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Japan into Indonesia: Risks and Rewards
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In recent years, the potential of Southeast Asian emerging markets has begun to be realized. 
Japanese companies have led from the front when it comes to understanding this potential. 
In 2013, investment in the sub-region that encompasses the countries of the Association of 
Southeast Asian Nations (ASEAN) amounted to US$22.7bn. Mergers and acquisitions (M&A) 
are playing their part in this breakneck growth. Activity in Thailand now represents 44% of  
the regional total, followed closely by Indonesia and Singapore, on 17% and 15% respectively. 

Increasingly, Indonesia is making its way to the head of the deal table in terms of Japanese 
investment. In 2013, Indonesia moved from fifth to second, behind Thailand, in receiving 
Japanese investment in ASEAN. Foreign Direct Investment (FDI) from Japan in 2013 
reached US$4.7bn. In terms of M&A, Mergermarket data shows that 2013 was a record 
year for deal value, 
reaching a high 
of just over US$2 
billion. Indonesia 
represents 
an exciting 
investment 
destination.  
A  young, upwardly 
mobile population, 
rising consumer  
spending, year-on-
year GDP growth, 
and abundant 
natural resources 
add to the 
country’s appeal. 

Japanese M&A into Indonesia (2010-YTD 20141)

 Deal volume   Deal value Source: Mergermarket

1. YTD 2014 refers to deals announced or completed as of July 23, 2014
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One of the big question marks hanging over Indonesia is how  
new protectionist regulations will affect the FDI landscape.  
Another is how President Joko ‘Jokowi’ Widodo will implement 
policies that will boost growth, improve infrastructure, tackle 
corruption, and deal with the many social issues that impact 
Indonesia’s future. 

Protectionist wheels in motion
In 2013, the rupiah was hit by declining commodity prices and 
an increase in imports, leaving Indonesia in a negative deficit 
dilemma. This led, despite significant lobbying, to lawmakers 
instituting a ban on the export of certain raw minerals. This 
commenced at 12am (Indonesian time) on January 12, 2014  
and was mandated under the Indonesian Mining Law passed by  
the Parliament in 2009, which included a provision that mineral 
ores must be processed at smelters in Indonesia from that date.

The following month, the House of Representatives adopted  
a new trade law giving the central government additional 
powers over strategically important industries. It is conceivable 
that investors will be hit with additional costs once the law is 
implemented. The outgoing government is confident that it  
does not contravene World Trade Organization guidelines.  
The trade law goes hand in hand with changes to the Negative 
List 39/2014 governing foreign investment. The list dictates 
industries that are closed, open, or subject to strict guidelines. 
Investors have largely seen the changes as regressive in key 
areas, such as communication and informatics and energy  
and mineral resources. These laws have already come to  
force, meaning they are here to stay no matter who sits in  
the president’s chair. That being said, the election of Jokowi  
signals important changes in the landscape for FDI and M&A. 

Election of a new president
Markets reacted positively to the announcement by the General 
Elections Commission (KPU) that Jokowi had secured the presidency. 
Investors saw the alternative, Prabowo Subianto, as a candidate who 
would make the investment landscape increasingly protectionist. 
Investors have also been impressed by the appointments made 

thus far to the new regime. The decision to pick Jusuf Kalla to run 
for vice president in May offered much needed political experience 
to the ticket. Kalla had previously served as trade minister, welfare 
coordinating minister, and vice president in three consecutive 
administrations. He is also seen as pro-business given his past 
experienced and was noted for his stance during the TV debates  
of cutting bureaucracy to help Indonesia competitiveness. 

Jokowi also announced the first ever ‘transition’ team to produce 
a road-map for policy implementation. Their key priorities will be 
to implement a range of measures to tackle education and health 
inequalities, ending fuel subsidies that cost almost one-third of 
the 2014 national budget, and bolster stagnating economic growth 
that has been revised down from 6% to 5.5% for the coming year. 
The good news is that the team comes with a wealth of experience 
including the chairmanship of Rini Sumaro. She was a trade 
minister under former president Megawati and currently chairs  
the Indonesian Democratic Party of Struggle (PDI-P). 

The team has also been charged with mapping out ministerial 
appointments for the new government. The aim for the Jokowi-
Kalla administration is to bring in a mixture of fresh-blood and 
experienced representatives. Yet, much of this depends on the 
internal politics of the PDI-P that will be played out over the coming 
months. Whether Jokowi can appoint close advisors to his cabinet, 
Anies Baswedan as education minister for example, will give a 
clear indication of the direction of travel of this administration.  

Reasons to be optimistic
Despite the PDI-P’s rhetoric, Jokowi has made it clear that 
encouraging investment is vital to ensuring a sustainable economy. 
His campaign for presidency centered on three core areas that 
should help those seeking to invest in Indonesia:

• Improvements to bureaucratic structures related to investment 
that has become increasingly cumbersome (i.e., the business 
registration process); 

• Commitment to tackling illegal trade practices that already 
significantly harms the business environment; 

• Promise to stamp-out corruption. In 2013 Indonesia was  
ranked 114th out of 177 countries in Transparency International’s  
global corruption index. For many, corruption still represents 
the single most important challenge for the incoming regime.  

Foreign investors can be cautiously optimistic: despite the 
ongoing implementation of the Trade Law and the Negative 
Investment List, the political will is there to create a healthy 
business environment for foreign companies. 

Will Jokowi be able to follow through?
Until October, political horse-trading will continue behind the 
scenes. The results of these negotiations will be critical for 
the inbound administration, whose policy goals -including the 
controversial but critical issue of fuel subsidy reform - could be 
stymied by an obstructionist opposition. Securing the largest 

Indonesia

FDI inflow from Japan

Source: OECD; Indonesia Investment Coordinating Board (BKPM)    
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Revealing hidden risks requires thorough due diligence 

Japanese investors may feel familiar 
with the business landscape of Indonesia, 
however, they must still adopt best 
practices to limit their exposure to 
corruption, fraud, and a list of other 
risks. Kroll’s Tadashi Kageyama, Senior 
Managing Director and Head of Asia, 
elaborates on these issues.

What are the most prevalent risks investors will face when 
entering the Indonesian market?
Corruption and fraud remain key risks at several stages of the deal 
process. Transparency International’s Corruption Perception Index 
ranks Indonesia among the most corrupt countries in the world, 
and while anti-bribery legislation has sought to combat corruption 
in all forms, it still remains a challenging aspect of doing business 
in the country. Indeed, business is still very much based on having 
the right relationships or connections, or paying a special fee for 
certain approvals. 

Issues of fraud and corruption can often arise when investing 
in infrastructure, such as projects in telecommunications, 
construction, power delivery grids and natural resources, where 
various levels of government approval are needed. Aside from 
the obvious headaches of navigating the bureaucratic process of 
gaining such approval, instances where investors are asked to 
make illicit payments to government officials have been known to 
occur. These risks should be dealt with directly. Some investors 
have a tendency to push such problems under the rug or avoid 
conflict when these issues arise. Instead, they should confront 
matters of corruption or fraud directly, lest they grow out of control 
and ultimately lead to a substantial loss on their investments.

What are the industry-specific risks for the following sectors: 
financial services, manufacturing, energy and resources?
While the financial services sector is regulated in Indonesia, 
investors face compliance challenges, money laundering issues 
and the possibility of embezzlement. Investors must also scrutinize 
the acquired banks or financial institution’s portfolio of clients,  
as some could have links to corrupt parties or even radical  
political or religious groups. 

In the manufacturing sector, supply chain fraud and kickback 
bribery are the most common challenges, and to some extent 
are more prevalent than anywhere else in Asia. Labor issues also 
present an obstacle as labor laws provide a strong safety net for 
employees and can make it difficult to foreign owners to make 
headcount reductions or other adjustments to the workforce.

When investing in the energy and resources companies, risks 
associated with bribery have become pervasive in the sector. 
Changing leadership and the overall political landscape means 
attitudes can change quickly concerning foreign investment  
and the nationalization of resource projects. In one instance,  
a foreign investment group thought they had a number of years 
of concessions for a particular mining project. However, the 
local government, which had undergone a leadership transition, 
came in and said this time frame had been shortened.

Where should the most time and effort be spent when 
conducting due diligence?
Doing due diligence in Indonesia presents a number of obstacles 
but is an absolutely necessary part of any investment in the 
country. Companies in Indonesia lack transparency and it can 
often be difficult to understand ownership structures within local 
conglomerates. Before investing, get to know the partners in 
any venture and what their role is within a company. Investors 
making decisions based on limited information will inevitably find 
themselves with a loss of investment, as will those who rely too 
heavily on financial advisors such as banks or trading companies. 

Likewise, public records can be inconsistent or altogether 
unavailable. This means that research cannot end in Indonesia and 
will sometimes involve accessing records in Singapore or Hong Kong, 
or even in the Cayman Islands. Ultimately, nothing can replace having 
boots on the ground, asking the right questions of the right people 
and assessing the situation through their own eyes and intuition. 

What kind of approach must investors take when negotiating  
or buying into one of Indonesia’s many family-run businesses?
Japanese investors must learn to navigate the tangled web of 
family ties and personal relationships between business leaders, 
the local populace, and sometimes even political figures. Like 
due diligence, understanding these complex networks is best 
accomplished with a boots-on-the-ground approach. 

The key to these transactions is knowing who you’re dealing 
with, what his or her position is, and who his or her friends 
or foes are. Foreign investors must use healthy skepticism in 
these instances and become familiar with the dynamics of the 
target’s governance structure, the local business environment, 
the parties involved, and find out why the selling party wants to 
divest their asset in the first place.

Finally, investors partnering with local family run businesses 
must understand the overlap between business and politics. 
Many of the most prominent business families in the country are 
directly involved in local and national politics.  This brings a real 
risk and prompts careful consideration of any such partnership  
or relationship.

What procedures are available to foreign investors in terms of 
working within the legal system should issues of corruption arise?
While the legal system in Indonesia is better than some of the 
surrounding countries in Southeast Asia, it’s ill advised to take on  
a local entity in the courts. Investors need to consider their options, 
such as having preliminary conversations with local law enforcement 
and opening dialogue with the parties in question, before pressing 
charges. Equally, investors must also make sure they aren’t 
entering into agreements or partnerships with businesspeople that 
have a record of bringing litigation against their foreign partners. 

In recent years, a number of Japanese citizens have been arrested 
on charges of corruption. In 2012, a panel of judges sentenced the 
director of a manufacturing operation to three years in prison and 
fined him US$21,000 for bribing a judge. Charges of corruption can 
carry a sentence of up to seven years and much heftier fines.
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coalition in the House of Representatives is the deciding factor  
in whether Jokowi will be able to implement his reformist agenda. 
As it currently stands, the PDI-P-led coalition trails the Gerindra-
led, Merah-Putih (red-white), coalition by 146 seats. However, 
there is a clear belief that the latter, a coalition formed for the 
election and headed by Prabowo, could run into difficulties once 
some of the coalition member parties begin to accept ministerial 
appointments as the transition gathers pace. 

Japanese FDI and M&A
While political challenges remain, there are clear reasons to 
be optimistic, and Japanese investors are well placed to take 
advantage of Indonesia’s continued growth. In terms of FDI,  
Japan is the largest investor in Indonesia, accounting for 16.5%. 
In the first half of 2014, Japanese FDI totaled US$4.7 billion, 
according to Indonesia’s Investment Coordinating Board. This 
 is expected to continue through Q2 in 2015, with government  
officials expecting US$3.5bn in Japanese investment. In terms  
of M&A, Indonesia remains a favorable market in the Southeast 
Asia region. Mergermarket data shows that Indonesia alone 
accounted for 18.3% of all ASEAN activity in 2013. In terms  
of the actual deal value, it comes second behind Thailand,  
with 17% of the total value share. 

Manufacturing looking rosy 
The automotive industry in Indonesia came out of the 2009 global 
economic crisis largely unscathed. From 2005 to 2011, the annual 
growth for domestic vehicle sales was 11%. From January to 
August 2013, vehicle sales reached over one million units. 
Current projections have the market set to become the largest 

in Southeast Asia as early as 2015. This is partially due to stable 
consumer confidence and low interest rates. A rise in GDP and 
personal income is likely to fuel further gains.The challenges for 
those looking to invest remain the same: tightening of government 
regulations and wider competition created by the establishment  
of the ASEAN Economic Community (AEC).The AEC is set to  
complete a major benchmark in 2015: implementation of the 
ASEAN Framework Agreement on Services. The agreement is 
designed to establish a free flow of services and removal of trade 
barriers in member-states. 

Consumer retail and services potential   
Private consumption in Indonesia makes up around 55% of  
GDP. Expectations hold that the middle-income segment of  
the population will grow significantly until 2020. The rapidly 
expanding middle class, the existence of a large able-bodied 
workforce, and increased urbanization is fueling a rise in consumer 
spending that is unlikely to slow any time soon. It is predicted that 
by 2030 an extra 90 million people will enter the middle class. 
During this time period they will likely drive Indonesia to account 
for 40 percent of growth in the region. This confidence is reflected 
in the growing number of M&As that are taken place in the industry 
by Japanese investors – representing some 5% of the total value.

Investing in resources  
Indonesia has been a relatively resource-intensive FDI hub, but 
future prospects in this area remain uncertain. As noted earlier, 
investment in resources has been hit by two major changes in 2014 
– namely, the mineral ore export ban and changes to the Negative 
Investment List. As it stands, the energy, mining and utilities sector 
remains the second largest in terms of M&A value and fourth in 
terms of volume. Japanese investors seeking to target this sector 
should be looking at how to navigate the regulatory landscape.  
This will be a game of wait and see. The establishment of the AEC 
could pressure a liberalization of the industry in the coming years. 

Sights on the insurance sector 
As noted earlier, there is huge potential within the financial 
services industry, despite a recent trend towards nationalist 
rhetoric regarding the industry among some politicians.  
Shifting social trends mean it remains a key sector for  
Japanese inward investment. The sector still has relatively  
low penetration, particularly amongst insurance providers.  
Yet a growing middle class and the stability of the economy  
make it an enticing opportunity for investors according to Fitch 
Ratings. The ratings agency noted the cap on foreign ownership  
of 80% is more generous than other countries in Asia, such as  
India (26% and Thailand (49%).

Kroll Case: Kroll was engaged by an Asian aviation 
equipment supplier to assess the financial strength and 
background of an Indonesian transport company prior to 
a significant transaction.  Kroll’s work involved the use of 
discreet, high-level networks around the region to assess 
the ultimate beneficial owners of the company, as well as 
the financial health of companies associated with those 
owners.  Research revealed that the transportation company 
was owned by two political figures unknown to the Client.  
Because one owner was from a politically sensitive family, 
Kroll  explored the impact of this factor given Indonesia’s pre-
election environment.  Kroll was able to provide the Client with 
a clearer picture of their counterparty, of the true owners and 
influencing principals at the company, and the exposure of the 
company itself to financial, political, and other risks.
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