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Gandaria City is the largest retail mall amid the growing high rises of south Jakarta,
but for many years it stood as a half-finished skeleton. Its Indonesian-Chinese

developer, Pakuwon Group, racked up huge debts during the Asian Financial Crisis 1L =] 1
of 1997 and was unable to complete the project. -
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Sinochem and ZTE Energy, an

Yet soon after making forays into China during the mid-2000s, the firm suddenly SRR S

found itself in a position to finish the massive complex - supported, it is widely
believed, by deep-pocketed Chinese investors. Such informal flows of money into
Indonesian property, as well as natural resources, agriculture, retail and trading
businesses, underpin China's economic clout in Southeast Asia's largest economy.

telecoms manufacturer, both bid for
150,000 hectares of palm-oil plantations in

2012, but were promptly rejected.

Gandaria City shows how Chinese investment has benefited Indonesia. But at a more macro level, many ambitious
Chinese investment promises never materialize or disappoint in delivery. In part this is due to the two countries'
sharply contrasting legal frameworks and a mutual lack of familiarity: having only re-established diplomatic
relations in 1990, distrust still lingers below the surface. More important, the relationship lacks strong
foundations. There is little integration of manufacturing supply chains and, apart from oil and gas, most Chinese
investment is limited to short-term resource deals or equipment contracting. Unless Chinese companies establish
deeper roots in Indonesia, China's influence there is likely to wane as international competition heats up, notably
from a rejuvenated Japan.



The lure of the tropics

When the Asian financial crisis brought economic turmoil to Indonesia in 1997, most foreign investors fled - except
for Chinese companies, which won infrastructure tenders on a wave of cheap financing. Under Indonesia's chaotic
transition from dictatorship to democracy, independence was granted to nearly 500 sub-regional governments.
Local governors sought to exploit resource-rich lands by issuing lucrative mining and land-use licenses to Chinese
investors. As commodity demand started to take off, Chinese companies entered in droves. The numbers
mushroomed in 2009-10, when laws on foreign ownership were relaxed.

By 2011, Indonesia had issued over 10,000 mining licenses, compared to 500 just a decade earlier. Since the late
1990s, Chinese investments have grown in both size and scope. They run the gamut from transport to finance,
shipping to light manufacturing (mainly textiles and air-conditioners). There have been some genuine success
stories?notably Huawei, which manages a large chunk of Indonesia's telecoms market in a partnership with mobile
operator XL Axiata; Haier, which acquired Sanyo's Indonesian household goods businesses in 2012; and China
Harbor Engineering, which built Indonesia's longest bridge, linking the islands of Java and Madura.

Still, the foc s economic interest in Indonesia remains skewed heavily towards raw materials extraction
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Yet a handful o uccess. Petrochemicals conglomerate Sinochem, which claims to
%t direct supplier of Indonesian rubber to China, owns huge plantations across the country. Even
smaller se agribusinesses such as Mazhongdu International and Hainan Baisha own tens of thousands of
hectares. Nor have Chinese SOEs scaled back their ambitions to win infrastructure tenders. Sinohydro is
repowering dams in West Java; Gezhouba Group, China Huadian and its subsidiaries as well as China Power
International are still pushing ahead with various coaland hydro power plants; and Shanghai Construction and
China Harbor Engineering are building toll roadsin Java with fin.ancing from state policy lender China Eximbank.
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The biggest issue for these pr ital in Chinalls rising, most Chinese lenders
now refuse to lend to Indonesia some form of sovereig arantee. Yet a large
chunk of Indonesia's US$100 billi i ge reserves is already being used as collateral for existing
projects. And neither Chinese lenders nor Indonesia's Ministry of Finance are willing to assume increased levels of
financial risk.

As Chinese lenders reduce their exposure to non-sovereign-backed projects, opportunities are growing for
international competitors. Japanese and South Korean companies have re-entered Indonesia, competing in a wide
range of construction tenders under the Indonesian government's "Master plan for Economic Development."

Japan has embarked on a multi-pronged charm offensive, in part to secure crucial gas supplies to replace its
shuttered nuclear facilities. Japanese and Korean companies are often more willing than their Chinese competitors
to assume operational risks in project finance schemes such as build-operate-transfer deals. And they enjoy easy
access to record low costs of capital, an advantage traditionally enjoyed by Chinese states *ers apan
five biggest trading houses - Mitsui, Mitsubishi, Sumitome;Marubeni and Itochu - a!‘eady have moug
billion in current Indonesian lending exposure. This is continuing to.grow rapidl ith
geothermal and coal power plants in Java and Sumatra, while Mitsui recen
Indonesia's largest port.
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w* Kerry

Very interesting work/list. So what is the pathway forward? What are the policy options? Social movement?
25 May 2018

%' John

Of all the agricultural land in Australia suitable for growing food what percentage is now owned by foreign

investors? 5, 10, 15% or more and when do y...
25 May 2018

#* boucard

Comment se procurer ce film pour des débats publics. Peuples solidaires, association a laquelle j'appartiens,

a organisé la semaine derniére uner...
11 May 2017

w* Elijah

Was pleased to read your article. I am however surprised that the story of the frustration that DFL is going

through with the investor being harassed b...
10 Feb 2017

#* sebastian

Excelente trabajo de investigacion. Se los agradezco mucho. Consultaré todas las funtes que ustedes

proporcionan para tener un informemas acabdado c...
09 Dec 2016

%' Anonymous

La critique est facile mais l'art difficile; j'ai rarement vu des ONG créer des emplois et contribuer au

développement socio-économique autant que d...
29 Nov 2016



