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v Issue To Watch: Removing a Pebble in the Shoe
Commentary by Wayne Forrest

Back in the Soeharto era, Indonesia’s very gifted diplomat, Ali Alatas, used to say about 
East Timor ( a province with a strong separatist movement that caused major diplomatic 
problems) that it was “the pebble in Indonesia’s shoe”. East Timor achieved independence 
after a 1999 referendum. 

Many of us at AICC were pleased to see the Indonesian government and Freeport-McMo-
Ran (FCX) sign a “heads of agreement” (HOA) on July 12 over ownership of the world’s 
second largest copper (and gold) mine, Grasberg.  The document, although non-binding, 
was the culmination of years of hard discussions and negotiations reconciling the 51% 
divestment clauses of the 2009 Mining Law and its subsequent regulations with Freeport’s 
existing COW (contract of work) and its conversion to the new permit system.  The agree-
ment covers pricing, governance, fiscal terms, operations, and environmental issues and 
begins a process that should lead to a win-win solution for the major parties:  PT Freeport 
Indonesia (PTFI) and its parent (FCX), Rio Tinto (owner of a 40% production interest in 
PTFI), PT Inalum (state-owned mining holding company), and the people of Indonesia.  
(see story on page 2).  Assuming that closing documents can be successfully produced, 
the $3.85 billion transaction should put to rest a dispute that has weighed heavily on the 
thinking of investors for years.  It was not that long ago that international arbitration was 
a very real possibility and nationalistic rhetoric was dialed up to such a point that some se-
nior officials were stating that another Indonesian company could easily operate the mine 
even though none exist with underground experience. Even words like “expropriation” were 
tossed around.  

With this agreement Freeport remains Grasberg’s operator with fiscal guarantees until 
2041, Rio Tinto exits the venture at an acceptable price, the Republic assumes majority 
ownership of the shares, and it receives the smelter it very much wanted Freeport to build.  
FCX shareholders, whose board must ratify the agreement, should be satisfied that their 
ownership in PT FI is not really dliuted at all as FCX’s 90% position was slated to go even-
tually to 52% if Rio remained a partner but now will be at 49%.  The investment climate 
should now improve.

Some of us may have an issue with the economics of the resource nationalism represented 
by the 2009 Mining Law and its implementing regulations requiring smelter construction, 
and others have all along questioned why the government of Indonesia should divert badly 
needed funds from infrastructure, health, and education to owning shares of a commercial 
enterprise.  Nevertheless, we must respect the pride this deal represents: for the first time 
the people of Indonesia --through their government-- will be majority equity owners in a 
world class enterprise. This begins a new era for the country as well as Freeport, one that 
certainly could be quite positive if handled correctly.   

The 3 ministers- Mines and Energy (Ignatius Jonan), Finance (Sri Mulyani), State-Owned 
Enterprises (Rini Soewandi)- who for the past year had the task of negotiating the PTFI di-
vestment- have delivered a pre-election gift to their President.  As he approaches his cam-
paign for a second term Jokowi can now point to the July 12 agreement as a big win for 
the country.  But only time will tell if politicians and the public at large will accept it.  What 
will they make of the fact that apparently mostly foreign money, possibly from China, will 
be used to finance the purchase.  Will this become a rallying cry that Indonesia is somehow 
still hostage to foreign interests ?

My instinct tells me that no matter what, this new arrangement for Freeport, similar to the 
old one, will have to be continuously negotiated, only now the big difference is that the 
Government (both national and regional) is a partner.  That could become very useful in 
settling local disputes that flare up from time to time. 
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v Economy and Business:
• Wind Power

As President Joko “Jokowi” Widodo inaugurated Indonesia’s 
first wind power plant in Sidenreng Rappang, South Sulawe-
si, on Monday (02/07), the government is getting closer to its 
ambitious target of obtaining more than a fifth of the country’s 
energy from renewable sources.  The plant, also known as PLTB 
Sidrap, consists of 30 wind turbines which can produce up to 
75 megawatts and electrify 80,000 households. The turbines 
in 40 percent consist of locally produced components.  “This 
puts Indonesia among the few Asian countries that posses wind 
power plants, like Japan, China and Korea,” Jokowi said in a 
statement.  Sidrap started its development in 2015 with $150 
million borne by a consortium comprising of UPC Renewables 
Asia I, UPC Renewables Asia III, Sunedison and Binatek Energi 
Terbarukan.  (Jakarta Globe)

• Online Business Permits
Coordinating Economic Minister Darmin Nasution finally 
launched on July 22 the Online Single Submission (OSS), a 
web-based business licensing system intended to cut the red 
tape involved in obtaining business permits.  “The operation 
of the OSS will effectively start throughout Indonesia and is 
accessible anytime and anywhere,” he said during the launch 
event in Jakarta on Monday, adding that Investors could still 
arrange business licenses by visiting One-Stop Integrated 
Service (PTSP) outlets available throughout Indonesia.  Darmin 
emphasized that the Office of Coordinating Economic Ministry 
had assumed the role of operator of the OSS until the Coordi-
nating Investment Board (BKPM) was ready to take over, with 
the preparations estimated to take around six months. Exclud-
ed from the system are companies in the financial and mining 
sectors. 

• Trade Surplus for June 
Indonesia’s trade balance returned to a larger-than-expected 
surplus in June, data from the statistics bureau showed. South-
east Asia’s largest economy had a $1.74 billion surplus in June, 
compared to May’s revised deficit of $1.45 billion, the bureau 
said.  Annual export growth in June was 11.47 percent, weaker 
than analysts’ median forecast, with total export value at $13 
billion. The forecast in the poll was for a growth of 17.53 per-
cent. But import growth was far below expectations in June, at 
12.66 percent, compared with the poll’s 31.31 percent. Imports 
during the month were worth $11.26 billion.  Central Statistics 
Agency (BPS) head Suhariyanto said there were fewer working 
days in June due to Idul Fitri holidays, which affected trade 
figures.

• BI Sells 9 and 12 month CD’s
Bank Indonesia managed to absorb Rp 5.97 trillion (US$412.42 
million) from the auction of Bank Indonesia certificates, known 
as 9-month and 12-month SBIs, on Monday, July 23rd.  The 
demand for interest rates from investors ranged between 
5.50 and 7.25 percent for 9-month SBIs and between 6 and 
7.5 percent for 12-month SBIs, but the bank decided on 6.25 
percent for 9-month SBIs and 6.35 percent for 12-month SBIs. 
BI Governor Perry Warjiyo said the reactivation of 9-month and 
12-month SBIs was to increase the share of foreign portfolios in 
the country’s financial market.  BI senior deputy governor Mirza 
Adityaswara said the activation of the SBIs was to diversify the 
investment instrument because the existing Bank Indonesia 
Deposit Certificates (SDBI) were only for domestic investors, 
while the SBI could be bought by both domestic and foreign 
investors.

• Car Sales Down for June
Indonesia`s car sales experienced a drastic drop up to 41.5 
percent in June 2018, compared to that in May. The data was 
provided by the Association of Indonesian Automotive Manufac-
turers (Gaikindo) and the Astra International (ASII).  The data 
suggested that only 58,837 cars were sold throughout June, 
almost half of the cars sold in May which saw 100,520 units. 
The number is the least cars sold on record compared to the 
previous months.

• Singapore Becomes 3rd TPP Signer
Singapore ratified Trans-Pacific Partnership (TPP) on Thursday 
(19/07), becoming the third country to adopt the Asia-Pacific 
trade pact renegotiated by 11 countries after it was rejected 
by US President Donald Trump. The agreement will become 
effective when at least six of the signatories ratify it, possibly 
before the end of the year. The landmark deal was signed in 
March by the 11 countries, including Japan, Canada and Mexico, 
after Trump pulled out of the original 12-member agreement 
known as the Trans-Pacific Partnership (TPP) three days after 
taking office last year.  Even without the United States, the deal 
will reduce tariffs in countries with a combined gross domestic 
product of $10 trillion and a market of nearly 500 million peo-
ple, making it one of the world’s largest trade agreements.

• Indonesia and Freeport Ink A Preliminary Deal
On July 12, state-owned miner 
Indonesia Asahan Alumunium, 
or Inalum, has signed a head of 
agreement with Freeport-McMo-
ran to acquire a 51.38 percent 
share worth $3.85 billion in PT 
Freeport Indonesia (PTFI)which 
operates the Grasberg copper 
and gold mine in Papua. The 
transactionwill be completed upon preparation of documenta-
tion that will offer legal certainties over taxation, enviromental 
issues, royalties and operations through 2041. Also, Inalum 
will have to arrange financing for its purchase.  Intially its CEO 
had reported that mostly state bnaks would extend the loans 
but they have since backed off and foreign financing is current-
ly being sought.  Indonesia will pay the agreed amount after 
Inalum has completed the process of acquiring shares from 
Freeport subsidiary Indocopper Investama and participating 
interest from Rio Tinto, which will be converted into shares. 
Inalum currently owns a 9.36 percent stake in Freeport Indone-
sia. Indonesia will pay $3.5 billion to Rio Tinto and the rest will 
go to Freeport McMoran for Indocopper. 

When Freeport signs the final agreement it will be able to 
extend its operations in Indonesia by upgrading the existing 
contract, which will expire in 2021, to a special mining per-
mit (IUPK) valid until 2041.   “This is a very important day for 
Freeport. For a long time we have been working with the gov-
ernment, and this is our historical contract in 50 years … We’re 
enthusiastic about the new partnership and totally committed to 
make this partnership a success story,” Freeport chief executive 
Richard Adkerson said.  Adkerson also told a analysts’ con-
fernence call that the operationalk structure, basic economincs 
and cash flow of the PTFI are preserved in the deal.  
Key Elements:
 1. GOI achieves its 51% objective
 2. Indonesia gets a downstream project; smelter
 3. Rio exits at an acceptable price

v Foreign Affairs/US Indonesia Relations:

• Indonesia Criticizes New Israeli Law
Indonesia has denounced Israel’s declaration last week of the 
country as a Jewish nation state, saying it may threatens the 
possibility of finding a solution to the Israeli-Palestinian conflict. 
“The passing of this law has dismissed the rights of Palestin-
ians in Israel,” Foreign Minister Retno Marsudi told reporters in 
Jakarta.  The Knesset adopted a law on Thursday that defines 
Israel as a nation state for Jewish people. The controversial law 
makes Hebrew the country’s national language and gives Jews 
the right national self-determination.  Retno voiced concern that 
the law may make a two-state solution to the Israeli-Palestinian 
conflict impossible.

Indonesia will provide Palestine with $2 million in aid for ca-
pacity building programs as part of the country’s longstanding 
commitment to support the Arab nation’s struggle for indepen-
dence.

Foreign Minister Retno Marsudi made the announcement during 
a ministerial meeting of the Conference on Cooperation among 
East Asian Countries for Palestinian Development (Ceapad) in 
Bangkok on Wednesday (27/06).  The capacity building pro-
gram will cater to Palestinians’ needs in agriculture, entrepre-
neurship, women’s empowerment, education and communica-
tions and information technology. According to the Ministry of 
Foreign Affairs, this week’s Ceapad meeting resulted in a three-
year work plan, which will commence in 2019. (Jakarta Globe)

• Trade Minister Meets US Commerce Secretary/
USTR
Trade Minister Enggartiasto Lukita led a team to the United 
States on July 21-28 to try and persuade that country to keep 
its special tariff treatment for some Indonesian products(GSP), 
the ministry said a statement received by the Jakarta Globe on 
Sunday (15/07).

v Social/Culture/Education:
• Sprinter Wins A Big Race Borrows Polish Flag

Lalu Zohri, an 18-year-old athlete who won international fame 
last week. Unexpectedly, the Lombok native won gold in the 
100-meter dash in the world’s premier tournament for
under-20 athletes, the biennial World Championships of the 
International Association of Athletics Federations (IAAF). Zohri 
has been competing regionally in recent years, and earlier this 
year he won gold at the Asian junior athletics championships in 
Japan with a time of 10.27 seconds.   At the IAAF champion-
ships, held this year in Finland, the favorites were two Ameri-
cans (Anthony Schwartz and Eric Harrison), but Zohri defeated 
them with a time of 10.18 seconds – a personal best and the 
fastest time recorded by an Indonesian of any age. The Amer-

icans both finished with times of 10.22 seconds. Zohri’s is the 
first medal of any kind 
won by an Indonesian 
in an IAAF compe-
tition. Immediately 
after his victory, he 
was unable to find an 
Indonesian flag with 
which to celebrate, but 
a member of the Polish 
team lent him a Polish 
flag, which Zohri used 
upside down. (Reformasi Weekly)

v Politics, Law and Security: 
• Goldman Loses Appeal

Goldman Sachs has lost a court appeal in Indonesia over 
whether it should return shares in property developer Hanson 
International to tycoon Benny Tjokrosaputro in a legal tussle 
over ownership. Benny, president director of Hanson Interna-
tional, sued the US bank for Rp 15 trillion ($1.1 billion), accus-
ing it of making “unlawful” trades in the shares and claiming 
ownership of 425 million shares. Goldman said Goldman Sachs 
International had bought the Hanson shares from New York 
hedge fund Platinum Partners in a series of “valid” transactions 
on the Indonesia Stock Exchange (IDX) between February 2015 
and December 2015. The South Jakarta District Court ruled in 
favor of Benny in November last year, ordering the US firm to 
return shares and pay Rp 321 billion in compensation.  The Ja-
karta High Court upheld this verdict on Thursday (19/07). The 
ruling, published on its website, said Goldman’s transactions 
had been done without Hanson’s knowledge and were against 
Indonesian law.  The bank planned to appeal the decision, 
Goldman Sachs spokesman Edward Naylor told Reuters. 
The lawsuit has been seen by some legal experts as a litmus 
test for Southeast Asia’s largest economy, which has launched 
its biggest drive for foreign investment in a decade.  

At stake in the Goldman case is the protection of the rights of 
foreigners, amid a general lack of transparency in Indonesian 
court proceedings, they say. Benny had pledged Hanson shares 
to Platinum in return for funding on the basis he could get the 
shares back upon repayment, according to court documents. 
Such a repurchase agreement, or a repo, effectively acts as a 

loan but the deal involves temporarily transferring legal own-
ership of the shares. Goldman Sachs International bought the 
Hanson shares from Platinum as a hedge for the derivatives it 
had entered into with the fund, a bank spokesman has said. In 
late 2014, New York-based Platinum fell into financial difficul-
ties and had trouble paying back a large number of investors, 
according to US authorities. Goldman started selling the Hanson 
shares in 2015, but was forced to stop after Benny filed a police 
complaint, which he followed up with the lawsuit. 

• Jokowi VP Candidate Chosen Not Revealed
According to various news reports President Jokowi has settlked 
on his VP candidate for the 2019 elections but the name will 
be withheld possibly pending the outcome of a law suit that is 
attmepting to allow Vice President Kalla to run for a third term.  
Its not clear the Constitutional Court can make its decision 
before the August 10 deadline for parties to subit their Presi-
dential tickets.  After a July 24 meeting among his 6 coalition 
partners, People’s Conscience Party (Hanura) chairman Oesman 
Sapta Odang said the six parties were unanimous in their deci-
sion.  “The choice will be in the hands of the president, on who 
will be best to fill the vice-presidential position. And we have all 
agreed unanimously [on a candidate],” Oesman said, as quoted 
by Suara Pembaruan.  Meanwhikle Jokowi commented: “I will 
say once again: it is still under consideration, so just let it rip-
en. If it is ripe, that will be tasty! If it is not yet ripe, and yet is 
served, how can that be?”

Kudos to Freeport and the GOI for achieving this important milestone. A pebble in Indonesia’s shoe has been removed. 
(The views expressed are the writer’s and do not necessarily reflect those of the American Indonesian Chamber of Commerce or its 
members)
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