sports

For more universities and research centres, with links: http://en.wikipedia.org/wiki/List_of_universities_in_Indonesia 
Lawyer/Notary Public

For the legal aspects of doing business in Indonesia, including the initial process of establishing the company, hiring a good lawyer is essential. The procedure of setting up a new company is not complicated, so most lawyers can do this. It can, however, be a time consuming process. To save time, it is therefore important that the lawyer has been accurate when preparing/completing the documents needed for the process, since any small error or incomplete paperwork can seriously delay the application process.

A notary public is a public official who notarizes (ensure the authenticity of) legal documents. The assistance of a notary is a requirement for several of the legal procedures when setting up a PMA. To find a notary, visit: http://www.ikatannotarisindonesia.or.id 
As mentioned earlier, if your company has a local representative, he should also be able to help with setting up a PMA.

Getting Approval for Expatriate Labour

A Foreign Investment Company (PMA) that intends to employ a foreign worker must submit an Expatriate placement plan (RPTKA) to the Investment and Coordinating Board (BKPM). Work permits for senior positions (such as Company director) last for 3 years, and can be renewed just before expiration.

After the RPTKA is issued, the PMA is required to submit a Limited Stay Visa (VITAS) application to BKPM. When the VITAS has been issued, a work permit (IKTA) will be issued by the Ministry of Manpower after the company has paid the DPKK, which is a fee that companies hiring foreign workers has to pay. This fee is $100 per month per foreign employee. The fee offsets the costs of training Indonesian nationals. The foreign worker can enter the country after receiving the VITAS.

For further information on the process of setting up an FDI, please visit the following websites:

http://www.bkpm.go.id/index.php/main/procapp
http://indonesia-oslo.no/ 

http://www.expat.or.id/business/companyestablishment.html 

Where to establish a company

There are now many modern office buildings in and around Jakarta, and in other larger cities in Indonesia, and these hold western standards. The standard of the office space should therefore not influence where to set up an office. There are a few other factors, however, that should count: 

To keep logistics as simple as possible, you have to analyse who your company has to deal with on a regular basis. The nearness to these (business clients, other contacts such as government institutions, maybe the Norwegian Embassy) is likely the most important factor. Since traffic is a major challenge in and around most of Indonesia’s larger cities, the travel time to get to meetings etc. should influence your decision. Another factor influencing the decision should be the time it takes for employees to travel to the office. The expat workers´ family situation should also be considered. Most expats, who intend to stay in Indonesia for a while, will bring their family, and therefore the family situation should be an influential factor. Distance to the house, school or kindergarten, shopping and other leisure facilities, are factors. It is advised to meet with companies already established in Indonesia to get most up to date recommendations.

For more information on finding an office space: http://expat.or.id/business/servicedoffices.html 
Industrial Estates

Industrial estates are areas designated by the central or regional governments where industrial development should be promoted, based on sector or regional priorities and plans. Outside these designated zones, no other industrial sites should be permitted. Industrial estates in Indonesia typically have the following features:

1. Infrastructure: roads, water supply, drainage system, waste water system, electricity, telecommunications.

2. Facilities: medical services, fire brigade, security, commercial services, recreational area.

3. Special facilities: employee housing, office space, conference room, fibre optic telecommunications cables, special transport services.

As of 2009, there are a total of 48 operating industrial estates, covering a combined area of approximately 18,000 hectares. The infrastructure standard within the industrial estates varies, although most are equipped with adequate road networks, electricity and water facilities. Most industrial estates are located in Western Java, but they are also available in most other provinces: 

· Jakarta

· West Java (Bekasi, Karawang, Purwakarta)

· Banten (Tangerang, Serang)

· Central Java (Semarang, Cilacap)

· Yogyakarta (Piyungan)

· East Java (Surabaya, Gresik, Sidoarjo, Pasuruan, Probolinggo)

· North Sumatra (Medan)

· West Sumatra (Padang)

· Lampung

· Riau

· Riau Islands (Batam Island, Bintan Island)

· South Sulawesi (Makassar)

· East Kalimantan (Bontang)

For more information on Industrial Estates: http://goliath.ecnext.com/coms2/gi_0199-7378872/Development-of-industrial-estate-in.html
For contact details: http://indonesia.yoolk.com/industry-agricultural-and-garment/industrial-estate/
Free Trade Zones (FTZ's) and Bonded Zones. 

Bonded Zones are established to encourage exports from Indonesia through exemption of certain import duties and taxes as: 

a. Exemption of imported capital requirement and raw materials from import duty, on the condition that at least 66% of the production value of finished goods or at least 50% of production value of semi-finished products in exported, and

b.
Exemption of excise tax, value added tax, sales tax on luxury goods and income tax article 22. Such exemptions are valid for imported capital goods, imported raw materials, incoming taxable goods for processing from other companies, outgoing and returning taxable goods to other companies for subcontracting, outgoing taxable goods to BINTEK exemption companies and outgoing and returning machinery to other companies for repair. (BINTEK is a government body under the Ministry of Finance in charge of promotion of exports through the provision of special facilities. Companies can apply for BINTEK exemption provided certain conditions are met.)

b. In addition, investors in Bonded Zones are not required to apply for additional implementation licenses (location, construction, and nuisance act permits and land titles. 

Companies which can apply to operate in Bonded Zones include:

- Foreign Direct Investment Companies (PMA)

- Domestic Investment Companies (PMDN)

- Limited liability Companies which do not fall into the PMA or PMDN categories, and

- Cooperatives with legal status

 To further improve the investment climate, the Indonesian government is in the process of developing so-called special economic zones (SEZ), which will provide improved services, capital, supporting industries, and skilled labour. The SEZs will be a joint effort between Singaporean and Indonesian authorities, drawing on both countries' comparative advantages. The first SEZ will be opened on the Riau Islands of Batam, Bintan and Karimun.

Source: American Indonesian Chamber of Commerce http://www.aiccusa.org/regs.htm 
Indonesia currently has three regions with the status of a FTZ, while around 20 more regions have applied for FTZ status. The three current FTZ regions are Batam, Bintan and Karimun. Sabang in the Aceh Province has the status of a Free Trade & Free Port zone. It is located at the entry of the Malaccan Strait with about 50,000 ships passing through annually. 

For more information on the FTZs: http://www.bkpm.go.id/index.php/main/sub/111 , 

http://www.bkpm.go.id/index.php/main/content/109 
For more information on the industrial parks in Batam, Bintan and Karimun: 

http://www.sembcorp.com.sg/Sembcorp/business_parks.html   
For more information on the industrial parks in Sabang: http://www.bpks.go.id/en/index.php  

Norwegian companies in Indonesia

Currently there are approximately 20 Norwegian companies in Indonesia. In addition, several of the larger Norwegian shipping lines have ships sailing to Indonesian ports regularly. Some Norwegian companies ended their engagement in Indonesia after the Asian financial crisis in 1998. Contact data for all companies can be received by contacting INBC or the Norwegian Embassy in Jakarta.

According to Initiativet for Etisk Handel (IEH) in 2007 11 of 69 members reported they were doing business with suppliers from Indonesia. Current numbers are most likely higher. In their 2008 report, Statens Pensjonsfond, avdeling utland (SPU) states that the fund has invested roughly NOK 1.6 billion in Indonesia, mainly in the bank sector and in natural resources. Their portfolio from 31 December 2009 showed that the fund had increased its investments in Indonesia to NOK 3.1
. NHO is actively cooperating with APINDO, the Indonesian Employers Association. Focus for their cooperation is human resource development, the training of women entrepreneurs, and labour laws. The Indonesia Norway Business Council (INBC) has approximately 40 members, with 20 company members. INBC organizes monthly gatherings and presentations on issues relevant to business in Indonesia and it cooperates closely with the Embassy in enhancing Norwegian companies standing in Indonesia. 

Trade and Industry Seminars and Exhibitions (2010)

- Eurotech 2010 (19-22 May, 2010, Jakarta Convention Centre): www.eurotech2010.com   
- European Technology for Indonesia Expo and Forum

- Focus on Indonesia as a market for European technology:

- Energy (oil/gas, coal, renewable and nuclear energy), 

- Chemicals, 

- Transportation and Logistics, 

- Agriculture, Food Processing and Packaging 

- Water and Waste Water

- Eurotech is held concurrently with: 

- Indonesia Energy Summit 2010 (International Exhibition and Conference on Energy, Technology and Services)

- InaChem 2010 (Indonesia International Chemical Summit Exhibition & Conference)

- Indonesia Transport and Logistics Expo & Forum 2010 (3rd International Exhibition on transport & Logistics)

- Agrofood Expo 2010 (10th annual International Exhibition and conference on Agricultural   products, Food products, Technology and Services)

- Indowater 2010 (28-30 July 2010, Grand City Expo, Surabaya): www.indowater.com 

- International Exhibition and Forum on Water, Wastewater and Recycling
- Held concurrently with: 
- Indorenergy 2010 (Focus on renewable energy)

 
- Indowaste 2010 (Focus on waste and recycling)
For more exhibitions: http://www.pamerindo.com/ 
NATIONAL LEGAL FRAMEWORK
Some Indonesian business laws and regulations have been accused of being written in very general terms, thereby causing uncertainty about the implementation of regulations in specific cases. It can also take a long time from a new law has been introduced until new clarifying regulations have been implemented. Laws cannot be considered implemented before regulations have been put in place. Furthermore, when new regulations replace old ones, there is sometimes ambiguity as to how the transition will take place, if unexpired business licenses will be honored etc. Another issue can be that English translations of new laws often are not available. Be aware also that your company may be subject to local regulations, which may sometimes overlap national regulations. In short, as in most countries, there may be a need for companies to find trustworthy legal representation that can guide you through the legal framework. Below we have highlighted some of the most relevant laws relevant for businesses.
The Law on Investment (25/2007)

The 2007 Law on Investment replaces both the Domestic Investment Law of 1968 and the Foreign Investment Law of 1967. The new law aims to address concerns put forward by investors, particularly the “lack of legal certainty, the difficulties of negotiating and enforcing contracts, and the perceived unequal treatment of domestic versus foreign companies”.

Source: International Energy Agency (http://www.iea.org/index.asp) 
Prior to the 2007 Investment law, foreign and domestic investments were subject to different laws. The new Law aims to simplify the investment regulations, and it applies to both foreign and domestic investors. According to the revised law, foreign and domestic investments receive equal treatment except in cases where investors originate from countries which receive special rights based on an agreement with Indonesia. Investors may freely transfer assets to other parties as long as those are not considered state assets. Investors are required to give priority to Indonesian labour. The new law recognizes the need for protection of foreign investment capital from nationalization and expropriation, and mandates the right for foreign investors to seek redress in international arbitration courts for disputes with the government that are investment related. Indonesia has furthermore signed bilateral investment protection agreements with 60 countries, including Norway.  As of August 1, 2009, the state has not expropriated any foreign investment since the previous foreign investment law was implemented in 1967.

Under the investment law, the government gives assurance to investors concerning the “transfer and repatriation of funds, in foreign currency, on capital, profit, interest, dividend and other income, funds required for production purposes and several other business operations *. 

Note
* funds required for (i) purchasing raw material, intermediate goods, or final goods, and (ii) replacing capital goods for continuation of business operations, additional funds required for investment project, funds for debt payment, royalties, income of foreign individual working on the investment project, earning from selling or liquidation of invested company, compensation for losses, and compensation for expropriation.

Source: US Department of State (http://www.state.gov/e/eeb/ifd/2008/103669.htm)

The Investment Law gives authority to the Investment and Cooperating Board (BKPM) in terms of the implementation and proposals of investment policy, in an attempt to speed up investment approval and develop a roadmap for investors, as well as provide consultation to investors seeking capital investments. Another important feature of the new Investment Law is the tax incentives that can be granted to businesses. To be applicable for these tax incentives, however, certain criteria must be fulfilled. For instance, an investor must invest in a pioneer industry, contribute with new technology or be strategic to the Indonesian economy. The Law lists several incentives that can be utilized, for instance:

· exception or reduction of income tax, import tax or value added tax (VAT)

· exception or reduction of land and building taxes, and

· accelerated asset amortization and depreciation

More information on these incentives is found in the handbook's section on investment incentives. For more information on the Investment Law and regulations in Indonesia, go to:

http://www.eurocham.or.id/en/laws-and-regulations/investment-law
http://www.embassyofindonesia.org/ina-usa/economy/ecolaws.htm
http://www.bkpm.go.id/index.php/main/lawreg 
http://www.fdi.net/documents/WorldBank/databases/indonesi/indonesia_investment_law_07.pdf 
The Negative List

The Investment Law contains a list of fields of business that are totally or partially closed to private foreign and/or domestic investments. This is called the Negative List. There are three main categories:

· Fields of business that are totally closed to all private investors

· Fields of business that are totally closed to all foreign investors

· Fields of business that are open to Joint Ventures between foreign and domestic capital at a 49-95% share of ownership by foreign citizens or entities. 

Currently the Negative List contains 338 fields of business. The list tells you exactly which types of business that are closed, or has limitations, for foreign investors. In general you can say that whatever not on the list is fully open for foreign investors. Before investing in Indonesia, be sure to check whether your business field is on this list!

The Negative List can be found here: http://www3.bkpm.go.id/file_uploaded/PPres-36-2010.pdf  (English) and http://www.bkpm.go.id/file_uploaded/Peraturan%20Presiden%20Nomor%2036%20tahun%202010%20Tentang%20Daftar%20bidang%20usaha%20yang%20tertutup%20dan%20bidang%20usaha%20yang%20Terbuka%20dengan%20persyaratan%20di%20bidang%20penanaman%20modal.pdf (Original, Bahasa Indonesia)
The Labour Law

The Labour Law has by some critics been called a serious constraint to doing business in Indonesia. Passed into law under President Megawati, the Yudhoyono administration has without much success first tried to repeal and revise a labour law which dramatically favours workers at the expense of employers. For instance, the law requires companies to make severance payments for a minimum of 108 weeks to workers who have been laid off. It is important to note, however, that the Indonesian Labour law is not very different from Norwegian labour laws and practices, and the law can be seen as proof that Indonesia has come a long way in securing workers’ rights.

For more information about the Labour Law: 
http://www.ilo.org/public/english/dialogue/ifpdial/info/termination/countries/indonesia.htm
The Bill on Mineral and Coal Mining

2009 saw the introduction of a new Bill on Mineral and Coal Mining (4/2009). The new mining license (Izin Usaha Pertambangan, IUP) is divided into two phases; exploration and production. The former regulation provided for 6 different licenses. Any IUP exploration holder is guaranteed an IUP production license. The mining right held by an IUP holder cannot be transferred to other parties. A mining right is not equal to a surface land right. 

All IUP holders must use local or national mining service providers if they are available. IUP holders must also pay state and regional taxes. Whereas the former law required that all KP holders were Indonesian nationals or Indonesian companies controlled and managed by Indonesians, the new mining bill removes these restrictions. This also corresponds with the current Negative List, which holds that mining is 100% open to foreign investments. 

After a 5 year period, foreign companies holding a mining production license must divest shares. It is at present unclear how much need be divested. It is also still uncertain whether mining rights issued under the previous mining law (KP) will be honoured by the new law, or if there will be a transition period. However, all regulations issued under the former law will be effective under the new law, unless they are in conflict with the latter. The question then is what will happen to existing mining rights which give concessions for areas that are greater than, or lasting for a longer period than what the current law permits. The new mining law removes the CoW (Contracts of Work) which was introduced to attract foreign investors, but CoW rights will remain until their original expiration date. Instead of CoW, the government will award licenses for new projects.

The new mining law allows IUP exploration for up to 8 years, and production for up to 20years but with options for two 10 years extensions. 

For more information about the bill:

http://www.worldservicesgroup.com/publications.asp?action=article&artid=2809
http://www.first-advisory.com/documents/JKTDMS-131266-v1-MKT_ENRI_Newsletter_Dec_2008.pdf
The Oil and Gas Law

The Oil and Gas Law, no.22/2001, ended the monopoly of state owned oil company Pertamina, thereby liberalising the oil and gas sector for domestic and foreign investors. BPMigas, the Executive Agency for Upstream Oil and Gas Activity, was established as an agency to supervise and control all upstream oil and gas activities, hoping to bring greater transparency to the sector. 

Oil and gas remains a national asset controlled by the state, but the regions now share some of the profits and have certain other control.

For more information on the oil and gas law, and the sector in general:

BPMigas: http://www.bpmigas.com/English/default.asp
Indonesia Petroleum Association: http://www.ipa.or.id/home.asp
Global Asia article: http://globalasia.org/pdf/issue6/v3n2_steele.pdf 

The Shipping Law

The new law closes the market for foreign flag vessels between Indonesian ports. This will happen step by step and will be fully implemented by 2010. Already today, however, most Indonesian companies will request Indonesian flag vessels for contracts. Prior regulations allowed for a flag waiver, letting foreign flagged ships sail in domestic waters for up to three months. With the new law, this flag waiver has been removed. 

The new requirements will open up for the possibility of investments in shipping, as the Indonesian fleet is old, and for instance in the tanker sector, about 70% has been done by foreign vessels, which will have to change with the new law. This can be achieved either by building new vessels, or by buying second hand vessels. As the law was recently changed, reducing the maximum age of a vessel for import from 30 years to 25 in 2009 years, with the intention to reduce that with 5 years every year until reach 15 years in 2011. If this will be followed Indonesian yards will need to increase their building capacity and banks need to open up for better financing of vessels. Sectors that will need large investments are tankers, dry-bulk or general cargo ships, and coal barges. 

According to the new law from 2008, foreign companies wanting to set up a shipping company in Indonesia need 51% Indonesian ownership. Another requirement is that they have to own one ship of minimum 5000GT. The Indonesian port sector has received much criticism for its performance, mainly because of lack of efficiency. The 2008 shipping law hopes to address these concerns. The new law removes the state sector monopoly of port management, and opens up for private sector participation.

For more information on the 2008 Shipping Law, and the shipping sector in general:

http://www.senada.or.id/new/attachments/159_5.37%20David%20Ray%20-%202008%20Shipping%20Law%20(9-08%20eng)%20(9-10%20cl).pdf
Law on Disputes and Conflict resolution

Act no. 30 of 1999 on Arbitration and Alternative Disputes Resolution is a response to foreign investors’ demand that the Indonesian government provide better legal protection for their investments, particularly in cases where a dispute arise between foreign investors and a local partner or the government. With Alternative Disputes Resolution (ADR) one refers to negotiation, mediation, conciliation, early neutral evaluation, or a hybrid of these. Arbitration and ADR are restricted to commercial disputes.

According to the 1999 Law, an international arbitration award can be enforced in Indonesia if an execution order from the chief of the Central Jakarta District Court has been obtained.

Any agreement reached between two parties shall be based on good faith. This principle is the foundation of commercial law. Good faith is also central to arbitration, because arbitration is a contract negotiated and reached between to parties. International and Indonesian legislation requires that all parties enter into an agreement with a mutual agreement to act in good faith.

Prior to this law, a cancellation suit against an arbitration award could delay the enforcement of that award for several years. The new law changes this, by stipulating that the district court must decide upon a cancellation suit within 30 days of receiving the suit.

Article 32 of the 2007 Law on Investment further stipulates the settlement of investment disputes between domestic or foreign investors on the one side, and the state on the other. The Article states that if a dispute arises, both parties shall try to reach a settlement through direct negotiation. If this fails, the parties can choose ADR. If no settlement is reached through ADR, the parties may refer the dispute to arbitration. For a dispute involving foreign investors, the parties will settle it in international arbitration. The new law also safeguards foreign investors against expropriation by the state. 

For more information: 

http://www.ide.go.jp/English/Publish/Download/Als/pdf/21.pdf
http://www.expat.or.id/business/business.html
Corporate Law

The Company Law of 2007 contains the current framework of corporate governance in Indonesia. According to this law, a company is a separate legal entity, and directors and commissioners are representatives of the company. For a limited liability company (PY) the shareholders constitute the most powerful organ of a company. The General Meeting of Shareholders has the power to approve or disapprove for instance the consolidation, merger, acquisition etc. of the company, as well as the dismissal of commissioners and directors.

The Board of Directors is responsible for running the company, while the Board of Commissioners is obligated to supervise and advise the Directors in running the company. The company’s deed of establishment defines the rights and responsibilities of the shareholders, directors and commissioners.

In a business setting where the owners (shareholders) of a company are separated from the managers (directors) of that company, there is always a fear that the self-interest of the managers might conflict with the interests of the company owners.

The National Committee on Corporate Governance is recommending, initiating and monitoring improvements in corporate governance in Indonesia. It has indicated ten key areas where reforms are necessary, and it has drawn up a Model Code of Corporate Governance that companies can use in implementing corporate governance.

There is also a Forum for Corporate Governance in Indonesia (FCGI), of which aim is to contribute to improved governance in the private sector.

Corporate Governance has the following potential benefits:

1.
Improves the company’s ability to raise capital;  

2.
Reduces cost of capital; 

3.
Improves business performance 

4.
Increases company value. 

For more information on corporate law in Indonesia, go to: 

http://www.eurocham.or.id/en/laws-and-regulations/company-law 
http://www.fcgi.or.id/en/index.shtml
Article 71 on Corporate Social Responsibility (CSR)

When Indonesia passed the 2007 Company Law it became the first country to make Corporate Social Responsibility (CSR) mandatory. Article 71 of the Company Law states that all companies involved with natural resource exploitation are required to conduct CSR programs, and if refusing to do so, they may be liable to sanctions. No regulations are in place yet.

For more information on CSR in Indonesia: 

http://www.unrisd.org/unrisd/website/document.nsf/d2a23ad2d50cb2a280256eb300385855/ef8f86e50d18e6d480256b61005ae53a/$FILE/kemp.pdf
Land rights

Foreign investors are not allowed to own land in Indonesia. According to the BKPM website, three different land rights exist for foreign investors:

· Right to cultivate/exploit (Hak Guna Usaha): This is the right to exploit and cultivate state owned land for agricultural purposes for a period of 35 years and extendable by 25 years
· Right to build (Hak Guna Bangunan): this is the right to build and possess a construction on land for 30 years, extendable by 20 years
· Right to use (Hak Pakai): This gives you the right to exploit state owned or other land for a specific purpose for a period of 25 years, extendable by 25 years.

For more information on land rights: http://www.expat.or.id/info/ownershiprights.html
PRACTICAL ISSUES 

Taxation

The tax office requires all residents in Indonesia to have their own personal tax numbers (Nomor Pokok Wajib Pajak, NPWP) Expatriates are included, but minors (those too young to work) are exempted. Income tax is subject to regional government regulations, and it is expected to be paid every month. Indonesia has a progressive rate from 10-30% depending on income. There are three income brackets:

Corporate tax

Companies have to pay tax monthly according to the expected income for the present year. If expected income is unknown, the previous year is used as a guide

Indonesia used to have a progressive corporate tax rate, but from January 1, 2009 the rate is flat at 28%. From January 1, 2010 the rate will be reduced to 25%.

Other income:



         Tax Rate

Dividends




20%

Interest




20%

Tax on personal income

Rp. 50,000,000 or less


10%

Rp. 50,000,001 to 100,000,000

15%

Rp. 100,000,001 or more


30%

Other taxes

Tax on Luxury goods: 
10-75%

Land tax:


0,5%

Imports tax:


0-200%

Stamp duties:


Rp. 3,000-6,000

Property tax:


variable according to the market price

Export tax:


Rp. 250,000 by air, 





Rp. 100,000 by sea, 





Rp. 50,000 by road

VAT
Indonesian VAT is currently 10% for most products and services.

Import of Equipment and Raw Materials for the Development of Investment Projects

Indonesia charges a tariff of up to 5% on the import of equipment and raw materials utilized for the development of investment projects. More information on taxes and tax incentives given to FDI companies in Indonesia can be found here: http://www.indonesiatoronto.org/economic/index.asp?act=link&menu_id=7

- For more information on taxes and tax incentives:

http://www.indonesiatoronto.org/economic/index.asp?act=link&menu_id=7 
-The rate of inflation can be found here: http://www.bi.go.id/web/en/Moneter/Inflasi/# 
- Bank Indonesia's annual economic reports: http://www.bi.go.id/web/en/Publikasi/Laporan+Tahunan/Laporan+Perekonomian+Indonesia/  

Office expenses

Typical expenses related to the office space (in Indonesian Rupiah):

Office rental: 

South Jakarta:
 

80-110,000 per m2/month




Central Jakarta: 

100-120,000 per m2/month


Electricity: 

Fixed costs:




Costs per KW/h:

Telephone: 

Fixed costs:




Costs per minute:  






- Local calls:  


250 (2 mins.)




- Long distance calls:

200 (1 min)






- International calls:

9,400 (Norway, 1 min)


Internet: 

- Business package (3Mbps):
1,695,000 (monthly fee)

For more information about office expenses, contact the INBC.


Company bank account

Once you have obtained the company domicile and the taxpayer registration number (procedures 3 and 4 described in the sub-chapter on the legal process and procedures of starting a company) your company can get a bank account. If you want to set up a Foreign Investment Company, however, you need to prove that you have paid-up capital, and for that you need to have a bank account. Most banks can give you a temporary bank account for exactly that purpose. It is easy to live as an expat in Indonesia without opening a local bank account. Cash can very easily be obtained from a well developed ATM system throughout the country.

General advice for foreign investors

· Make sure there are no restrictions or ´red tape´ on the type of business your company is planning to do.

· Find a good notary to help you set up your company.

· Do not bring in too much capital in the beginning (Don’t come in big).

· Pay employees in key positions well.

· Building relations is very important, both within the company and outside.

Visa & work permit procedures

Any foreigners intending to work and stay in Indonesia must have a sponsor both in Norway (or home country) and in Indonesia. If you are planning on staying and working in Indonesia for an extended time, you need an approval from the Immigration Office in Indonesia. To get an approval, you must apply for a visa as well as work and stay permits. It is recommended that your counterpart (company) in Indonesia does this for you. There are also quite a few local agents that specialize in helping foreign companies and individuals acquire the visas necessary for working and living here.

All foreigners (Norwegians) intending to work and stay in Indonesia need the following documents:

-
Temporary stay visa (VITAS) or Limited stay visa (KITAS)

-
Expatriate work permit (IKTA)

The family members of the person intending to work here need only a temporary stay visa.

Information about visa applications and procedures can found at: 

http://www.indonesia-oslo.no/images/visa%20form.pdf
http://www.indonesia-oslo.no/consular-affairs/49-temporary-stay-visa.html 
http://www.expat.or.id/business/expatstayrequirements.html 
Moving to and living in Indonesia

Essential information about moving to Indonesia (including customs, health issues, visas, documents, etc.) and about living there (accommodation, schools, networks and leisure activities) can be found on the following website:

http://www.expat.or.id 
Investment Incentives

Although for the last decade or so Indonesia’s economic growth has to a large degree been driven by domestic demand, private investments have been an important contributor to development. The country realizes that in order to industrialize, it is necessary to have strong economic ties to the western world, for exchange of goodwill, technology and capacity building. Besides, the government's ambitions are greater than merely being a 'follower', but rather a leader, in the region and in Asia as a whole. By offering investment incentives, and by continually improving the investment climate, the government is hoping to attract more foreign investors.

The government offers tax incentives to 15 industries in particular: textiles, chemicals, pulp and paper board, pharmaceutical, products using rubber as raw material, iron and steel making, electronics, and land transportation products. These industries can take advantage of the following incentives: 30 percent deduction of realized investment from gross taxable income, carry forward losses for up to 10 years, an expedited depreciation schedule; 10-15 percent reduction of income tax on dividends paid outside Indonesia. Again, these incentives are applicable to both new and expanding investors. 

The government also offers incentives to foreign and domestic investors who establish themselves in any of the country's bonded zones. Bonded zones offer exemptions from implementation licenses, such as location, construction, nuisance act permits or land titles. Taxes and duties such as import duty, income tax, VAT, and sales tax on imported raw materials, equipment and capital goods, are also exempt as long as the finished products are exported. Furthermore, foreign investors are allowed 100% ownership.

The investment law further outlines investment incentives offered to certain investments. Incentives are given to new investors and investors that are expanding, if the investment project satisfies at least one of the following criteria: 

1.
Creates employment for a large number of local workers

2.
Relates to the infrastructure sector

3.
Involves the transfer of technology

4.
Is classified as a pioneer industry

5.
Is located in remote or developing areas, or in areas that border other countries

6.
Provides sustainable environmental development

7.
Involves research and development

8.
Involves partnership with micro-, small-, or medium-sized enterprises

9.
Uses capital goods, machinery or equipment that has been produced domestically.

Some of the incentives that may be offered to the above investment projects are: 

1. 
Reduction of income payable by five percent of capital investment annual for six years

2.
Exemption of import duty, or tax relief, for imports of capital goods, machinery or equipment not produced in Indonesia or for imports of raw materials or supporting materials within a certain time period; 

3.
Exemption or suspension of imposition of value-added tax on imported capital goods, machinery or equipment not produced domestically; 

4.
Acceleration of amortization;

5.
Reduction of land-building tax rates

For more information: 

http://www.bkpm.go.id/index.php/main/incentive
http://www.state.gov/e/eeb/ifd/2008/103669.htm
INVESTMENT OPPORTUNITIES BY SECTOR
Indonesia is an economy with a great potential for foreign investments, for several reasons: It is a large country with substantial natural resources, both in the fields of mining an energy, forestry, agriculture, and marine resources, many of which have not been exploited yet. The country has a population of 240 million that provides both a very large and inexpensive workforce as well as a significant market. Indonesia has for several years now also experienced steady annual economic growth, even despite the world economic downturn in 2008-9. Several key economic indicators show signs that this will continue for years to come. This is proof that the Indonesian economy is more robust than ever, and that investors, financial institutions, politicians and decision makers have learned from past experiences. This, together with the fact that Indonesia is a politically stable and moderate society and has a democratically elected government, vouches for lower economic risk compared to most other developing economies, and is resulting in a pronounced level of optimism in the business sector.

Energy

As an emerging economy, Indonesia depends heavily on an increased production domestically of oil, gas, coal and other energy resources. In terms of value, energy is the largest export product and the second largest import product. When considering both the exploited/developed and unexploited/undeveloped energy resources, there is still a great potential for increased trade and investment in the energy sector. The Ministry of Energy and Mineral Resources (MEMR) is well aware that it is dependent on private sector investments in order to achieve the country’s energy development goals.

The Energy Blueprint 2005-2025 states the following measures concerning “Promoting Private Investments for Energy Development”:

· Applying both fiscal and non-fiscal economic incentives, particularly for the supply sources of energy for domestic needs, for the development of new and renewable energy sources and for increasing energy efficiency.

· Providing economic incentives to new investments to develop energy infrastructure

· Developing energy infrastructure

· Developing domestic market for alternative energy sources, especially biofuels.

The Energy Law no.30/2007 highlights the following targets:

· securing domestic energy supply in order to improve national security

· achieving optimum use of renewable and non-renewable energy resources

·  achieving energy conservation and energy efficiency

· realizing environment friendly energy management

· utilizing energy with higher added value

· increasing the capability of the national energy industry

The Indonesian government is seeking to boost the role of independent power producers (IPPs) to help resolve the country’s electricity shortage. In March 2009 the government announced a plan to develop new power plants that could add 10,000MW to the country’s electricity output. This is the second ´fast track´ program fronted by the government. In the first plan, which was carried out between 2005 and 2008, private investors were merely responsible for building the plants for the state owned electricity company PLN. This time around, IPPs are provided a greater role, both as contractors and suppliers, as well as developers of alternative energy resources. According to the new plan, which estimates the prospective power plants to be worth $15.3 Billion, IPPs would be responsible for 6314MW, or approximately 63% of the added output. The government plan emphasizes the wish to develop more power plants that exploit renewable energy sources in order to reduce the dependency on oil and coal. 

While today private investors account for only around 17% of the aggregate power output (29,885MW) in Indonesia, in 10 years´ time it is expected that IPPs will have a 40% share, which is a 135% increase. PLN estimates the domestic demand to increase by 9.7% per year for the next 10 years. This increase requires an additional power output of 57.4GW, which equals investments of around $56 billion. In order to boost interest for the project among IPPs, the government is considering offering a purchase guarantee, as well as tax holidays and other fiscal incentives. Furthermore, while previous IPP schemes have had the government decide the purchase price, a new regulation opens up for the price to be negotiated by the government and the IPPs. PLN plans to seek around $1 billion in loans from foreign banks, to help finance the expansion programme.

For more information: http://www.pln.co.id/Home/tabid/36/language/en-US/Default.aspx 
Oil, gas and coal

Indonesia had 4.3 billion barrels of proven oil reserves and 97.8 Tcf of proven gas reserves as of January 2007. Oil production in Indonesia has decreased steadily during the last decade, owing to disappointing exploration efforts and declining production at Indonesia’s large, mature oil fields. Indonesia largest holder of proven natural gas reserves in the Asia-Pacific region. More than 70 % of the country’s natural gas reserves are located offshore, with the largest reserves found off Natuna Island, East Kalimantan, South Sumatra, and West Papua. 

In 2001, Indonesia’s oil sector experienced significant reforms with the passage of the new Oil and Gas Law No. 22/2001. The law forced state-owned oil company Pertamina to relinquish its role in granting new oil development licenses and limited the company’s monopoly in upstream activities. Pertamina’s regulatory and administrative functions were transferred to the new regulatory body, BP Migas. Pertamina was formed into the limited liability company PT Pertamina (Persero) although it remains a state-owned entity. PT Pertamina is laying the groundwork for full privatization to take place at some point in the future. 

Indonesia’s oil sector is dominated by several international oil companies. The single largest oil producer is Chevron. Pertamina, ConocoPhillips, ExxonMobil and Total are also significant oil producers in the country. Pertamina, Total, ExxonMobil, Vico and ConocoPhillips dominate Indonesia’s natural gas industry. Natural gas transmission and distribution activities are carried out by the state-owned utility Perusahaan Gas Negara (PGN).
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Indonesian oil production is about 970 million barrels per day (bbl/d). Indonesia’s total oil production has dropped by 32 percent since 1996, as many of the country’s largest oil fields continue to decline in output. Indonesia’s oil consumption is more than 1.2 million bbl/d, making it a net importer of oil. The country decided last year to leave OPEC due to that position.

Historically, Indonesian natural gas production has been geared toward export markets, but the country has made an effort to shift natural gas toward domestic uses in recent years as a substitute for the country’s declining oil output. However, Indonesia’s limited natural gas transmission and distribution network remains an obstacle to further domestic consumption. 
Indonesia’s two major LNG production plants, Arun and Bontang, have experienced declining production in recent years. To help make up for this shortfall, Indonesia has vigorously engaged in natural gas exploration activities, as it strives to meet its long-term LNG contract obligations and also to satisfy increasing domestic demand. The Tangguh LNG project in West Papua recently delivered their first LNG cargo to the market. PGN operates more than 3,100 miles of natural gas distribution and transmission lines, comprising nine regional networks. The networks have limited interconnectivity, which has restrained further growth of domestic natural gas consumption. 

Indonesia began exporting natural gas via pipeline in 2001 to Singapore. In 2003 Indonesia began delivering piped gas to Malaysia, and through a second gas connection from Sumatra to Singapore Indonesia has played a leading role in discussions of the proposed “Trans-ASEAN Gas Pipeline”, which envisions the establishment of a transnational pipeline network linking the major natural gas producers and consumers in Southeast Asia. 

Indonesia has 5.5 billion short tons of recoverable coal reserves, of which 85 percent is lignite and sub-bituminous. Roughly two-thirds of the country’s coal reserves are located in Sumatra, with the balance located in Kalimantan, West Java, and Sulawesi. Indonesia was the second largest net exporter of coal in the world in 2004, with 118 MMst of apparent net exports. Domestically coal is to an increasing degree being used in power plants. Coal Based Methane production and Coal Gasification are new technologies being implemented in Indonesia.

More information can be found on: http://www.eia.doe.gov/emeu/cabs/Indonesia/Background.html 
Carbon Credits

A field which Indonesia just recently has started exploring is that of carbon pricing. Indonesia, with its enormous, though rapidly declining forest area, is a country with great potential in terms of Clean Development Mechanism (CDM) projects. Norway is now considering a significant forest involvement in Indonesia, and ‘Carbon Neutral Norway’ is actively searching for more CDM projects here. There is also great potential for CDM credits related to the development of renewable energy like hydroelectricity and geothermal energy. Within the oil and gas sector Statoil is already cooperating with companies locally to stop the burning of gas residue on the oil platforms, and instead use the gas locally. Such projects will also receive CDM credits.

- For more information about CDM in Indonesia: http://web.worldbank.org/WBSITE/EXTERNAL/COUNTRIES/EASTASIAPACIFICEXT/INDONESIAEXTN/0,,contentMDK:21864210~menuPK:224605~pagePK:64027988~piPK:64027986~theSitePK:226309,00.html 
- CDM financing: http://www.cd4cdm.org/Publications/FinanceCDMprojectsGuidebook.pdf  
http://enviroscope.iges.or.jp/modules/envirolib/upload/870/attach/challenges.pdf 
Renewable energy sources

Indonesia has an abundance of geothermal resources. These have been exploited for quite some time, but to a very limited degree. Indonesia today has more than 800 MW of geothermal capacity, making it the fourth largest producer of geothermal power in the world. The Indonesian government estimates that the country holds large untapped geothermal resources, with the potential to supply up to 21 GW of additional generating capacity. There is enormous potential for an increase in production of this pure and partially renewable energy source, which exists all over the country. Similarly, there are many as of yet unexploited resources suitable for production of hydroelectricity in different parts of Indonesia. These factors, combined with the country’s energy deficit, should clearly show the potential for Norwegian actors. Indonesian authorities want 17% of all energy production to come from renewable energy resources before 2025. Knowing that approximately 100 million people today are without access to electricity, and considering Indonesia’s estimated 76 GW hydroelectric power potential, Indonesia seems to provide a massive market for Norwegian energy- and supply companies. Prime Minister Stoltenberg’s visit in 2007 was followed up by a change of direction of the Norwegian bilateral development cooperation towards natural resource management and climate issues. 

- For more information about geothermal energy: http://www.dena.de/fileadmin/user_upload/Download/Veranstaltungen/2007/07/4.4._Geothermie_in_Indonesien.pdf 
- PLN: http://www.pln.co.id/Home/tabid/36/language/en-US/Default.aspx 
The Maritime and Marine sector

Norway was originally a driving force for the development of shipping in Indonesia. After Indonesia changed the shipping regulations, and now demands that all ships in Indonesian waters carry an Indonesian flag, the Norwegian shipping companies’ interest in Indonesia has diminished. There are still possibilities, however. 

As Indonesia is an archipelago consisting of more than 18,000 islands, the country relies strongly on ferries and ships to connect the islands to each other and to the rest of the world, and particularly the neighbour countries Malaysia and Singapore. Two very important straits run through Indonesian territory. The Malacca Strait runs between Malaysia and the Indonesian island of Sumatra. It is considered one of the most important shipping lanes in the world, both geographically and economically, as it connects the Pacific Ocean to the Indian Ocean. Around 25% of all goods shipped by sea, including crude oil, passes the Malacca Strait. The Sunda Strait is the strait between the islands Java and Sumatra, connecting the Java Sea to the Indian Ocean. Approximately 20 million people cross the Sunda Strait every year by boat. One challenge for both these straits is that there are parts where the water is fairly shallow, at 25 meters or less, which means that the largest ships are unable to go there.

As most of the cargo is domestic, the rates are relatively stable. There is a great demand for coal from the energy sector, a resource mainly transported by ship. Oil and oil/gas related products are currently transported by an old shipping fleet that is not meeting international standards. There is therefore great potential for Norwegian investments in both bulk, tank and offshore. 

For more information on the maritime and marine sector: 

Indonesia Shipping Gazette: http://www.indoshippinggazette.com/2002/about/isg.asp 
Indonesia Shipping Times: http://www.indo-shippingtimes.com/ 
Telecommunications

Indonesia has for several years running been the fastest-growing mobile phone market in the Asia-Pacific region with annual growth rates of up to 60%. The reasons are simple. For the past 40 years the formidable cost of extending the country's fixed-line network throughout the Indonesian archipelago prevented the investment from being made. 

Mobile technology changed this. While establishing mobile networks in Indonesia still represent huge investments, it’s relatively small compared to the cost of establishing a fixed-line network. Millions of Indonesians who otherwise would not have access to telecom services now have a mobile phone. The number of mobile-phone users in Indonesia is estimated to grow to 100 million in 2009, a dramatic increase from 2005 when Indonesia had only 45 million mobile phone users.

The industry reported 40% growth in 2008. There is still great demand for more telecom services and a broader network coverage. A large part of Indonesia, almost 50%, lacks the necessary infrastructure. This signifies a great potential, especially considering the large population. Several of the larger network operators are planning a significant development of several thousand new Base Transceiver Stations (BTS) in order to improve the coverage in the decentralized areas. It is estimated that 60% of new investments will go towards expanding the number of BTS.

For more information on telecommunications:

http://www.lirneasia.net/wp-content/uploads/2009/07/TRE_Indonesia_2009Mar18.pdf 
http://www.pr-inside.com/indonesia-telecommunications-report-q-r804034.htm 
Industrial production

Jotun is a prime example of a Norwegian company that has done very well in the field of industrial production in Indonesia. Jotun, which established its Indonesian daughter company in 1985 and started production here in 2000, has now become the market leader in the supply of paint to the marine sector, number two in protective paint, and also growing in decorative paint segment. Annual growth is currently 40%. Indonesia, due to its energy production and infrastructure, its activity in the mining, oil and gas sectors, and the construction of many new apartment, office, and shopping complexes etc., offers a wealth of interesting opportunities for a number of different equipment suppliers in the industrial sector. The sector is characterized by few, but relatively large actors. As Jotun has experienced, being a western supplier is in itself a hallmark, with several positive attributes.

Another success story is that of Aker Solutions’ Batam branch. The company has since 1992 produced equipment (‘trees’, well heads, umbilicals and risers) for the oil and gas sector. The company expanded its operations locally both in 1995 and 1997, and are currently going through a third, major expansion. In Batam several other Norwegian companies are also involved with production for the offshore- and shipping industries. Due to its geographical location and infrastructure facilities, as well as the fact that it is a Free Trade Zone (FTZ), Batam is an ideal place to do industrial production.

For more information on industrial production: http://www.norway.or.id/Norway_in_Indonesia/Norway-in-Indonesia/Business2/
Infrastructure

Indonesia has experienced rapid growth in the total number of road vehicles, particularly motorcycles, but also cars and trucks. Infrastructure development, and particularly road building, however, has far from followed this pace, which is a result of years of under-investment of that particular sector. Inadequate infrastructure is therefore often mentioned as one of the main impediments to investments in Indonesia. Infrastructure has been targeted as one of the main recipients of the government’s Rp. 73.3 trillion ($ billion) fiscal stimulus package introduced in 2009 to help boost economic growth and create jobs in response to the global recession. 
According to the Asian Development Bank (ADB), infrastructure investment in Indonesia has risen to 3.0-3.5% of GDP. However, this is still substantially lower than the 5-6% of GDP devoted to infrastructure development before the Asian financial crisis in 1997. Most of the recent investment has been by the government, with private investment accounting for only about 1% of GDP between 2000 and 2006. 
In March 2009 Bappenas, Indonesia's National Development Planning Agency, opened up eight major infrastructure projects in transport and utilities as public private partnerships (PPPs). The government has admitted that it cannot bear the burden of financing its long-term infrastructure programme (2010-2014), which consists of 87 projects, solely though public funds and is thus seeking private sector participation. The value of these projects has been estimated to US$4.5 billion. These projects are considered ready to go, as the government is backing the projects both in terms of financing guarantees and acquisition of land. Bidding documents have also been completed.

Another large infrastructure project that is on the drawing board is the $1.5 billion railway project for transporting coal through Central Kalimantan. The construction is expected to be finished by 2012. The railway will transport 10 million tons of coal per year. The government is offering several incentives to attract investors. 
A Malaysian company, Straits of Malacca partners (SOMP), has proposed to build a bridge connecting Malaysia and Indonesia on the narrowest part of the Malaccan Strait. The bridge, which will be 49km long, is expected to cost around $12.5 billion. 85% of the funding will be from bank borrowings. SOMP is hoping for government approvals in late 2009 or early 2010.

For more information: The Indonesia Infrastructure Report 2009 

- Kalimantan railway project: http://www.aseanaffairs.com
- Straits of Malacca Bridge: http://www.btimes.com.my/Current_News/BTIMES/articles/smoxy/Article/index_html
Other sectors

Other business sectors with Norwegian involvement are tourism, furniture production and handicrafts. Indonesia, with its plethora of nice restaurants and luxury hotels ought to be a very interesting market for Norwegian seafood, something which is underlined by the success of the Norwegian seafood promotion at the Grand Hyatt in Jakarta in 2008, and the popularity of Norwegian salmon in other Asian countries. Besides, the fact that fish is often eaten raw in Asia, should only contribute further to the preference for Norwegian quality seafood. 

Waste management and recycling is another field which will likely provide great opportunities for investors, as there is surely a great need for it, but so far it has not been explored or implemented to any significant level:

For more information on regional investment opportunities: http://www.regionalinvestment.com/sipid/en/index.php
CHALLENGES TO DOING BUSINESS
Several factors make Indonesia a challenging business environment: the main issues are a bureaucracy that not is transparent and lacking competence; legal uncertainty; inadequate infrastructure; and security. It is important to understand, however, that many of these challenges are typical for just about any developing economy. It is also worth noting that several of the opportunities that exist in Indonesia, are present because the country is a developing country. Another challenge is that foreign investors might have to deal with central, provincial and local government officials, due to the decentralization of power. Natural disasters and other weather related incidents are also potential challenges. It is therefore recommended to invest in a comprehensive stakeholder and risk analysis before doing major investments.

Bureaucracy

The Indonesian bureaucracy is often blamed for being inefficient, slow and incompetent.  In Indonesian society, there is a general aversion among lower and even mid level employees to make decisions, this is also true for bureaucrats. This means that permits, licenses, applications etc., will be passed on from low to mid to top level bureaucrats before they are approved and signed, making it a slow winding process.

It is a general problem that Indonesian employers provide little in house training. This is also true for the bureaucracy. The result is that small or large holes exist in the knowledge of bureaucrats, particularly concerning more technical aspects. As new companies are seeking new ventures in Indonesia, the level of competence among bureaucrats will be tested.

Lack of transparency and corruption are other factors to be aware of. Indonesia has a very large bureaucracy, and wages are generally very low. Rent-seeking can therefore give a supplement to the individual’s income. By paying an unofficial fee, one is paying the bureaucrat to do his job, and spend less time than he otherwise would. These fees are often seen as an aid to fund the day-to-day operations.

Infrastructure

Indonesia, with its many islands and vast landmass is very dependent on a well developed infrastructure. This sector, however, has for the last few years experienced very limited investments. The parliament in 2009 approved Yudhoyono’s NOK 900 billion infrastructure investment package. This is twice the amount that was originally planned. Infrastructure is considered by the Yudhoyono administration as a main priority for his second presidential term (2009-2014). 

Security

As the July 2009 bomb incidents in Jakarta demonstrate, security is still a concern in Indonesia. This issue will mainly affect the tourism and other travel related industries. However, analysts argue that the Jakarta bombings are not likely to have a negative impact on investor confidence in the short run. For the long run - as the fundamentals are in place for growth, such as the GDP growth of the first quarter of 2009, ratings agencies' positive outlook for Indonesia's sovereign rating, and the outcome of the recent presidential election, which is considered investor friendly – these incidents will not have much effect. A likely proof of that is the fact that the rupiah - although dropping in value the first few days after that attack – continued on its upward slope only a week after the bombing. 

Jeemah Islamiyah (JI), which was also responsible for the Bali bombing in 2005, still poses a threat, as do splinter groups of JI and other extreme groups. Other incidents that are threats to security have been reported, such as a few acts of piracy in the Malacca Strait, and attacks on workers from the Freeport mine in Papua. Overall, however, security threats are few and far between, and the government is taking these concerns very seriously.

LINKS TO RELEVANT WEBSITES AND LITERATURE 

Government websites

- National portal: http://www.indonesia.go.id/en/index.php/content/view/305/797/
- Department of Industry: http://www.depperin.go.id/Eng2006/
- Department of Trade: http://www.depdag.go.id/index.php?lang=EN
- Department of Manpower: http://www.nakertrans.go.id/?
- Indonesia Investment Coordinating Board: http://www.regionalinvestment.com/sipid/en/index.php, 
And  http://www.bkpm.go.id
- National Agency for Export Development: http://www.nafed.go.id/
- Bank Indonesia: http://www.bi.go.id/web/en
- National Single Window: http:// www.insw.go.id 
- Directorate General of Customs and Excise: http://www.beacukai.go.id/
- Statistics Indonesia: http://www.bps.go.id/
- Department of Foreign Affairs: http://www.deplu.go.id/?
- Department of Forestry: http://www.dephut.go.id/index.php?q=en)
- Department of Agriculture: http://www.deptan.go.id/index1.php=
- Coordinating Ministry for the Economy: http://www.ekon.go.id/
- Jakarta Stock Exchange: http://www.idx.co.id/
Industry and Business Associations

- Indonesia Petroleum Association: http://www.ipa.or.id 
- Indonesia Mining Association: http://www.ima-api.com/
- Indonesia Contractors Association: http://www.aki.or.id/?en
- Indonesia Ship Owners Association: http://www.mareforum.com/
- Indonesia Infrastructure Association: http://www.kkppi.go.id/baru/index.php?lang=en
- Indonesia Norway Business Council: http://www.inbc.or.id 
Regional Investment Boards

- West Java: http://www.westjavainvest.com/en/index.php?option=com_frontpage&Itemid=1
- East Java: http://bpmjatim.com/en/  

- Central Java: http://www.central-java.com/?v=fp&lang=EN  

- South Sulawesi: http://www.bppmd-sulsel.go.id/en/index.php  

- Central Sulawesi: http://www.bkpmdsulteng.go.id/english/index.php 
- Papua: http://papua-investment.com/infra.php?view=4
- North Sumatra: http://www.bkpmdsumut.go.id/  

- West Kalimantan: http://regionalinvestment.com/sipid/en/area.php?ia=61 
- Central Kalimantan: http://www.kalteng.go.id/english/Sector1.HTM 
Chambers of Commerce

- Indonesian Chamber of Commerce and Industry: http://www.kadin-indonesia.or.id/en/  

- European Business Chamber of Commerce: http://www.eurocham.or.id/?option=content&id=57&lang=en  

- British Chamber of Commerce: http://www.britcham.or.id/home/index.php  

- American Chamber of Commerce: http://www.amcham.or.id/  

- German-Indonesian Chamber of Industry and Commerce:  http://indonesien.ahk.de/index.php?id=ahk_indonesien&L=15     

Other websites with information relevant to Indonesian business
- Royal Norwegian Embassy in Jakarta: http://www.norway.or.id 
- Norwegian Foreign Ministry: http://www.landsider.no/land/indonesia/ 
- Indonesian Embassy in Oslo: http://www.indonesia-oslo.no 
- Innovation Norway: http://www.innovasjonnorge.no/Om-oss/Innovation-Norway/  

- The World Bank: http://web.worldbank.org/WBSITE/EXTERNAL/COUNTRIES/EASTASIAPACIFICEXT/INDONESIAEXTN/0,,menuPK:224605~pagePK:141159~piPK:141110~theSitePK:226309,00.html 
- The International Monetary Fund: http://www.imf.org/external/country/IDN/index.htm  

- Asian Development Bank: http://www.adb.org/Indonesia/default.asp 
- USAID Indonesia: http://indonesia.usaid.gov/en/Index.aspx 
- CIA: https://www.cia.gov/library/publications/the-world-factbook/geos/id.html  

- US Department of State: http://www.state.gov/r/pa/ei/bgn/2748.htm#econ 
- OECD: http://www.oecd.org/indonesia  

- Indonesia Business: http://mybusinessblogging.com/indonesia-business/ 
- Oxford Analytica: http://www.oxan.com/ 
- Expat resources: http://www.expat.or.id 
Newsletters

- Indonesia Trade and Investment News: published by the Coordinating Ministry for Economic Affairs. For subscription, send an email to msiregar@centrin.net.id
- The Jakarta Globe: For subscription, send an email to customercare@thejakartaglobe.com
- European Business Chamber of Commerce in Indonesia: For subscription: http://www.eurocham.or.id/newsletter.php   

Recommended literature

The book A Nation in Waiting by Adam Schwartz gives a very good understanding of the political processes Indonesia has undergone since President Suharto took power in 1965. 

Another recommended reading is the book Indonesia – Peoples and Histories, by Jean Gelman Taylor. This book provides a detailed overview of the historical processes that have shaped Indonesian society.

United States Investment in Indonesia, published by Richard Mann, gives valuable insight on Indonesian business culture. It also presents American companies' experiences in Indonesia, as well as their view on the business climate.

Asian Godfathers: Money and Power in Hong Kong and South East Asia, by Joe Studwell, describes how Indonesia and neighbouring economies are dominated by a relatively small number of very wealthy and influential business families and tycoons.
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