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“ The question for 
lawmakers has been: 
How do you have stable 
export growth from a 
key industry but ensure 
that industry adds 
value to the economy 
in a sustainable and 
healthy way?

A NEW DAWN?
AS INDONESIA’S BAN ON MINERAL EXPORTS PASSES MILESTONE ONE YEAR ANNIVERSARY, WE EXPLORE 
THE RAMIFICATIONS FOR THE COUNTRY AND OUTSIDE INVESTORS

Five years after it was signed into law, the 
final stages of Indonesia’s long-gestating 
ban on mineral exports finally came into 
force in January 2014. The ratification 
of the export ban, a signature part of  
the Law 4 on Mineral and Coal Mining 
(the Mining Law) first implemented in 
2009, while contentious, is significant 
in its intended impact as a driver of the 
Indonesian economy in the years ahead. 

Over the past year this piece of legislation 
has come into effect against a backdrop 
of slowing economic growth in Indonesia. 
In the first half of 2014, GDP grew at its 
slowest rate since 2009. At 5.2%, growth 
was more depressed than economists had 
predicted. This presents further difficulties 
as it coincides with the slowing economies 
of some of the country’s major trading 
partners.

Indonesia’s mining sector has maintained 
a fairly stable growth rate following 
the global financial crisis. Yet, its static 
contribution to GDP – fluctuating between 
4.5% and 6% – suggests it has, to date, 
been slow to add value to the economy. 

REGULATING THE SECTOR
In light of this, the question for lawmakers 
has been: How do you have stable export 
growth from a key industry but ensure that 
industry adds value to the economy in a 
sustainable and healthy way?

The answer may come with the 
introduction of the Mining Law in 
2009, which stated that all export of 
unprocessed minerals after 12 January 
2014 would be prohibited. Instead, mining 
companies are now required to process 
and refine their products in Indonesia.  

In 2012, the Indonesian Government 
issued Regulation No. 24 of 2012 
(Amendment to Government Regulation 
No. 23 of 2010 on Mineral and Coal Mining 
Business Activities) and Regulation No.7 
issued by the Ministry of Energy and 
Mineral Resources. While prohibiting the 
export of unprocessed raw materials or 
ore by IUP holders, this legislation was not 
strictly enforced until 2014.

The aim of the regulations is to develop 
Indonesia’s downstream mining industry. 
If, as expected, the regulations continue 
to be implemented fully, the export ban 
has the potential to help Indonesia move 
away from its dependency on a deficit-
driven world economy while creating more 
opportunity to gain greater long-term 
value from their rich supply of minerals.

5.2% 
Indonesia’s GDP 
growth projection 
for 2015 
Source: World Bank
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HIGH HOPES AND ECONOMIC BENEFITS
DESPITE AMBIGUITIES SURROUNDING THE MINERAL EXPORT BAN, THE ECONOMIC BENEFITS OF THE
DOWNSTREAMING POLICY ARE BECOMING CLEARER AND WILL SOON BE WITHIN REACH

The government believes that the 
downstreaming policy is likely to increase 
demand for labor and draw greater 
investment – both directly in the processing 
industry and in industries that benefit from 
the improved infrastructure and greater 
access to materials. 

It is expected that reduced unemployment 
and a rise in wages for skilled-workers, 
not to mention the need for engineers and 
investment in educational development 
for these professionals, will be born out 
in a rise in Indonesia’s GDP over the next 
few years. This stands alongside greater 
investment levels from the government  
and private sector.

According to the Indonesian Resource 
Centre (IRESS), the ban will help to increase 
the value of mineral exports by US$268bn. 
This in itself has a significant knock-on effect 
both financially and structurally, helping to 
raise end-metal prices by as much as 94%. 
It is estimated that between 2014-2020, the 
downstream process will add significant 
value to nickel (approx. Indonesian Rupiah 
460 trillion) and copper (approx. Indonesian 
Rupiah 1,744 trillion). 

One of the major aims of the current 
regulations is to retain the economic benefits 
of a modern smelting industry. At the time 
of writing, some 185 project proposals have 
been submitted with a combined value at 
US$555bn. This is expected to continue as 
Chinese firms seek to invest in smelting as a 
way of overcoming the likely shortfall in the 
import of bauxite. 

GREATER GOVERNANCE
Government revenue from resources 
in Indonesia has seen an 8% drop-off 
over the last decade. Given Indonesia’s 
resource-rich potential, ensuring that 
the government is able to capitalize on 
the value-add to the mining sector is 
paramount. Downstreaming adds greater 
tax revenue potential to the industry. It 
also creates increased co-dependence 
on streamlined bureaucracy between 
central and local governments. Time will 
tell whether greater consolidation of the 
mining industry will help eradicate some of 
the more negative business practices that 
came with decentralization. It is hoped that 
despite the new regulations, investors will 
see an improved administration environment 
that will incentivize inbound foreign direct 
investment (FDI).

185
The number 
of (smelting) 
project proposals that 
have been submitted. 
They have a combined 
value at US$555bn.

94%
The percentage by 
which downstreaming 
could help to raise 
end-metal prices. 

“ Government revenue from 
resources in Indonesia has seen an 
8% drop-off over the last decade. ”
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TAKING CHARGE
OF THE FUTURE
IT IS HOPED THAT THE NEW LAW WILL
CREATE  A VALUE-ADDED INDUSTRY
AND HAVE A KNOCK-ON EFFECT ACROSS
NUMEROUS SECTORS

Effective downstreaming will bring an 
increase in manufacturing, spending on 
infrastructure, and substantial growth in 
the transport industry. Equally important 
will be the benefits to rural Indonesia in 
the form of improved social infrastructure 
such as hospitals, schools, roads, and 
power networks. 

The multiplier effect on other industries 
will help create more skilled jobs and 
other employment opportunities that are 
indirectly related to the industry itself. The 
creation of a minerals processing industry 
will effectively add 2.5 million jobs to the 
Indonesian economy according to recent 
data by the Indonesian Ministry of Energy 
and Mineral Resources (KESDM).

INFRASTRUCTURE IMPROVEMENTS
Downstreaming will also drive improvements 
in Indonesia’s infrastructure development. 
As it currently stands, the World Economic 
Forum ranked Indonesia 61 out of 148 
nations for infrastructure development. 
Even the US$22bn investment announced 
by the Indonesian government in March 
2015 will only satisfy a small portion of 
the billions needed to make infrastructure 
fit-for-purpose in a modern industrialized 
nation. Downstreaming has a role to 
play in galvanizing private companies to 

make up for the gap, through investment 
in transport and new infrastructure to 
support a more complex industry. 

A manufacturing sector reinvigorated 
on the back of improvements in internal 
supply chains through downstreaming will 
also be a substantial source of revenue 
for the Indonesian economy. This is 
particularly important because innovation 
in manufacturing products and processes 
are some of the most critical drivers for 
long-term sustainable growth. 

One of the most important value-adds that 
downstreaming brings is that it allows for 
Indonesia to play a bigger role in global 
bauxite, nickel, and copper markets. This 
will give it a new-found ability to shape 
market direction rather than being forever 
at the hand of global market trends. 

2.5 million 
The number of jobs that a 
minerals processing industry 
will effectively add to the 
Indonesian economy.
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REWARDS ON THE HORIZON
THE IMPLEMENTATION OF THE NEW LAW COULD POTENTIALLY BE A WINNING SITUATION FOR INDONESIA 
AND FOREIGN COMPANIES ALIKE BUT PATIENCE, AND LONG-TERM COMMITMENT, IS REQUIRED

The five years between the establishment 
of the Mining Law and the implementation 
of the mineral export ban created 
significant tensions for both Indonesian 
mining firms and foreign investors seeking 
to increase their presence in or enter 
the mining industry. One major concern 
was how fairly the new registry system 
for foreign firms would be implemented 
and enforced. Another involved the 
comprehensiveness of the ban once it 
made its way through the Indonesian 
legislature. Finally, many firms worried 
that the implementation of the ban would 
be further watered-down at the provincial 
and local levels. 

This lack of clarity led many local and 
foreign firms to hold off from investing  
in establishing smelting processing 
plants. Now that these ambiguities have 
been largely clarified, foreign investors 
look set to act. 

This transformation has been further 
spurred by the fact that the Jokowi 
administration has been at pains to strike 
a balance between adding value to the 
economy and ensuring that Indonesia is 
an attractive place to do business.  

Take, for example, the opportunity for 
investing in the downstreaming process. 

Estimates suggest that the revenue 
potential of the mining industry could hit 
levels that are equivalent to Indonesia’s 
total FDI (across all industries) for one 
year. In 2014 this stood at an estimated 
US$37bn and gives an indication of the 
potential value of this value-add economy.

Despite the majority of investment still 
taking place within current mining 
operations, recent data from the Ministry 
of Energy and Mineral Resources outlined 
how this is changing. A total of eleven 
new smelters will be completed over 
the next two years for a combined cost 
of US$1.4bn. It is expected that these 

30 million 
tonnes
The amount 
of nickel ore that 
smelters will be able 
to process by 2018. 
This accounts for 50% 
of nickel ore exports 
for 2015.
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During a state visit by Chinese President 
Xi Jinping in 2013, a multi-billion 
RMB bilateral agreement was signed 
between the two countries. Part of the 
‘Future Direction of China-Indonesia 
Comprehensive Strategic Partnership’ 
was a commitment by seven Chinese 
companies to build nickel smelters in 
Indonesia, with four already started.  

To date, the social and environmental 
impacts of mining have, on the whole, not 
always been well-managed. Nevertheless, 
the current mining policy has established 
the right framework to spur positive 
change, helping mitigate the impact 
of these practices and making it less 
attractive for smaller and mid-sized mining 
operations to undertake such activities.  

CHINA’S INFLUENCE
The real value of this industry is most 
evident in the growing ties being 
established between Indonesia and its 
second largest trading partner, China.

With Indonesia the source of some 60% of 
all of China’s nickel ore imports and 66% 
of aluminum, Chinese investors are keen 
to ensure an abundant supply of nickel and 
bauxite for further infrastructure growth. 

smelters will help ensure that by 2018, 
Indonesia will be able to process 30 
million tonnes of nickel ore – 50% of the 
country’s nickel ore exports in 2015. 

CRACKING DOWN ON ILLEGAL AND 
UNSUSTAINABLE MINING PRACTICES
It is hoped that this investment (both 
planned and underway) will fortify the 
government’s efforts to address the 
problem of illegal mineral exports and 
unsustainable mining practices.  Rightly 
the government is concerned by the scale 
at which this occurs across Indonesia not 
only for the loss of Government revenue 
these illegal exports represent but for 
the serious threat to the environment 
and surrounding communities these 
unregulated activities create.
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CONCLUSION
While the government has come under 
immense pressure to relax the export 
ban, an eye to the long-term benefits 
of its implementation, the possible 
repercussions on planned investment 
and the creation of a value-added sector, 
should dissuade the government from 
faltering on its position. The fact remains 
that the ban and downstreaming policy 
present rewards for the Indonesian 
government and foreign investors alike. 
Ending a dependency on imports will 
substantially strengthen the economy in 
the long-term and help take a giant stride 
towards ending the focus on low-end 
industries. Equally, reducing illegal mines, 
said to result in US$6bn in thefts from the 
coal sector alone, will have a profound 
economic impact on the economy and 
overall industry’s sustainability.

Indeed, this is an ambitious agenda from 
the government. Investors can reap major 
returns on their investment if they are 
willing to see the potential in helping 
transform this low-margin sector into  
a high-value leading industry.  

“ Estimates suggest that the revenue potential of the mining 
industry could hit levels that are equivalent to Indonesia’s total 
FDI (across all industries) for one year. ”
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DISCUSSING
THE BAN

BY 
MARWAN 
BATUBARA,
IRESS 

In the year since the export ban was 
implemented, what has been the overall 
effect or impact on the economy, either 
positive or negative? 
Initially, there was speculation about the 
negative impact it would have, yet aside 
from some small-scale miners whose 
operations have understandably been 
disrupted or in some cases shut down, 
we have yet to see any signs of lasting or 
damaging results. On the upside, state 
revenue from mining increased from Rp28 
trillion (US$2.16bn) in 2013 to Rp35 trillion 
(US$2.7bn) in 2014. 

Understandably we have seen a decline 
in other related economic activities in 
supporting industries, as well as a loss in 
jobs, but this has been on a small scale 
and should not have a lasting impact at 
the national level. At this point, the export 
ban has had no significant negative impact 
on the broader economy. We continue 
to be encouraged by the incoming 
investment in the downstreaming sector 
which will speed up our realization of 
the longer-term benefits this policy can 
provide.      

What has been the reaction from 
companies – international and domestic 
– to the export ban?
Reactions to the ban have been varied. 
With 185 smelting project proposals 
filed, it is clear that some companies 
have committed to building the facilities 
required to make a downstreaming 
industry a reality.

In general, it has been a battle to reach 
this point with both local and international 
companies reacting loudly to the ban.  
This has included some strong opposition 
to the export ban, which in some cases 
has resulted in threat of legal action. Local 
companies, through Indonesia Mineral 
Businessman Association (APEMINDO), for 
instance, have filed a judicial review of the 
mining law (UU Minerba No.4/2009) to the 
Constitutional Court. 

Meanwhile, some international companies 
have threatened mass employee layoffs and 
reduced investment. The issue has also 
been escalated to the levels of international 
diplomacy with ambassadors called upon 
to champion the issue in discussions with 
the Indonesian Government. 

More recently we have been concerned 
by speculation that the Government is 
looking for ways to relax its firm stance 
towards the ban.  While the policy 
must absolutely be feasible for mining 
companies to adhere to, caving to 
pressure this early on sends mixed signals 
to all those who have already invested and 
those who intend to do so.  

What long-term benefits will Indonesia 
likely see from the implementation 
of downstreaming within the mining 
industry? 
The International Council on Mining 
and Metals recently stated that mines 
have the potential to be development 
engines for their host countries.  We 
agree with this.  As we have seen in many 
other emerging industrialized nations 
there are multiple long-term benefits of 
downstream industry development which, 
when combined, create greater levels 
of wealth and economic development.  
Looking more specifically at the 
minerals themselves, the value-add from 
processing raw minerals can stretch from 
5x to anything up to 25x depending on the 
type of mineral.  
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Additionally, industrializing the sector 
creates opportunities for the nation’s  
GDP, stimulates economic growth, 
increases state revenue and creates  
new jobs, as well as helping ensure 
greater national mineral and coal 
resilience.  In other nations we have seen 
this lead to increased income per capita 
and improved welfare for the people.  

What regulatory improvements could 
the Indonesian Government make to 
encourage a healthy balance between 
foreign investment and a value-add 
economy? 
In creating a value-add economy, the 
Government must take care not to reduce 
its claim on the nation’s mineral wealth. 
Indonesia needs foreign investment, foreign 
expertise, and foreign talent to achieve its 
ambitious targets, but not at the cost to 
Indonesia and the future of the country. 

Moving forward, the Government should 
improve existing regulation by offering 
incentives for investors while improving 
governance of internal bureaucracy. In 
addition, the Government also needs to 
ensure the participation of state-owned 
enterprises and national companies in 
developing the downstream sector. 
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Disclaimer
The information contained herein is based 
on currently available sources and should be 
understood to be information of a general 
nature only. The information is not intended to 
be taken as advice with respect to any individual 
situation and cannot be relied upon as such. 
This document is owned by IRESS and The 
Mergermarket Group, and its contents or any 
portion thereof, may not be copied or reproduced 
in any form without permission of IRESS or The 
Mergermarket Group. Clients may distribute for 
their own internal purposes only.

All deal details and M&A figures quoted are 
proprietary Mergermarket data unless otherwise 
stated. M&A figures may include deals that fall 
outside Mergermarket’s official inclusion criteria.  
All $ symbols refer to US dollar.

“ Given Indonesia’s resource rich 
potential, ensuring that the 
government is able to capitalize 
on the value-add to the mining 
sector is paramount.”
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