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I. Introduction

There have been a growing number of bilateral trade agreements (BTAs) in recent years.  Many such agreements are to be found in the East Asian region, such as the agreements made between the Association of Southeast Asian Nations (ASEAN)
 and the three Northeast Asian countries, namely China, Japan, and South Korea.  These BTAs have resulted in increased calls for stronger regionalism in the East Asian region under the auspices of the ASEAN plus Three (APT) initiative.  The increasing tendency to form BTAs in this region deserves special attention, particularly in regard to the implications for each individual state involved in an agreement.  This paper attempts to address this issue.  More specifically, it attempts to analyse the impacts that the recently proposed BTAs in the East Asian region may bring towards the domestic agricultural and non-agricultural industries, food security, and rural development of one ASEAN member country, Indonesia.  Unlike the other original members of ASEAN, such as Singapore, Thailand, Malaysia, and the Philippines, the Indonesian government has been rather slow in pursuing a BTA policy with non-ASEAN member countries.  Nevertheless, due to the proliferation of BTAs in other ASEAN countries’ foreign economic policies (FEPs), it was inevitable that Indonesia would pursue similar agreements with one or the rest of the plus Three countries in Northeast Asia.  Moreover, the Indonesian government is also considering the possibility of opening free trade negotiations with the US.  To date, however, one concrete BTA that Indonesia is involved in is with China, which has come about as a result of the ratification of the ASEAN-China Free Trade Agreement (ACFTA) in 2002.  Meanwhile, feasibility studies are being carried out on BTAs with Japan (ASEAN Japan Free Trade Agreements - AJFTA) and South Korea (ASEAN-South Korea Free Trade Agreements - ASKFTA).  

Although the implementation of most of these agreements in the East Asian region are still in their infancy, it is possible to identify some of the major implications that these agreements may have for Indonesian industrial and agricultural sectors.  After all, free trade agreements (FTAs) that are not based on fair trade rules generally produce losers and winners.  The analysis in this paper is based on field research interviews with various local business associations, the academic community, Non-Governmental Organisations (NGOs) / Civil Society Organisations (CSOs), and the representatives of the various foreign embassies concerned (i.e. The Republic of China, Japan, and South Korea).  In order to facilitate our discussion, this paper is divided into several sections: (1) BTAs and regionalism in the global political economy; (2) investments and trade regimes leading to BTAs; (3) BTAs and Indonesia’s trade and investment policies; (4) BTAs and their implications for the Indonesian economy; (5) policy proposals and recommendations.

II. BTAs and regionalism in the global political economy today

Figure 1.

RTAs in force by date of notification


Source: WTO official website (accessed 2004) at: 

http://www.wto.org/english/tratop_e/region_e/regfac_e.htm
In theoretical terms, a bilateral trade agreement (BTA) is one feature of regionalism.  Indeed, regionalism today can be formed on a plurilateral basis or bilaterally between two states or between an existing regional grouping and a state or another regional grouping.  The World Trade Organisation (WTO) (see figure 1), for example, notes the existence of 124 regional trade agreements (RTAs) during the period 1948-1994.  Since the creation of the WTO in 1995, about 100 additional regional arrangements have been formed to promote liberalisation of both trade and services.  To date, there are 250 RTAs, of which 196, or roughly 78.4 percent, were operational as of August 2004, whilst the remaining 54 RTAs are still under negotiation.
  The majority of the existing BTAs were formed bilaterally, either as a custom union, free trade agreements, preferential agreements, or service agreements. There is now one bilateral custom union (BCU) between two states and four BCUs between a regional grouping and a state.  Furthermore, there are also eighty-one bilateral free trade agreements (BFTAs) between two states and fourty-nine BFTAs between a regional grouping and a state.  In addition, there is one bilateral preferential arrangement (BPAs) between two states, and thirteen bilateral service agreements (BSAs) between two states with another thirteen between a regional grouping and a state.  The majority, or twenty-five, of the existing BSAs are also part of BFTA deals.  In total, there are now 162 BTAs in operation, or about 64.8 percent of total RTAs.  Thus, it can be said that ‘a large part of regionalism is new bilateralism’ (Lloyd 2002).  By 2002, the total number of RTAs had increased to 250, showing an increase of 130 since the creation of the WTO.  A WTO (2000: 3) study also suggests that by 2005 the total number of RTAs could reach approximately 300 if those RTAs presently at the planning or negotiation stage are put into operation. 
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It is, therefore, clear that there are many forms of BTAs.  A service agreement is the simplest form of BTA.  This is an agreement between two parties to liberalise trade in the service sector only (i.e. the United States (US) and Jordan; the European Community (EC) and Slovenia).  The process of economic integration between two countries, or between a country and a regional grouping, becomes a little more complex when they decide to form BPAs and BFTAs.  The first normally refers to ‘trade arrangements under which a party agree … to accord [the other] party preferential treatment in trade in goods and services.  They may give each other preferences in the form of reduced tariffs, their complete elimination, or in the case of services, partial liberalisation’ (Goode 1998: 220). One example of this is the BPA between Laos and Thailand.  Similarly, a BFTA also ‘allows for tariff-free trade [amongst] the member countries’ (Lipsey and Chrystal 1999: 487), such as in the case of existing BFTAs between the US and Israel and between the EC and Egypt.  The principal difference between BPAs and BFTAs is that the latter tends to include full product coverage in all sectors.  A BPA normally only decreases tariffs between the involved parties through a product by product and / or sectoral based mechanism.  There are some BFTAs that also cover service agreements, such as BFTAs between South Korea and Chile and Singapore and New Zealand.  Finally, a BCU normally involves a suppression of any discrimination in commodity movements as well as the imposition of an equalisation of tariffs towards non-involved countries (Balassa 1961: 2).  Examples of this type of economic integration can be found in BCUs formed between the Czech Republic and the Slovak Republic and between the EC and Cyprus. 

Despite the increased use of BTAs in foreign economic policy (FEP) for many countries around the world, this type of trade agreement is not a new phenomenon.  The first BTA was formed between the European Community and the Overseas Countries and Territories (OCTs) in 1971,
 and was operated under an FTA status.  Subsequently, many other BTAs have been formed with any one of the aforementioned features, mostly between a regional grouping and a state.  The European Free Trade Association (EFTA)
 and the EC were particularly active in promoting bilateralism with other states, which is still an ongoing process conducted by both regional groupings.  In the Asia-Pacific region, BTAs started to emerge in the early 1990s.  It was the countries of the Southeast Asian region that began to pursue BTAs.  In 1991, for example, one BTA negotiation was concluded between Thailand and Laos.  It was only eight years later, or in 1999, that other BTA negotiations were concluded in the Asia-Pacific region, one was between India and Sri Lanka and the other was between India and Nepal.  Since 2000, there has been a proliferation of BTAs in Southeast Asia, starting with Singapore and New Zealand in 2000.  Subsequently, ten other BTAs were formed between countries in the Asia-Pacific region.  In Southeast Asia, Singapore has so far been taking a leading role in promoting BTAs.  To date, there are eighteen BTAs under negotiation and five or six BTAs that are still being researched.

Table 1.

Bilateral trade agreements in the Asia Pacific region

	No.
	Bilateral Trade Agreements
	Status

	1
	Thai – Laos
	Concluded – 1991

	2
	India -  Sri Lanka
	Concluded – 1999

	3
	India – Nepal 
	Concluded – 1999

	4
	Singapore – New Zealand
	Concluded – 2000

	5
	Japan – Singapore
	Concluded – 2002

	6
	China – Hong Kong
	Concluded – 2003

	7
	Singapore – US
	Concluded – 2003

	8
	Singapore – European Free Trade Area (EFTA)
	Concluded – 2003

	9
	Singapore – Australia
	Concluded – 2003

	10
	South Korea – Chile
	Concluded – 2003

	11
	Taiwan – Panama 
	Concluded – 2003

	12
	Thailand – Australia
	Concluded – 2003

	13
	Singapore – Jordan 
	Concluded – 2004

	14
	Bangladesh, India, Myanmar, Sri Lanka, Thailand (BIMST)- European Community (EC)
	Concluded – 2004

	15
	Singapore – South Korea
	Concluded – 2005

	16
	China – ASEAN 
	Framework agreement concluded – 2002

	17
	Thailand – Bahrain
	Framework agreement concluded – 2002

	18
	Thailand -  India
	Framework agreement concluded – 2003

	19
	ASEAN – India
	Framework agreement concluded – 2003

	20
	Thailand -  Peru
	Framework agreement concluded – 2003

	21
	India – Southern Cone Common Market (Mercosur)
	Framework agreement concluded – 2003

	22
	Sri Lanka – Pakistan
	Framework agreement concluded - ?

	23
	Singapore – Mexico
	Under negotiation – 2000

	24
	Singapore – Canada
	Under negotiation – 2001

	25
	Hong Kong – New Zealand
	Under negotiation – 2001

	26
	Japan – Mexico
	Under negotiation – 2002

	27
	ASEAN – Closer Economic Relations (CER)
	Under negotiation – 2002

	28
	Japan – Korea
	Under negotiation – 2003

	29
	Japan – Philippines
	Under negotiation – 2003

	30
	Japan – Thailand
	Under negotiation – 2003

	31
	Singapore – India
	Under negotiation – 2003

	32
	Japan – Malaysia
	Under negotiation – 2004

	33
	Japan – ASEAN
	Government officials level consultation – 2003

	34
	Japan – Indonesia
	Government preparation meeting – 2003

	35
	Singapore – Sri Lanka
	Under research – 2003

	36
	Thailand – New Zealand
	Under research – 2003

	37
	India – Mexico
	?


There are several reasons why countries in the East Asian region choose to pursue BTAs.  At the macro level, the trend to conduct BTAs is constituent to broader post-crisis changes in the political economy of the East Asian region (Dobson 2001; Webber 2001).  It is what Dent (2002: 1-2) refers to as ‘a general shift from a neo-mercantilist to a neo-liberal approach to trade policy amongst East Asian states’.  In Northeast Asia, China, Japan, and South Korea have been accommodating the principle and practice of free trade, most of which is due to the advancement of domestic reforms in those countries during the post-Asian economic crisis era.  Southeast Asian countries have generally been accommodating the same free trade principles and practices since the emergence of the economic crisis of 1997, particularly as a result of the prescriptions made by the International Monetary Fund (IMF) and the World Bank.  

Another reason for the proliferation of BTAs at the macro level is the passion of some East Asian leaders to deepen regional economic co-operation.  There can be little doubt that one important external imperative for East Asia to purse a regional grouping for itself is the fast growing economic regionalism in the world economy (Mansfield and Milner 1999).  Technically, BTAs have been perceived as part of a trade policy that facilitates the creation of an East Asian Free Trade Area (EAFTA) in the future.  The idea was first initiated in the early 1990s when the then Prime Minister of Malaysia, Dr. Mahathir, proposed the creation of the East Asian Economic Group (EAEG), which was composed of all the Asian member countries of the Asia-Pacific Economic Co-operation (APEC).  However, as expected, the proposal received stern criticisms from the US.  Subsequently, Indonesia suggested the creation of the East Asian Economic Caucus (EAEC) as a replacement for the EAEG, which then became a caucus within APEC (Öjendal 2001: 168; Cheng 2004: 262).  The drive towards the deepening of regional economic co-operation was pushed forward after the economic crisis in 1997.  During the Second ASEAN Informal Summit in Kuala Lumpur, ASEAN invited the three Northeast Asian countries of China, Japan and South Korea to create the ASEAN plus Three (APT) initiative, which can act as a stepping stone for the creation of EAFTA and the East Asian Investment Area (EAIA).  For some observers within the region, the development of APT, especially during the recent economic crisis, is seen as a ‘fresh infusion of political stability and economic dynamism’ (Alatas 2001: 1).  Alatas holds that enhanced regional economic integration under the APT mechanism is logical for several reasons.  Firstly, it increases economic interdependence and complementarity in the region. Secondly, both regions have previously signified their intentions to implement such a co-operation. Thirdly, it is a response to the challenges that globalisation poses to the East Asian region.  

At the micro level, countries in both the Southeast and Northeast Asian regions have their own motives for pursuing a BTA policy.  For Southeast Asian countries, there are four reasons to pursue a BTA policy.  Firstly, some members of ASEAN have begun to feel that the progress of AFTA is too slow (Eng 2003: 63; Pangestu 2004).  Since the economic crisis in 1997, intra regional trade in ASEAN has only increased by about 4 percent, from 19 percent to 23 percent, despite the acceleration of the AFTA schedule from 2003 to 2002.  By neo-liberal standards, AFTA’s achievement has been modest (Economist 2004).  The implementation of AFTA has had to face various obstacles, such as when some member countries refused to lower tariffs on certain sensitive products, as evident in the automotive industry.    In fact, the pursuit of a BTA strategy by ASEAN member countries, such as Singapore, was thought to be a way to compensate for AFTA downward market potential (Dent 2002: 3).  Secondly, ASEAN remains a weak regional grouping in the global economy.  As a result, the adoption of a BTA strategy between ASEAN and Northeast Asian states is hoped to strengthen ASEAN as a grouping, and to increase the leverage of ASEAN member countries’ bargaining position in the international arena.  Thirdly, ASEAN states are also attracted by the opportunities made available by pursuing a BTA strategy with their Northeast Asian counterparts (Cai 2003: 398).  It is also interesting to point out that, between 1999-2000, two-way trade between ASEAN and the three Northeast Asian countries grew from US$ 158.2 billion to US$ 201.7 billion  (Eng 2003: 67).  Up until recently, China, Japan, and South Korea were amongst the top ten of ASEAN’s major trading partners.
  Finally, the slow progress of multilateral trade negotiations under the auspices of the World Trade Organisation (WTO) also plays an important role in promoting BTAs in the East Asian region (Harvie and Lee 2002: 125).  The WTO’s failure to begin a new round of multilateral negotiation in Seattle in 1999 shows the difficulty posed to the push towards global trade liberalisation.  The gap of interests between the developed and the developing countries is so wide that it was nearly impossible for the two camps to come up with any converging viewpoint on the way in which global trade liberalisation could be achieved.  Trade agreements that involve a smaller number of participants are used as an alternative to push for trade liberalisation in the region.

Meanwhile, the reasons for Northeast Asian countries to pursue BTAs with their Southeast Asian counterparts are also varied, encompassing both political and economic motives.  Although the majority of Northeast Asian countries generally adopt a fairly positive attitude towards FTAs, there are still a number of political issues that these countries need to address prior to committing into a real Northeast Asian regionalism.  This has been the case with the relationship between, for example, China and Japan.  Given the complexity of Sino-Japanese relations, both countries prefer to take an easier route by conducting FTAs with the smaller states of Southeast Asia (Chai 2003: 398; Dent 2002).  This is not to say that regionalism has never been a part of Northeast Asian countries’ economic and political agendas.  A Chinese Embassy official mentioned in interview that although there are talks to promote East Asian economic integration, unresolved political issues between North and South Korea, China and Taiwan, as well as between China and Japan, remain major obstacles for the creation of economic regionalism in the region.
  Meanwhile, his Japanese counterpart maintained that the Japanese government is taking a rather cautious approach to this issue.  After all, China has just joined the WTO, and, according to this representative, the Japanese government would want to see how well China is coping with WTO rules.
  As a result, it seems unlikely that the Japanese government would want to propose any concrete regionalism plan in Northeast Asia soon.  

In his article, Jian Yang (2003: 314-5) has pinpointed why it is likely that Southeast Asia would maintain its strategic advantage in its relations with Northeast Asian countries, particularly China and Japan.  Firstly, Southeast Asia provides a key strategic influence for both countries.  For China, in particular, ASEAN is an important regional forum to counter the US’ containment strategy (Ganesan 2000: 271).  Secondly, Japan and China also see the Southeast Asian region as strategically important for geo-political reasons, as most of their trade must pass through the Southeast Asian region.  In addition, Southeast Asia is an important source of raw materials for Northeast Asian countries.  Thirdly, Northeast Asian countries also perceive the growing population of Southeast Asia (about 450 million to date) as a potential market to penetrate.  The deepening of economic integration between Northeast and Southeast Asian regions is seen as crucial by political leaders in Northeast Asia.

Moreover, Northeast Asian countries are also interested in finding ways to exploit AFTA (Cheng 2004: 266).  There appears to be a consensus amongst Chinese leaders that AFTA would not only enhance economic co-operation in the Southeast Asian region, but also in the Asia-Pacific (Cheng 2004: 265).  Meanwhile, the Japanese government has also shown that it is willing to be flexible about possible FTAs in the East Asian region.  In October 2002, for example, the Japanese Foreign Ministry, Gaimusho, released a document entitled Japan’s FTA Strategy, which pinpointed ASEAN as a potential FTA partner, along with South Korea.  It has also been highlighted in a report produced by the ASEAN Expert Group (2002) that the ASEAN-Japan Closer Economic Partnership (AJCEP) will increase ASEAN’s exports to Japan by 44.2 percent and increase Japanese exports to Southeast Asia by 27.5 percent by 2020.  At the same time, a similar study conducted by the ASEAN-China Expert Group on Economic Co-operation (2001) concluded that ACFTA would increase ASEAN’s exports to China by 48 percent, and would increase China’s total GDP by 0.3 percent.
   

III. Investment and trade regime leading to BTAs

As a regional grouping, ASEAN generally ascribes to an open regionalism orthodoxy (Palmer 1991; Hallet and Braga 1994), in which ‘the regional co-operation envisaged will be outward looking and take place within an open framework’ (Odén 1999: 161).  Indeed, open regionalism has become the new and dominant form of economic thinking (Schulz 2001: 11).  Since the early 1990s, the Southeast Asian region has been closely associated with the so-called new regionalism phenomenon, which characterises the process of regionalism as the transformation from protectionism to an open economic system, outward and market oriented, and spontaneous.
  Another key feature of open regionalism is competitiveness, which highlights the need for a country to ‘meet the test of international markets while simultaneously maintaining and expanding the real incomes of its citizens’ (OECD 1992: 242).  On the whole, markets and technology have been the keys to the advancement of open regionalism (Barry and Keith 1999).  Despite this, the open regionalism concept in Southeast Asia has not been associated with advanced integration schemes, such as a common market, but with cross-border investments and a flexible and a well-functioning system (Odén 1999: 161). Therefore, economic openness has been the key to the investment and trade regime in the ASEAN region.
The intensification of regional economic trade since the demise of the Cold War has made it possible for ASEAN countries to enhance economic co-operation with countries beyond Southeast Asia.  One example of this is the interest shown by ASEAN member countries to become involved in Asia-Pacific regionalism, under the auspices of APEC.  A more recent example of the tendency of ASEAN member countries to pursue a more outward and open economic policy with external parties is their involvement in the APT mechanism.  Beyond East Asia and the Asia-Pacific, ASEAN countries have also begun to rectify the weakness in their relations with the European Union (EU) by conducting closer bilateral efforts on both sides and by using the Asia-Europe Meeting (ASEM) as a framework for inter-regional co-operation (Dent 2001: 25). 
  These examples suggest that the attitudes of Southeast Asian policy makers today have transformed, and are more accommodating of the emerging patterns of regionalisation and globalisation.

Table 2

Existing tariffs reduction agenda between ASEAN and its major trading partners

	Trade Partners
	Agenda
	Timeframe
	Details

	China
	Early implementation with normal track
	1 January 2004 – 31 December 2006 (or 2010 for full trade liberalisation)
	The early implementation of ACFTA involves the tariff cuts on 600 commodities only

	India
	Early implementation
	1 January 2005 (from an initially November 2004)
	The delay emerged as a result of the lack of agreement between ASEAN and India on the rule of origin mechanism

	Japan
	Implementation negotiation
	November 2005, 2012 (target)
	Slow negotiation emerged as a result of opposition from several key Japanese government offices.

	Australia
	Implementation negotiation
	January 2005, 2017 (target)
	There have been no discussions on the products that will be listed in the proposed BTA between ASEAN and Australia

	South Korea
	Implementation negotiation
	January 2005, 2009 (target)
	The implementation of BFTA between ASEAN and South Korea will only cover about 80 percent of total items whilst the remaining 20 percent of items will be placed in the sensitive list category.


Source: 
Tempo (2004: 175)
Amongst the three BTAs that exist between ASEAN and Northeast Asian countries, the agreement with China is the most concrete and is already in the process of implementation.  The idea was first initiated during the ASEAN-China Summit in November 2000 by Chinese Premier, Zhu Rongji.  For a number of historical and political reasons, Indonesia and Malaysia expressed their reservations towards Premier Zhu’s proposal (Huang 2002: 2).  However, both Southeast Asian countries soon realised that to turn down Premier Zhu’s proposal would make them more vulnerable in light of the acceleration of the global economy, the rise of RTAs, and China’s emergence as a global economic force. Nearly a year later in 2001, in Brunei, the ASEAN-China Expert Group on Economic Co-operation (2001: 30) issued a report on the feasibility of ACFTA, which stated that this trade deal was an important move forwards in terms of economic integration in East Asia and a foundation to the establishment of EAFTA.  Subsequently, in 2002, China and ASEAN agreed to sign a Framework Agreement on comprehensive Economic Co-operation (FACEC), which, amongst other things, envisaged the operation of an FTA between China and the six older ASEAN member countries from 2010, whilst full trade liberalisation between China and the remaining ASEAN members (Vietnam, Cambodia, Myanmar, and Laos) would be in force by 2015 (Wattanapruttipaisan 2003: 32).  It was hoped that by the end of 2009, tariffs between the two parties would be cut to as low as 0-5 percent on all commodities and all non-tariff barriers (NTBs) would be removed (Cai 2003: 396).  The implementation of a BFTA between ASEAN and China will begin with the early harvest programme whereby China has agreed to phase out import tariffs on selected items from the ASEAN’s six core member countries (Eng 2003: 59).  More specifically, this programme will phase out tariffs on 600 agricultural products from six ASEAN core countries, which includes live animals, meat, fishery, dairy produce, other animal products, live trees, etc.  

Unlike the free trade deal between ASEAN and China, free trade deals between ASEAN and other two Northeast Asian countries, Japan and South Korea, have achieved little in terms of the institutionalisation of the agreements.  This is quite surprising in the Japanese case given the relatively more heterogeneous economic character between ASEAN and Japan.  Japan has, so far, concluded an FTA agreement with Singapore, whilst the proposed BFTAs with the Philippines, Thailand, and Malaysia are still under negotiation.  In the meantime, the status of the proposed BFTAs between Japan and ASEAN and between Japan and Indonesia are still under research.  The current negotiation between ASEAN and Japan is actually at the stage of official consultations (as of 2003), whilst negotiations between Indonesia and Japan is still at the preparatory meeting stage (as of 2003) (Indonesian Ministry of Foreign Affairs and Indonesian Ministry of Co-ordinator on Economy 2004).  Difficulties within the proposed ASEAN-Japan BFTA come from both sides.  Whilst ASEAN countries are still wary of past Japanese hegemonic-imperialist ambitions, Japan seems to lack any clear long-term objective about East Asian integration.  Japanese domestic constituents appear to have been convinced that commitments to any regional co-operations would confine Japanese’s global objectives (Cai 2003: 399).  Moreover, unlike the case of the ACFTA, where the Chinese government was able to influence its domestic constituents about the possible benefits of FTAs, particularly after the country’s accession into the WTO, the Japanese government has not yet been able to influence, for example, its politically powerful farmers of the positive impacts that FTAs could have on Japanese’s agricultural sector (Eng 2003: 59).  Japan was able to conclude its BFTA with Singapore in 2002 partly as a result of the exclusion of the agricultural sector in the negotiation process.    

Meanwhile, although the South Korean government is generally quite receptive towards the strengthening of regionalism in the East Asian region, BFTAs, whether with ASEAN or with ASEAN individual state, are yet to materialise.  To date, the South Korean government has only negotiated on a possible BFTA with its Northeast Asian partner, Japan, and is conducting a feasibility study on a BFTA with Singapore.  It was, after all, the then South Korean President, Kim Dae-Jung, who initially proposed the creation of APT during the Sixth ASEAN Summit in 1998.  Academics in South Korea have pointed out that Northeast Asian regionalism would boost South Korea’s gross domestic product (GDP) by 3.2. percent, or by about US$ 12.7 billion (Kim Mi-Hui 2002).  Similarly, the former South Korean Foreign Minister, Han Sung Joo, was reported to have claimed that the creation of an FTA pact between ASEAN and South Korea is more than likely to boost additional foreign investments and competitiveness in the region (Fore 2002).  In spite of the proposed advantages, the South Korean government remains cautious towards taking active moves to create any BFTA with either its Northeast Asian counterparts, ASEAN or any individual ASEAN state.  

Despite the early scepticism expressed by some ASEAN member countries towards the formulation of BTAs between ASEAN and Northeast Asian countries, the majority of Southeast Asian policy-makers have been taking increasingly active roles in the promotion of BTAs.  This is particularly the case with Indonesia.  As mentioned earlier, Indonesia, along with Malaysia, initially expressed reservations about the development of BTAs.  Recently, however, Indonesian policy-makers are taking a more open attitude towards the current development of BTAs.  To start with, the free trade agreement between ASEAN and China was approved by the Indonesian President, Megawati Sukarnoputri, on the 15th June 2004, through the ratification of Presidential Decree No. 48/2004.  Following the ratification of this FTA deal, the Director General of International Co-operation at the Ministry of Industry and Trade expressed Indonesia’s hope to double its export value to China from US$ 2.9 billion in 2003 to US$ 5.8 billion by 2007 (Hakim 2004a).  Moreover, in a recent conference entitled Indonesia’s Readiness to Face the Development of Free Trade Areas (FTAs) Formation, which was held to create an initial blue-print for the Indonesian BTA policy, on 5th August 2004, the Indonesian Minister for Economic Co-ordination, Dorodjatun Kuntjorojakti, said that the increasing number of BFTAs conducted by Indonesia’s major trading partners would have to be observed closely as they would generate discrimination towards Indonesian products abroad.
  

Some non-state actors are equally supportive towards the push for further Indonesian involvement in BTAs.  At the aforementioned conference, the Vice-President of the main Indonesian business association, the Indonesian Chamber of Commerce and Industry (KADIN – Kamar Dagang dan Industri Indonesia), John A. Prasetio, expressed his concerns over the lack of concrete policy issued by the Indonesian government concerning Indonesia’s future involvement in FTAs (Bisnis Indonesia 2004a).  Previously, KADIN had also tried to persuade the two most notable Indonesian presidential candidates, Megawati Sukarnoputri and Susilo Bambang Yudhoyono, to consider pushing through BTAs with Indonesia’s major trading partners (Bisnis Indonesia 2004b).  These developments highlight the change of attitude amongst Indonesian policy-makers and some domestic pressure groups to push for BTAs with Indonesia’s major trading partners.  

However, this change of attitude amongst Indonesian policy-makers and key pressure groups is not so surprising.  This new, more open, attitude has grown since the economic crisis of 1997.  The conditions attached to the proposed reform programmes suggested by the IMF and the World Bank have pressurised the Indonesian economy to be more open and more adaptive to international economy and foreign direct investments.  Aside from that, Indonesia is also involved in the ASEAN Free Trade Area (AFTA) and the global trade liberalisation agenda under the auspices of the WTO.  In fact, the acceleration of the AFTA schedule from the initially agreed 2003 to 2002 was an indication of a move towards a more open economic system.  In other words, the acceleration of the AFTA schedule was complementary to the Indonesian policy makers’ plan to reform the domestic economy under the IMF’s programme.  This was also the case with Indonesia’s continued support for global trade liberalisation within the WTO forum.  Indonesia’s agricultural and industrial tariffs would be phased out sooner or later.  

IV. BTAs and their implications for Indonesian trade and investment policies

Table 3

Indonesia’s tariff reduction schedule, 1995-2003 

(in %)

	Tariff before May 1995
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003
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	35
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	10
	Max 10

	40
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	10
	Max 10
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	30
	25
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	15
	
	10
	Max 10


Source:
FAO official website (accessed September 2004)
As mentioned in the previous section, the orientation of the Indonesian economy has been relatively open since the economic crisis of 1997.  As they stand, Indonesian trade and investment policies remain in line with global trade liberalisation.  Indonesia’s commitment in the WTO and AFTA has generally lowered the tariff level for domestic manufacture and agriculture sectors to between 5-10 percent by 2003 (refer to table 3).  The WTO (2003), for example, generally considers trade liberalisation as one of the key factors that can foster growth and stabilise the Indonesian economy.  In a report made by the government of Indonesia (2003) to the WTO Trade Policy Review Body, it was stated that increased national competitiveness was the key trade policy adopted by the Indonesian government to cope with increasing global competition.  Amongst some of the key objectives highlighted in the report as part of the general aim to revitalise and further develop the Indonesian economy were the maintenance and the increase of foreign investment in Indonesia.  Whilst the revitalisation programme includes those relatively well-established industries, such as textiles, electronics, footwear, wood processing, and pulp and paper industries, industries earmarked for development include those that have the potential to absorb labour and foreign exchange earnings, such as leather and leather products, fish processing, crude palm oil, fertiliser, agriculture machinery and products, food products, software, jewellery, and handicraft industries.  These are the industries identified by the Indonesian government as capable of competing in the international market.     

Moreover, the continued elimination of tariffs and non-tariff barriers (NTBs) is also a key to maintaining the openness of the Indonesian economy.  These policies were imposed in order to expose Indonesian domestic industries to international competition.  The programme of the reduction of tariffs and NTBs is also in line with Indonesia’s commitment to global trade liberalisation under the auspices of the WTO and regional trade liberalisation within the sphere of AFTA and APEC, all of which were formally ratified under the Ministerial Decree of Finance No. 378/KMK.01/1996.  In its commitment to AFTA, for example, Indonesia has been reducing most of its industrial tariffs at the level of between 0-5 percent.  The aforementioned report produced by the Indonesian government also stipulated that tariff reduction has greatly affected the structure of import tariffs since the 1997 economic crisis.  In 1998, for example, the average import tariff was 9.34 percent (covering 5,214 tariff lines or 72.30 percent of the total tariffs).  The number of products with tariff lines of 0-10 percent was increased to 6,062, or about 83.2 percent of total tariffs in 2000.  Moreover, the government of Indonesian has also acted aggressively in removing non-tariff barriers since the economic crisis in 1997, such as the elimination of restrictions on import licenses for dairy products, and so on.  

Meanwhile, Indonesian investment policy has been more or less similar to the overall objectives of Indonesian trade policy.  This includes maintaining the notion of openness to foreign investments.  One main modification of past investment policy has been the simplification of the procedures potential investors have to go through by the introduction of the one stop service (Thanadsillapakul 2004).  This was made possible when the Abdurrahman Wahid administration improved the existing Foreign Capital Investment Law of 1967, which gave substantial incentives to foreign investors (i.e. tax holidays, etc).  In the past, for example, apart from dealing with the Board of Investment Co-ordination (BKPM – Badan Koordinasi Penanaman Modal), foreign investors were also required to work closely with relevant technical departments, such as the Ministry of Finance, the Directorate General of Custom and Excise, the Ministry of Justice, and so on.
  The new investment regulations, however, meant that foreign investors could deal directly with BKPM.  In addition, the Wahid administration also speeded up the Initial Investment Approval (IIA), which had previously taken a few months, to a maximum period of 15 working days.

Since the economic crisis of 1997, the main obstacles to investment in Indonesia have been international as much as domestic.  At the international level, aggressive US foreign policy towards Afghanistan and Iraq has had a damaging effect on the Indonesian economy.  Such policies have stimulated threats and demonstrations against the US and its allies in Indonesia (Anwar 2003: 75).  At the domestic level, issues such as regional security, law enforcement, labour market problems, the overlapping responsibilities of the central and provincial government, regulatory burdens, and distortions in the tax system remain major problems to be confronted by potential investors in Indonesia (Bappenas 2003).
   In response to gloomy international economic conditions and domestic economic uncertainty, the Megawati administration declared the year 2003 Indonesian Investment Year.  During the launching of the programme in early 2003, President Megawati promised that her administration would create a favourable climate for investment and would continue to introduce reforms in various sectors, particularly the fiscal and economic sectors (Sulistyowati 2003).  It was hoped that this programme would lead to conditions more conducive to the recovery of the national economy.  Amongst other issues, the so-called improvements in the year 2003 and subsequent years include a revision of the investment laws, tightened security, as well as an attempt to co-ordinate the regulations of the central and provincial governments.

On the whole, therefore, Indonesian trade and investments policies have been generally open and receptive towards international trade and foreign investments.  The conduct of BTAs between Indonesia and its major trading partners would further open up the Indonesian economy.  Whilst the majority of the current literature on BTAs appears to support the emergence of this model of trade agreement, the proposed BTAs that involve Indonesia would be generally detrimental to Indonesia’s overall national economic interests.  The first problem posed by a BTA is that this type of agreement is far easier to negotiate in comparison to an agreement that involves more participants.  As a result, agreements in a BTA can usually be achieved much faster.  In a multilateral trade negotiation, however, full trade liberalisation that covers all products is difficult to finalise as a result of the wide divergence of interests between more developed and poorer member countries.  In contrast, FTA negotiations that involve only two participating countries are easier to finalise.  However, in a case where a BTA involves a more developed country and a poorer country, and given the relatively weak bargaining position of the latter, it is likely that the more developed country will jeopardise the process of negotiation.  In the proposed BFTA between Indonesia and the US, for example, although some Indonesian domestic industries, such as textiles and apparels, furniture, etc, may benefit through this trade agreement (Hakim 2004b), it is likely that the US would want to push for other trade deals, such as that of intellectual property rights, which have not yet been finalised at the global level.  In other words, BTAs are pushing developing countries, such as Indonesia, to be more aggressive in pursuing an open market policy. 

Secondly, BTAs would further complicate custom procedures at the border, particularly when the countries involved also belong to a regional grouping or a multilateral trade forum.  This is particularly relevant with the issue of rules of origin, which is a powerful trade policy instrument arbitrating the market access to goods (Estevadeordal and Suominen 2003: 1).  The rules of origin policy is particularly useful when the countries involved in a trade agreement grant each other preferential market access.  More specifically, it is used to determine whether or not the origin of imported goods is eligible for preferential treatment in the importing country.  A recent study conducted by the WTO Secretariat (2002: 11) demonstrates that the ‘diversity of RTAs (or “RTA-families”) results in a lack of uniformity in preferential rules of origin regimes worldwide’.  For a supporter of multilateralism, such as Bhagwati (1995), this would create a spaghetti bowl effect where products in a particular country enjoy access on varying terms based on their country of origins.  If this occurs, then the fear is that such FTAs can be inward-looking in character.  For a developing country, such as Indonesia, the issue does not only depend on whether the proposed BTA would be inward or outward looking, but more on the ability of its custom officials to determine the origin of the imported products.  The existence of BTAs would no doubt add confusion to the work of Indonesian custom officials who have been overwhelmed by the country’s overlapping commitment in both multilateral and regional trade agreements. 

In relation to trade and investment in general, it also remains questionable whether the Indonesian business community is willing to conduct a substantial amount of foreign investment in countries such as China, Japan, South Korea, or even the US.  Although all the above mentioned countries are considered to be Indonesia’s major trading partners, the majority of Indonesian businesses are still inward-looking and depend to a large extent on Indonesia’s already large domestic market, with the current total population of 210 million.
  Moreover, it has been observed that although China would be an attractive market for foreign investments from the ASEAN states, the majority of these investments come from Singapore (Cheng 2004: 270).  In 1999 alone, as Cheng further stipulates, Singapore took about 80 percent of total investments amongst ASEAN countries in China, which accounted to about US$ 3.289 billion.  Similarly, in 2000 and 2001, although the total investments of ASEAN countries in China dropped slightly to US$ 2.845 billion and US$ 2.987 billion, Singapore still took a major share of total investments in China, or about 76.37 percent and 71.81 percent respectively.  The ethnic Chinese business network was partly responsible for the considerable amount of investments that Singapore had in China.
  An interview conducted with representatives of China, Japan, and Korea
 also confirms that investments coming from Indonesia to those three countries have been very minimal.  Therefore, Indonesia’s participation in a number of proposed BTAs might be pointless to pursue.  

V. The effects of the proposed BTAs on the Indonesian economy

It is a difficult task to analyse the impact of the proposed BTAs on the Indonesian economy.  On the whole, it is rather unclear whether the relatively weak current Indonesian economy is a result of either the economic crisis, Indonesia’s commitment in regional trade agreements, or multilateral trade agreements.  One thing for sure is that current unemployment is high, whilst the number of people that fall below the poverty line increases.  This section analyses the attitude of Indonesian domestic constituents towards the various proposed BTAs that will be conducted between Indonesia and its major trading partners.  As mentioned earlier, research interviews were conducted with Indonesian government officials, members of the academic community, business associations, and the representatives of local NGOs / CSOs.  Due to the limited time for field research (two months) and the unavailability of respondents to participate in the research interviews, there are some key domestic constituents that had to be left out in this analysis.  More specifically, the analysis of each category of respondent will place emphasis on their perspectives on the impacts of the proposed BTAs on domestic industries, agricultural sector and small-scale farmers living in rural areas.

BTAs and  Indonesian domestic industries

Domestic industries are the key sectors that will most affected by the implementation of the proposed BTAs between Indonesia and its trading partners.  To date, with the exception of the main Indonesian business association, the Chambers of Commerce and Industry (KADIN – Kamar Dagang Indonesia), the majority of business associations and other pressure groups remain sceptical about the participation of Indonesia in this model of trade agreement.  On the government side, the Ministry of Industry and Trade (Depperindag – Departemen Perindustrian dan Perdagangan) and the Ministry of Foreign Affairs (Deplu – Departemen Luar Negeri) are the key government offices that deal directly with Indonesia’s bilateral trade affairs.  Many other trade-related government offices, such as the Ministry of Economic Co-ordination, the Directorate General of Custom and Excise (DGBC – Direktorat Jendral Bea dan Cukai) and the Investment Co-ordinating Board (BKPM – Badan Koordinasi Penanaman Modal), were reluctant to participate in the research interviews due to respondents’ personal or formal constraints.
  Those government officials that were willing to participate in the research interviews gave different answers concerning the readiness of Indonesia’s domestic industries to participate in the proposed BTAs between Indonesia and its major trading partners.  

In general, key Indonesian government offices that deal directly with the formulation of the Indonesian FEP are supportive towards Indonesia’s participation in BTAs.  However, these government offices remain cautious towards announcing specific policy concerning BTAs.  As stated by an official from the Ministry of Economic Co-ordination, Jennas Hutagalung (2004: 5), during a recent seminar on The Readiness of Indonesia in Facing the Development of FTAs Formation, in Jakarta, the most appropriate approach for Indonesia at the moment is ‘to examine and to study further the possibility of conducting FTAs with eight countries, namely Japan, the US, Canada, South Korea, Singapore, China, South Africa, and Timor Leste’.  With regard to the possibility of creating a BFTA with the US, for example, Hutagalung pointed out that, at the moment, US exports to ASEAN accounted for only 6 percent of total US exports to the world market.  In contrast, ASEAN’s exports to the US market reached about 21 percent of the total of ASEAN’s exports to the world market.  Through the implementation of a BFTA between Indonesia and the US, Indonesia would gain as much as US$ 1.3 billion annually whilst the US would experience a deficit in its trade with Indonesia by as much as US$ 179 billion.  Therefore, in the view of this government official, ASEAN needs the US more than the US needs ASEAN.

Meanwhile, officials from other key government offices were also supportive of the proposed BTA deals between Indonesia and its major trading partners.  An official from the Deplu, for example, reiterated the importance of maintaining closer economic co-operation within the wider East Asian region for Indonesian development.
   In the view of this government official, the proposed BTAs between Indonesia and its East Asian counterparts, particularly China, Japan, and South Korea, have great potential for the Indonesian economy.  Economic partnership between Indonesia and Japan, for instance, has been relatively close due to the economic complementarity of both economies.  China has also emerged as an important new, large market within the world market, especially after its entrance to the WTO.  Meanwhile, South Korea, despite its slow progress in developing BTAs with either ASEAN or the individual ASEAN country, still remains a new economic power in the East Asian region.  Since the economic crisis of 1997, these three Northeast Asian countries have shown their willingness to promote greater economic co-operation with their Southeast Asian counterparts.  As a result, the Indonesian government sees the conduct of annual meetings amongst ministers of all the interested states as crucial in fostering greater co-operation in the East Asian region.

Like his counterpart at the Deplu, the official from the Depperindag also perceived the proposed BTAs between Indonesia and its major trading partners as new challenges and opportunities that should be embraced by Indonesia.
  However, this government official also recognised the potential negative impacts that this model of trade agreement may bring to Indonesian domestic industries.  It is for this reason that the Indonesian government remains cautious about identifying the key domestic sectors to be included in the upcoming BTA negotiations.  The official from the Depperindag also stressed that it is rather naïve to expect Indonesian domestic industries to compete in the proposed BTAs.  He argued that resistance within the domestic industrial sector mainly came from large firms in large industries, such as those in the metal, automotive, and motor industries.  Moreover, in his view, the majority of large firms in large industrial sectors are spoiled, supporting the continued protection and incentives given to them by the government.  This government official also expressed his confidence that most large firms in large industrial sectors would provide similar responses in ten years to come if they are asked the same question regarding their readiness for trade liberalisation.  One thing that needs to be reiterated here is that the Indonesian government remains vigilant towards any possible outcome that these BTA deals may pose towards the continued survival of Indonesian domestic industries.

However, other officials from other government offices were sceptical about the proposed plan to conduct BTAs with Indonesia’s major trading partners.  An official from the Ministry of Co-operatives, Small and Medium Enterprises (Depkop-UKM – Departemen Koperasi, Usaha Kecil dan Menengah), for example, expressed her concerns about the lack of internal co-ordination amongst government officials and the minimal amount of information disseminated to the public about the government’s plan to involve Indonesia in various BTAs.
  To start with, this government official argued that most comprehensive data and information concerning the competency of the Indonesian domestic sector are only available at the key government offices, such as the Ministry of Economic Co-ordination, Deplu and the Depperindag.  The remaining government offices are often left uninformed about the government’s specific policy towards the moves to implement BTAs with major trade partners.  As a result, the involvement of Indonesia in various free trade deals remains abstract to many government officials.  Indonesia’s experience in AFTA is a case in point where the key government offices that deal with the formulation of FEPs did not listen to the concerns expressed by other related government offices.  Prior to the implementation of AFTA, for example, Depkop-UKM warned the key FEP policy-makers (i.e. those within Deplu and the Depperindag) that the majority of Indonesian domestic industrial sectors were unsure about their ability to compete with their ASEAN counterparts.  In this government official’s point of view, the free trade deal with China would have had a much more significant impact on the well-being of Indonesia’s domestic industrial sectors.  In the case of the furniture industry, for example, China is far more able to offer products that are cheaper and of a higher quality than Indonesia.  As a result, pushing a free trade deal with China would definitely generate a significant negative impact on the Indonesian furniture industry.  

Another government official from the Board of Development Planning Agency (Bappenas – Badan Perencanaan Pembangunan Nasional)
 was equally sceptical about the Indonesian government’s overall plan to pursue an active BTA policy.  The respondent believed that Indonesia’s domestic agricultural and non-agricultural sectors are not ready to face the upcoming BTAs.  There have been few changes in the way the overall bureaucracy has worked since the mid-1990s.  From 1995 until 2003, for example, the government has pushed for the tariff elimination process to reach 5-10 percent for most industries.  However, it has also failed to promote the development and the competitiveness of the domestic industries to complement the significant drops on tariffs.  Although the government has insisted that cheap labour is the key competitive advantage that exists within the Indonesian market, there has been little progress in increasing overall Indonesian productivity.

Moreover, the government official from the Bappenas was also sceptical about the studies conducted by other government offices to assess the impact of the various free trade deals on the Indonesian economy.  In the case of the free trade deal with China, for instance, Indonesia lists 573 items under the early harvest programme, 527 items of which are from the agriculture sector whilst the remaining 46 items are from the non-agricultural sectors.  The Ministry of Agriculture claims that the 527 listed items are safe to be included in this free trade deal.  However, the government official from the Bappenas claimed that the Ministry of Agriculture is rather unclear about the specific definition of and criteria used for the word ‘safe’ when identifying those agricultural items listed under the aforementioned programme.  Furthermore, this official was also pessimist about the overall orientation of the policy-makers in the Depperindag.  The Directorate of International Industry and Trade Co-operation at the Depperindag has always insisted that the opening of the Indonesian market through BTAs would also mean the opening of the markets of some of Indonesia’s major trading partners.  Although this argument is true, the government official from the Bappenas believed that the Depperindag has failed to examine the actual ability of Indonesia’s domestic sectors in competing with other countries.  On the whole, therefore, the Indonesian government is thought to have been taking a too brave approach in dealing with all the proposed BTAs.

Whilst state actors’ perceptions of the impacts of the proposed BTAs towards Indonesian domestic industries were diverse, Indonesian non-state actors were more united in their stance towards the issue.  Those in the academic community, such as Dr. Hadi Soesastro,
 Dr. Marie Pangestu,
 Prof. Lepi Tarmidi,
 and Dr. Umar Juoro,
 were very sceptical about the issue, particularly as the government lacked any clear objective regarding the country’s involvement in the proposed BTAs with its major trading partners.  Indonesia, after all, can be considered a newcomer to the BTA trend (Soesastro 2004: 2).  The Indonesian government has so far been examining this trade policy option as a response to offers made by a number of countries (i.e. Japan and the US) and to the formation of BTAs that involve many ASEAN countries.  Indeed, the Indonesian government appears to have been tempted to follow similar approaches adopted by some of its ASEAN neighbours in pursuing BTAs policy, particularly Singapore and Thailand.  However, Indonesia remains unable to get involved in such arrangements, not only because of the lack of readiness of the various sectors listed in the proposed arrangements, but also as a result of the inability of Indonesian negotiators to fully represent the economic needs of the Indonesian people.  Prof. Tarmidi also added that Indonesia is not only lacking good negotiators but also trained officials capable of handling technical practicalities in the implementation of BTAs.  At the moment, key Indonesian government offices handling the practicalities of FTAs, such as the Directorate General of Custom and Excise, remains vulnerable to corrupt practices so that the implementation of BTAs could be irrelevant. 

Furthermore, Dr. Soesastro also suggested that the Indonesian government should take immediate action to come up with a clear identification as to which sectors are likely to experience gains or losses under the proposed BTA initiatives as well as the domestic reforms needed to support this policy option.  Indeed, as Soesastro (2004: 3-4) writes elsewhere, ‘it is often also the case that bilateral or regional FTAs are used to help promote domestic reforms.  [For instance,] an agreement with the US could have the greatest effect on Indonesia’s economic reform agenda.  However, … the widespread impression that the US is bullying Indonesia could [also] be counterproductive’.  Similarly, Dr. Pangestu also stressed that BTA deals that are conducted with larger and wealthier partners would generate limited benefits to Indonesia.  In the proposed FTA deal between Indonesia and the US, for example, it is very likely that the US would hit Indonesia on a number of issues that have not been resolved at the multilateral level, such as the intellectual property issue, legal issues, domestic regulations, and services. 

Nevertheless, as a keen proponent of regionalism and multilateralism, Dr. Soesastro believed that BTAs are inconsistent with the principle of multilateralism. According to him, BTAs are discriminatory arrangements, and, as such, may have negative impacts on countries that are excluded from the arrangements, but have similar economic structures with one or both country / countries involved in the BTA.  Dr. Soesastro also pointed out the importance of distinguishing between a clean agreement and a dirty agreement in international trade.  Whilst the former is a full trade liberalisation between the countries involved, the latter refers to an agreement that often excludes sectors that are considered sensitive by the participating countries.
  The BTA that was concluded between Singapore and Japan in 2002, for example, has so far had little impact on the Indonesian economy due to the similarity of the economic structures of both countries involved in this arrangement.  The impact would be much greater if Japan and other ASEAN countries, such as the Philippines and Thailand, both of which have been conducting BFTA negotiations since 2003, concluded similar free trade deals to that of the Japan-Singapore BFTA.  In the absence of the Japan-Indonesian BFTA deal, most of Indonesia’s exports would face stiffer competition in the Japanese market.  Therefore, BFTAs tend to strengthen the economic relationship between two countries (i.e. Japan-Philippines or Japan-Thailand) at the expense of a third country (i.e. Indonesia).  

As with members of the academic community, representatives from Indonesian business associations were also rather pessimist about the readiness of Indonesia’s domestic industries to deal with any future BTAs made between Indonesian and its major trading partners.  In general, all the representatives of the Indonesian business associations interviewed, including the Indonesian Small Business Exporters Consortium (ISBEC),
 the Association of Indonesian Entrepreneurs (APINDO – Asosiasi Pengusaha Indonesia),
 and the Indonesian Association of Telematics Software (ASPILUKI – Asosiasi Piranti Lunak Telematika Indonesia),
 have gradually started to show their support for trade liberalisation, particularly for those free trade deals that would boost Indonesian exports.  However, the representatives from the three business associations remained sceptical about whether Indonesia was ready for BTAs.  The representatives from these business associations believed that Indonesia still lacks the necessary domestic co-ordination, particularly on the governmental side.  According to these respondents, key government offices that are dealing with the proposed BTAs, such as the Deplu and the Depperindag, are themselves confused about choosing the right FEPs for the country.  Although there have been some improvements in recent years in the way in which these key government offices involve non-state actors in their decision-making processes, they remain aloof when it comes to the implementation of the policies.  All the representatives from the three business associations felt that they had provided the necessary information and data to the key government offices, yet they felt that many of the policies, such as excessive taxes imposed to businesses, created burdens on their business activities.  

The representatives from the three aforementioned business associations were also convinced that some Indonesian domestic sectors, such as textile, garment, electronics, and chemicals, were ready to deal with the implementation of any free trade agreements.  However, the same respondents argued that it is imperative that the Indonesian government comes up with the right formula in fostering competitiveness and efficiency in domestic industries.  To date, for example, the Indonesian government has failed to follow the Malaysian government’s suit in protecting its domestic industries whilst being involved in a number of free trade deals.  However, rather than demanding protective measures, the respondents believed that the eradication of corrupt practices, illegal smuggling, and other kinds of economic reform are fundamental to the improvement of domestic industrial competitiveness and efficiency.  In relation to the proposed BTAs, the respondents from the three business associations also reiterated the importance of choosing the right partners and carefully identifying the sectors to be listed in inclusion lists.  

Meanwhile, although KADIN, the largest Indonesian business association, is generally supportive towards the Indonesian government’s pursuit of BTA policy, this business association also pinpoints six key problems that need to be tackled by the government to increase domestic industrial competitiveness as well as to attract foreign investments (Kompas 2004a: 14).  The six problems identified by KADIN are law supremacy, security stability, tax reform, labour issues, provincial autonomy, and infrastructure.  Recent survey conducted by this business association also reveals that poor infrastructure causes US$ 26 million losses in Indonesia.  There are also a number of tax policies that are not supportive enough to the local businesses.  The value added taxes on certain strategic commodities, for example, are still considered extremely high by KADIN.   In the absence of efforts from the government to manage those aforementioned problems, it is likely that the Indonesian local industries will be unable to compete with industries in other countries.

As with most of the other respondents, the majority of representatives from non-governmental organisations (NGOs) or civil society organisation (CSOs) were also sceptical about their country readiness to face the implementation of BTAs.
  The majority of the representatives from NGOs and CSOs underlined the danger that Indonesia may encounter through its participation in BTAs.  Aside from general concerns about the impact of trade liberalisation on the well-being of the Indonesian general public, they were worried about the government’s lack of clear objectives that might render pursuing a BTA policy ineffective.  Prior to agreeing to any free trade deals, most representatives of Indonesian NGOs and CSOs wanted the key Indonesian government offices to clearly identify the weak and strong industrial sectors that would have to deal directly with all FTAs.  Such information is necessary for Indonesian delegates who are negotiating free trade deals with Indonesia’s major trade partners.  After all, as pointed by the majority of representatives from Indonesian NGOs and CSOs, the economic sovereignty and the well-being of the Indonesia people are at stake in these negotiations.  Some representatives from the Indonesian NGOs / CSOs also felt that it would be necessary to restructure the domestic economic regime as well as the process of FEP decision-making.  To date, international organisations, such as the WTO, IMF, and the World Bank are still dictating the conduct of Indonesian FEPs.  Representatives from NGOs / CSOs also believed in the necessity of creating pressure on the government from a grassroots level that involves civil society groups.  It was felt that it was up to civil society groups to identify and propose alternatives to the government rather than merely reacting to policies already issued as they had done in the past.  Thus, for the majority of Indonesian NGOs / CSOs, there was a need to push for reforms in the way in which both state and non-state actors operate prior to committing further to any trade liberalisation deals.

Moreover, as with other non-state actors, the majority of representatives from Indonesian NGOs / CSOs also concurred on the need to identify the right trade partners.  Amongst the proposed BTA deals that the Indonesian government wishes to pursue, the BTA deal with China is perceived as the most threatening by the majority of respondents in this category.  Key government offices, such as Depperindag and Deplu, have been arguing that China is a big market and a BTA deal with this country would enhance Indonesia’s exports to the Chinese market.  The majority of Indonesian NGOs / CSOs did not disagree with this line of argument, but they were suspicious that the Chinese market would be a large market for illegal smuggling from Indonesia, such as illegal logging, fishing, and so on.  China is also seen as a threat because most Chinese products exported to Indonesia were competing with products already produced in Indonesia.  Although the quality of many Chinese products may not match the quality of Indonesian products, the fact that Chinese producers are willing to sell their products at lower prices scared many representatives of Indonesian NGOs / CSOs.  Even before the implementation of any BTA deal with China, the Indonesian market has already been flooded by Chinese products.  The Indonesian market has been flooded by textiles, medicines, motorcycles, etc, from China since the mid-1990s.  The same also applies to the current bilateral economic relations between the two countries.  In the furniture industry, for example, although Indonesian exports show significant improvements from US$ 1.4 billion in 2002 to US$ 1.6 billion in 2004, the Indonesian furniture market is still controlled by the import of furniture from China.
  The implementation of a BTA deal with China, therefore, would further damage Indonesian domestic industrial sectors.  In contrast, however, BTA deals with both Japan and South Korea were perceived as less damaging than deals with China.  The majority of representatives from Indonesian NGOs / CSOs believed that Indonesia still needs technological expertise from both Japan and South Korea.  However, they felt that the Indonesian government needed to take firm action to ensure that Indonesia does not become a consumer market only.  As a result, prior to implementing any BTA with either Japan and South Korea, it was seen as imperative that Japan and South Korea should support Indonesia in developing its own technological expertise.  
BTAs and the Indonesian agricultural sector, food security, and rural development

Table 4.

Indonesia’s tariffs and non-oil / gas trade (1994-1999)

	Product Description (SITC Code)
	Average tariffs
	Imports
	Exports
	Change in trade surplus 1994-99

(US$)

	
	1994 

(%)
	1998

(%)
	Net change

(%)
	1994

(US$ million)
	1999

(US$ million)
	Annual growth 
(%)
	1994

(US$ million)
	1999

(US$ million)
	Annual growth (%)
	

	Agriculture
	22.8
	8.4
	-14.4
	2,678
	3,920
	7.9
	6,442
	6,789
	1.1
	-895

	Rubber (23)
	6.1
	5.3
	-0.8
	138
	93
	-7.5
	1,275
	865
	-7.5
	-365

	Fish / shrimp (03)
	26
	5.2
	-20.8
	16
	25
	10.2
	1,582
	1,556
	-0.3
	-35

	Coffee, tea, cocoa, spices (07)
	24.8
	4.9
	-20
	18
	76
	33.2
	1,297
	1,310
	0.2
	-45

	Vegetable oils (40,42,43)
	13.2
	5
	-8.2
	101
	29
	-21.9
	1,373
	1,828
	5.9
	527

	Fruits / Vegetables (05)
	26.1
	5
	-21.1
	197
	147
	-5.7
	304
	384
	4.8
	131

	Beverages / tobacco (11, 12)
	105.2
	88.4
	-16.8
	142
	154
	1.7
	138
	232
	10.9
	82

	Animal feed (08)
	8.2
	3.9
	-4.4
	417
	274
	-8.0
	157
	90
	-10.5
	76

	Cereal & preparations (04)
	NTB
	NTB
	n/a*
	922
	1,899
	15.5
	58
	61
	1.0
	-974

	Sugar & preparations (06)
	NTB
	NTB
	n/a
	63
	559
	54.9
	73
	68
	-1.4
	-501

	Other (00, 01, 02, 09, 21, 22, 29, 41)
	16.2
	5.2
	-11
	666
	664
	-0.1
	186
	395
	16.2
	211

	Forestry
	17.5
	4.7
	-12.9
	934
	963
	0.6
	5,953
	6,172
	0.7
	189

	Mining / minerals
	8.9
	6.4
	-2.5
	1,005
	665
	-7.9
	2,383
	3,510
	8.1
	1,467

	Other manufacture
	19.6
	10.3
	-9.3
	24,960
	14,741
	-10
	15,582
	22,286
	7.4
	16,922

	Total
	19.6
	9.5
	-10.1
	29,577
	20,290
	-7.3
	30,360
	38,756
	5.0
	17,683


Source: 
Magiera (2000)

The impacts of trade liberalisation on the agriculture sector, food security and rural development are other key issues that need to be assessed by the Indonesian government prior to pursuing any BTA policies.  Indonesia is, after all, an agrarian country, with the majority of its population, or about 75 percent, living in rural areas.  The agriculture sector alone absorbs about 44 percent of total employment, whilst contributing, along with forestry and fisheries, to around 17 percent of total GDP, which makes it one of the key sectors in the Indonesian economy.  Various academics have assessed the impacts of trade liberalisation on the Indonesian agricultural sector.  In their analysis of the impact of APEC trade liberalisation on the Indonesian agricultural sector, for example, Oktaviani and Drynan (2000) found that Indonesia benefits from participating in trade liberalisation, even if other APEC developing member countries do not participate.  Feridhanustyawan and Pangestu (2000: 30) provide a similar line of analysis, arguing that Indonesia’s commitment to the Uruguay Round forces the removal of domestic distortions in agriculture, which, consequently, increases Indonesia’s welfare overall.  Feridhanusetyawan and Pangestu are also optimistic that AFTA will increase Indonesia’s potential as a major producer of agricultural commodities ASEAN (p. 31).  Other studies, such as those conducted by Stephenson and Erwidodo (1995) and Anderson and Strutt (1999), suggest that Indonesia will suffer a loss in export competitiveness and a decline in net social welfare if it fails to pursue trade deregulation measures similar to those of its trading partners.

Table 5.

Indonesian agriculture and food trade 

(annual averages)

	Period
	Imports
	Exports
	Net Exports

	
	Agriculture
	Food
	Agriculture
	Food
	Agriculture 
	Food

	US$ million per annum

	1984-1986 (A)
	985
	589
	2,488
	,243
	1,503
	654

	1989-1991 (B)
	1,775
	911
	2,962
	1,329
	1,208
	418

	1994-1996 (C)
	4,545
	2,963
	5,414
	1,987
	869
	-976

	1998-2000 (D)
	4,145
	2,901
	5,045
	2,038
	900
	-863

	Per annum growth rates

	Period A to C
	16.5
	17.5
	8.1
	4.8
	-
	-

	Period C to D
	-2.3
	-0.5
	-1.8
	0.6
	
	


Source: FAO official website (accessed on September 2004)

On the contrary, those who oppose trade liberalisation are pessimistic about Indonesia’s participation in international trade liberalisation.  In the view of Setiawan (2003: 67-8), for example, the involvement of Indonesia in the Agreement on Agriculture (AOA) gave way to a radical liberalisation process in the Indonesian agricultural sector.  By committing to such an agreement, the Indonesian government renders the Indonesian farmer and the country’s agricultural system vulnerable to the market.  In other words, the strong wins whilst the weak losses.  The weak is no other than Indonesian small farmers.  As Setiawan further notes, the value of Indonesian agricultural imports to date reaches around US$ 1.3 billion.  Moreover, Indonesia’s imports on agricultural and food products have been significantly increased as a result of the country’s tariff reduction commitment (refer to table 4 and table 5).  During the 1984-1986, Indonesia’s agricultural imports accounted to US$ 985 million, whilst its imports on food products were accounted to US$ 589 million.  By the end of 2000, Indonesia’s import value rose to US$ 4,145 for agricultural products and US$ 2,901 for food products.  This is simply an indication that the Indonesian market is increasingly controlled by foreign agricultural products.  Other sceptics, such as Hidayat (2002), also point out that the majority of available studies on the readiness of the Indonesian agricultural sector to face trade liberalisation appear optimistic on paper.  However, the economic crisis of 1997 and Indonesia’s participation in various trade liberalisation measures under the WTO, AFTA, and APEC make Indonesia less well equipped to deal with the negative impacts of free trade.  Both the Indonesian economic structure and its infrastructure are not yet compatible with a trade system that has little control over the flow of goods and services across borders.  

On the whole, there are three issues that need to be addressed in the current analysis of the probable impacts that proposed BTAs may have on small farmers, which include (1) food sovereignty, (2) the overall competitiveness and efficiency of the Indonesian agricultural sector, and (3) the way in which the losers (or, in this case, small farmers) are compensated.  To start with, food sovereignty can be generally referred to as the right of the people to define their food and agriculture (Via Campesina 2003).  In recent years, food supply in Indonesia has not matched expectations.  The economic crisis of 1997, along with the stringent measures imposed by the IMF and the World Bank, has pushed the Indonesian government to undertake massive policy reforms in the agricultural sector.  Amongst other things, these reforms include: (1) the elimination of import monopoly over wheat, wheat flour, sugar, soybeans, garlic, and rice by the National Logistic Agency (Bulog – Badan Urusan Logistik), (2) the reduction of tariff rates on all food items to a maximum of 5 percent and the abolishment of the local content regulations, (3) the removal of restrictive trade and marketing arrangement for several commodities, such as rice, corn, eggs, soya, dried fish, flour, sugar, salt, and oil, (4) the deregulation of trade across district and provincial boundaries, particularly for cloves, oranges, and livestock (Erwidado and Ratnawati 2004: 13).  The opening up of and the deregulation process within the agricultural sector have meant that the Indonesian poor cannot keep up with the rapid price increase in essential commodities (Arifin et al. 2001: 7), thus diminishing levels of food sovereignty amongst the Indonesian people.  Indeed, although Indonesia maintains relatively high tariffs on certain agricultural commodities, such as rice, meat, sugar, and several types of fruit and vegetables, the Indonesian government has more or less agreed to introduce tariff reduction measures to the agricultural sector.  Despite its relatively high tariff level on rice (about 30 percent), for example, Indonesia has become one of the major rice importers in the world.  Certain forms of trade liberalisation have, to date, undermined Indonesian food sovereignty. 

[image: image2]

Source: Central Bureau of Statistics, various data 
Another key issue is the overall competitiveness and efficiency of the Indonesian agricultural sector.  It has been said that the future direction of Indonesian agricultural and rural development is dependent, inter alia, on the Indonesian government’s commitment towards market-oriented policy that promotes efficiency and competitiveness (Suryana and Erwidodo 1996).  However, poverty remains the key problem for the government to address prior to promoting efficiency and competitiveness amongst Indonesian farmers.  Recent data from the Central Bureau of Statistics (BPS – Biro Pusat Statistik), for example, reveals that an increasing number of Indonesians are living under the poverty line.  By 2004, there were as many as 37.3 million people living under the poverty line, which accounts for around 17.4 percent of the total Indonesian population (refer to fig. 3).  About 20.32 percent of people live under the poverty line in rural areas, and about 13.57 percent in urban areas.
  The impact of trade liberalisation on the well-being of small farmers is clearly highlighted by the plight of rice farmers.  The opening up of the Indonesian agricultural sector has led to the depreciation of the value of local rice, which directly hit small farmers.
  In the absence of efforts to eradicate the severe problems of poverty amongst small farmers in rural areas, it is very unlikely that the government will be able to promote so-called competitiveness and efficiency amongst Indonesian small farmers.  After all, the poor are more concerned about how they feed themselves than about empty economic jargons bandied about by the government and academics.

However, if the Indonesian government wishes to pursue its BTA policy then it is important to examine the way in which the losers are compensated.  In other words, who will feed those small farmers who have suffered from the process of economic liberalisation?  As mentioned earlier, to date, the opening up of the Indonesian market has so far led to a drop in certain agricultural products.  Small farmers unable to keep up with the increased competition from agricultural products coming from abroad are forced to face bankruptcy.  Depending on the content of the agreement, BTAs tend to accelerate the process of trade liberalisation.  As a result, this form of trade agreement is likely to increase the level of unemployment in the Indonesian agricultural sector.  This is one key issue that the government fails to address when preparing the blueprint for Indonesian FEP and the development of BTAs.

Despite the overall commitment of the Indonesian government to pursue an open economic policy, state and non-state actors alike have expressed their concerns on the impacts that this trade policy may bring to the well-being of small farmers living in rural areas.  In line with viewpoints on the readiness of the Indonesian domestic industrial sector, those representing government offices also hold contrasting points of views regarding the impact that the proposed BTAs may have on Indonesian small farmers.
  Whilst the representatives from key government offices, such as the Deplu and the Depperindag, were relatively positive and optimist about the issue,
 those representing Depkop-UKM and Bappenas felt that the situation should be fully assessed prior to the implementation of the proposed BTAs.  The representatives from both the Depkop-UKM and Bappenas, for instance, were concerned about the issue of food sovereignty and the actual ability of Indonesian small farmers to compete with their foreign counterparts.  The Indonesian government is perceived by these government officials as rather irrational when making decisions on food sovereignty.  In their analysis, Indonesia should follow Japan’s example.  The Japanese government has been able to provide significant protection to its agricultural sector so that the Japanese market would not become too dependent on agricultural products from abroad.  Moreover, the government official from the Depkop-UKM also added that nationalism is the only reason that some Indonesian consumers purchase local agricultural products.  However, she believed that this situation would be short-lived as the entrance of foreign agricultural products drives the prices down in the local agricultural market.  Local Indonesian oranges, such as those coming from Pontianak, Kalimantan, were recently priced at between Rp. 8,000 –Rp. 10,000 per kilogramme, whilst better tasting, better quality oranges from foreign countries are priced at about Rp. 5,000 per kilogramme.  The issue is not that Indonesian agricultural products cannot compete in terms of quality with foreign agricultural products, but that small Indonesian farmers have no means by which to promote their products to consumers.  Indonesian small farmers are indeed able to offer better quality products since they use, for example, less pesticides and chemicals commonly found in foreign agricultural products.  Nevertheless, financial constraints make it impossible for Indonesian small farmers to campaign about this issue to consumers.  

Unlike representatives from Indonesian government offices, members of the academic community were still unsure if both the Indonesian government and its potential BTA partners would be willing to initiate negotiations concerning the agricultural sector.  According to Dr. Soesastro and Dr. Pangestu, for example, Indonesia is not the only country concerned with the impacts that the proposed BTAs may have on the well-being of small farmers.  Similar concerns are shared by Indonesia’s potential BTA partners, such as Japan and China.  The export of Indonesian palm oil, for example, still faces various non-tariff barriers from China.  The Indonesian government is recently also reported to have agree on the implementation of a BTA with Japan only if the latter is willing to open up its agricultural sector.
  According to Prof. Tarmidi and Dr. Juoro, on the other hand, although the proposed BTAs would have a significant impact on Indonesian food sovereignty, there would be little direct impact as this trade regime deals only with trade and investment in the industrial sectors.  Despite this, however, Prof. Tarmidi and Juoro argued that the successful implementation of the proposed BTAs between Indonesia and its major trading partners greatly depend on the ability of Indonesian officials, particularly those from the Custom and Excise office, to deal with illegal smuggling.  During the interview, Prof. Tarmidi quoted recent data from the Food and Agricultural Organisation (FAO) that highlights Indonesia as a key producer of rice in the world today.  Therefore, theoretically, in the absence of illegal smuggling, which some argue can be eliminated through the lowering of trade barriers, Indonesian rice farmers would be able to compete with their foreign counterparts.      

Meanwhile, other Indonesian non-state actors felt that the proposed BTAs would not increase the well-being of Indonesian small farmers.  To start with, as the representative from the Indonesian Consumer Group (YLKI) stipulated, the issue of food sovereignty is used like a slogan by the Indonesian government and non-state actors alike.  However, there have been few detailed analyses of the impact of trade liberalisation on food sovereignty.  In the past, the Indonesian government introduced a number of initiatives to promote the enhancement of alternative plantations, such as peat moss, under the banner of food sovereignty.  To date, however, there are few progress reports provided by the government about many of these initiatives.  Other non-state actors also argued that foreign investments and the taking over of land owned by local farmers by large multinational corporations prevailed even in the absence of BTAs.  Indonesian farmers are still considered to be commodities whose products are exported to the host countries of multinational corporations.  To date, Indonesia still lacks the necessary technology and expertise to compete with its major trading partners.  If the government insists on pursuing BTA policy with its major trading partners, it is likely that Indonesians will be increasingly exposed to foreign products, and Indonesia will be the consumer market for its major trading partners.  It is, therefore, imperative that the proposed BTAs between Indonesia and its major trading partners are rejected until Indonesia is fully prepared.  
VI. Policy proposals and recommendations

Bilateral trade agreements are now on the rise and are taking a major role in increasing the pace of trade liberalisation in the global economy today.  As with most governments in the East Asian region, the Indonesian government is increasingly tempted to pursue this type of trade agreement.  Amongst some of the key reasons that the Indonesian government use to persuade its domestic constituents to agree to its BTA policy are the difficulties that arise in negotiations within the WTO, the increasing use of this type of trade agreement by Indonesia’s neighbouring countries, and the way in which such trade agreements might foster co-operation within the East Asian, if not Asia-Pacific, region.  However, it remains questionable whether Indonesia’s participation in such trade agreements will produce such positive results for Indonesian domestic industries and the well-being of small farmers.  The attitude of the majority of Indonesian domestic constituents to date remains sceptical of this type of agreement.  One must bear in mind that BTAs create specific obligations on a range of issues, from trade and investment regimes, as well as intellectual property rights.  Moreover, BTAs have the tendency to accelerate global trade liberalisation, which involves deeper and more comprehensive commitments than those agreed to within the WTO.  It is, therefore, imperative that the Indonesian government takes an extremely cautious approach in dealing with various proposals to create BTAs with its major trade partners.  

This paper has discussed the perspectives of Indonesian state and non-state actors towards Indonesia’s participation in various BTAs proposed with its major trading partners.  To date, only key government offices that deal directly with BTA issues, such as the Deplu and the Depperindag, are key proponents of Indonesia’s BTA policy.  Other Indonesian state and non-state actors, hold that the current domestic economic condition in Indonesia, such as the absence of stable law and order in regulating trade and investment regimes, makes this country incapable of committing itself to this type of agreement.  

The recommendations and policy proposals provided in this paper are based on the concerns expressed by the majority of the Indonesian domestic constituents interviewed.  Firstly, the Indonesian government should make sure that any decisions to conduct BTAs with the country’s major trading partners should not merely be an imitation of the policy pursued by Indonesia’s neighbouring countries, such as Singapore, Thailand, the Philippines, and Malaysia.  Close geographical sense does not necessarily mean that Indonesia has the same needs and problems as its neighbouring countries.  The Indonesian government must ask itself whether such trade agreements would really generate fruitful results to the overall Indonesian economy.  

Secondly, even if bilateral free trade policy is pursued, the Indonesian government must carefully select the right trade partner.  Amongst some of the proposed BTAs that Indonesia might be involved in, those with China and the US would be the most dangerous.  The flood of goods from China is already on the rise even in the absence of a BTA between China and Indonesia.  The Chinese government has always insisted that Indonesia has been experiencing a trade surplus in its trade with China since the normalisation of the relationship between the two countries in the early 1990s.  The proposed BTA between the two countries is hoped to increase Indonesia’s exports to China or to create a balance in the bilateral trade between the two countries.  Logically speaking, however, given the already excessive number of Indonesian exports to the Chinese market, it does not make any real sense to pursue a BTA with China.  After all, with or without a BTA, China will continue to require assistance from Indonesia to meet its industrial needs.  Furthermore, bilateral trade liberalisation with the US would also undermine the position of the Indonesian government in the WTO, particularly on issues related to the environment and intellectual property rights. It seems likely that the US would want to include issues that have been omitted at the multilateral level in future BTA talks with Indonesia.  The same also applies to other proposed bilateral trade agreements with Japan and South Korea.  Indonesia has been experiencing a trade surplus and has no immediate need to accelerate trade liberalisation with these two countries.

Thirdly, it is also important to stress that an excessive emphasis on BTA policy will undermine Indonesia’s overall FEP.  In general, the priorities within Indonesia’s foreign policy are the other member countries of ASEAN, the non-aligned movement (NAM), and the West (Smith 2000).  Indonesia is already committed to regional economic integration with other Southeast Asian countries under the auspices of AFTA.  The Indonesian government has promised that this regional trade liberalisation will be a learning process for Indonesia prior to committing further to other forms of trade liberalisation.  Although AFTA has already progressed towards its final stage, this trade liberalisation scheme is not yet fully operational (Indonesia, as one of the original member countries, is scheduled to enter the final stage of AFTA by 2008).  It would be a much wiser step if the Indonesian government waited until AFTA is fully finalised and has produced more concrete results before making further bilateral trade commitments.  

Fourthly, Indonesian domestic industrial and agricultural sectors are still behind in terms of competitiveness and efficiency, and lack the necessary infrastructure to support the proposed BTAs its major trading partners.  There are numerous problems that the Indonesian government has to deal with before making further commitments at the international level.  It is very unlikely that Indonesia will achieve a sustainable level of competitiveness and efficiency in the absence of stable laws and regulations.  The government must examine ways in which it could promote the competitiveness and efficiency of small agricultural farmers in the face of severe poverty, high unemployment, and hunger.  In the event that the Indonesian government remains committed to the conduct of this type of policy, incentives are needed to increase the level of efficiency and competitiveness of the domestic industrial and agricultural sectors.  Such incentives, for example, can be made in the tax system as well as in the reform of existing labour laws and provincial regulations.  In the absence of such domestic reforms, BTA policy is unlikely to contribute to the development of the Indonesian industrial and agricultural sectors.    

Fifthly, an insistence on pursuing a BTA policy would also create more confusion for custom officials working at the border areas.  Indonesian custom officials are confused enough with Indonesia’s overlapping commitments in AFTA, APEC, and the WTO.  Moreover, in contrast to the prediction that free trade will stop smuggling, the confusion generated by such overlapping memberships will actually maintain or increase the level of illegal smuggling at the border areas. This is also one key issue that needs to be addressed if the government insists on pursuing this type of trade policy.  One can imagine how complicated it would be if Indonesia conducted a BTA with, lets say, every country in the Asia-Pacific region. 
It might be that the best path of all for the Indonesian government to follow would be to reject BTAs.  Such free trade deals are hidden tools that are used to secure the privileges and the wealth of large multinational corporations and to advance the interests of powerful governments.  After all, one needs to examine the ways in which such free trade deals serve the actual needs and interests of the Indonesian public.  To date, the Indonesian government has proved unable to identify clearly the actual needs and interests of its domestic constituents.  If the government wishes to continue to pursue this type of trade policy, it is imperative that containment measures based on the issues addressed above should be introduced.   
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� ASEAN is a regional organisation that was formed in 1967.  The organisation is currently made up of ten Southeast Asian countries, namely Indonesia, Malaysia, Thailand, the Philippines, Singapore, Brunei, Vietnam, Burma, Cambodia, and Laos.  


� These are the updated figures from the last WTO (2000) report.


� The OCT is made up of Greenland, New Caledonia, French Polynesia, French Southern and Antartic Territories, Wallis and Futuna Island, Moyotte, Saint Pierre and Miquelon, Aruba, Netherlands Antilles, Anguila, Cayman Islands, Falkland Islands, South Georgia, South Sandwich Island, Montserrat, Pitcairn, St. Helena, Ascension Island, Tristan da Cunha, Turks and Caicos Islands, British Antarctic Territory, British Indian Ocean Territory, and British Virgin Islands.


� The European Free Trade Association (EFTA) which was formed on the 3rd May 1960, included Liechtenstein, Norway, and Switzerland.  Iceland was admitted into the grouping ten years later, or on 3rd March 1970.


� Based on the data provided by the ASEAN Secretariat (2003)


� An interview was conducted by the author with Tan Weiwen, the Economic Counsellor of the Republic of China Embassy, on 30th July 2004, in Jakarta.


� An interview was conducted by the author with Michihiro Kishimoto, First Secretary Commercial of the Japanese Embassy, on 28th July 2004, in Jakarta.


� As quoted in Eng (2004: 60).


� See, for example, Palmer (1991), Hettne et al. (1999), Hettne and Söderbaum (2000) and Schulz et al. (2001).


� ASEM is comprised of ten Asian nations, fifteen European nations, and the European Commission.  The prime motive for this meeting grew from the recognition of the need to strengthen the linkage between Europe and Asia.  The first meeting was held on 1-2 March 1996, in Bangkok, and was followed up in London, on 3-4 April 1998.  Prior to the creation of ASEM, however, both Southeast Asia and countries of the then European Community (EC) had a long-standing partnership, and such a relationship has been regarded as a model for a group-to-group inter-regionalism (Lukas 1989; Mols 1990).  Although ASEM has different, even conflicting, agendas to other regional groupings that ASEAN countries are involved in, such as APEC, both forums allow the East Asian policy makers to consolidate political and economic communication with North America via APEC and the EU via ASEM (Higgot 1999: 194).  Further information on the background to ASEM’s creation can also be found at the ASEM official website (accessed 2004) at: 


� HYPERLINK "http://asem.inter.net.th/asem-info/background.html" ��http://asem.inter.net.th/asem-info/background.html� 


� See also Business Indonesia (2004a).


� Quoted from the official website of the US Embassy in Jakarta (2000): 


 � HYPERLINK "http://www.usembassyjakarta.org/econ/invest/investment2000-2.html#A1" ��http://www.usembassyjakarta.org/econ/invest/investment2000-2.html#A1� 


� As quoted in Waslin (2003: 10).


� For an analysis of the attitude of the Indonesian business community see also Anwar (1994) and Chandra (2004).


� See also Dajin Peng (2002) for an analysis on the contribution of the ethnic Chinese business networks towards the institutionalisation of economic integration.


� An interview was conducted by the author with the Economic Officer of the Korean Embassy who wished to remain anonymous, on 4th August 2004, in Jakarta.


� Despite this, the researcher was able to examine the views of some representatives of these related government offices through a number of seminars or conferences organised by the Indonesian government.


� An interview was conducted with Bambang Guritno, Director of the Directorate of ASEAN Co-operation, on 22nd July 2004, in Jakarta.


� An interview was conducted by the author with Ansari Buchori, Secretary of the Directorate General for Metal, Machine, Electronics, and Miscellaneous Industries, on 3rd August 2004, in Jakarta.


� An interview was conducted by the author with Sri Ernawati, Expert Ministerial Staff on International Relations, on 5th August 2004, in Jakarta.


� An interview was conducted with Dr. Luky Eko Wuryanto, Director of the Directorate of Industry, Trade, and Tourism, on 30th July 2004, in Jakarta.


� The interview with Dr. Hadi Soesastro was conducted by the author on the 23rd July 2004.  At the time of the interview Dr. Soesastro held the position of Executive Director of the Centre for Strategic and International Studies (CSIS).


� The Interview with Dr. Mari Pangestu was conducted by the author on 9th August 2004, in Jakarta.  At the time of the interview Dr. Pangestu held the position of Senior Researcher at the CSIS.


� The interview with Prof. Lepi Tarmidi was conducted by the author on the 19th July 2004, in Jakarta.  At the time of the interview Prof. Tarmidi held the position of the Director of the APEC Study Centre at the University of Indonesia.


� The interview with Dr. Umar Juoro was conducted by the author on the 25th August 2004, in Jakarta.  At the time of the interview Dr. Juoro held the position of Senior Fellow at the Habibie Centre.


� However, Article XXIV of GATT also stipulates that two or more countries may create an FTA or a custom union if the agreement substantially involves all sectors and does not discriminate against a third party.  Even when there are sensitive products in the FTA or custom union, it is imperative that these sensitive items are transferred into the inclusion list within a reasonable time period.  For further details on Article XXIV of GATT, visit the WTO official website (accessed on August 2004) at:


� HYPERLINK "http://www.wto.org/english/docs_e/legal_e/gatt47_02_e.htm#articleXXIV" ��http://www.wto.org/english/docs_e/legal_e/gatt47_02_e.htm#articleXXIV� 


� An interview was conducted by the author with the Chairman of ISBEC, Dr. Erwin Elias, on the 2nd August 2004, in Jakarta.


� An interview was conducted by the author with the Chairman of APINDO, Dr. Sofjan Wanandi, on the 10th August 2004, in Jakarta.


� An interview was conducted by the author with the Chairman of ASPILUKI, Teddy Sukardi, on the 10th August 2004, in Jakarta.


� The researcher conducted interviews with (the) representatives from eight different Indonesian NGOs / CSOs, which included: (1) Riza Tjahjadi, National Co-ordinator, Pesticide Action Network (PAN), 21st July 2004, in Jakarta; (2) Wardah Hafidz, Co-ordinator, Urban Poor Centre (UPC), 22nd July 2004, in Jakarta; (3) Sumyaryo Sumiskun, Director, The Assemblage of Indonesian Fishermen (HNSI – Himpunan Nelayan Seluruh Indonesia); (4) Farah Sofa, International Corporate Campaign Co-ordinator, Indonesian Friends of the Earth (Walhi – Wahana Lingkungan Hidup), 23rd July 2004, in Jakarta; (5) Hikayat Atika Karwa, Federation of Labour Union on Metals, Electronics, and Machinery (FSP-LEM – Federasi Serikat Pekerja Logal, Elektronik, dan Mesin); (6) Indah Sukmaningsih, Director, Indonesian Consumer Group (YLKI – Yayasan Lembaga Konsumen Indonesia), 29th July 2004, in Jakarta; (7) Yopie Handjaja, Uni Social Democrat (Unisosdem – Uni Sosial Demokrat), 4th August 2004, in Jakarta; (8) Setiono, Director, Labour Union for Jakarta, Bogor, Tangerang, and Bekasi (SBJ – Serikat Buruh Jabotabek (Jakarta, Bogor, Tangerang, and Bekasi), 4th August 2004, in Jakarta.


� As reported in Kompas (2004b), or visit Kompas official website at:


� HYPERLINK "http://www.kompas.com/kompas-cetak/0403/08/ekonomi/897870.htm" ��http://www.kompas.com/kompas-cetak/0403/08/ekonomi/897870.htm� 


� As reported in the Pikiran Rakyat (2004), or visit the official website of Pikiran Rakyat at:


� HYPERLINK "http://www.pikiran-rakyat.com/cetak/0404/30/06a02.htm" ��http://www.pikiran-rakyat.com/cetak/0404/30/06a02.htm� 


� As reported in the Kompas (2004c), or visit the official website of Kompas at:


� HYPERLINK "http://www.kompas.com/kompas-cetak/0407/27/ekonomi/1169843.htm" ��http://www.kompas.com/kompas-cetak/0407/27/ekonomi/1169843.htm� 


� Unfortunately, the researcher was unable to conduct research interviews with the representative of the Ministry of Agriculture.  The individual contacted by the researcher from this Ministry claimed that BTA issues were mainly the affairs of the Depperindag.  As a result, the researcher was advised to discuss this matter directly with the appropriate staff in the Depperindag.   


� In a recently published report about the Indonesia’s economic upturn, the Depperindag (2003: 5) also stipulates that the Indonesian ‘government’s focus in agricultural policy will be to maintain food security and promote efficient production, processing, and marketing of agricultural products.  A key aim of Indonesia’s rice policy framework will be to ensure food security by promoting competition in this sector.  … The government of Indonesia will continue to liberalize fertilizer market by permitting general importers to engage in trade and opening domestic market to new participants’.  Therefore, it is clear that the Indonesian government’s agricultural regime is determined by policies that are in harmony with general trade liberalisation.


� As reported in the Kompas (2004d), or visit the official website of Kompas at:


� HYPERLINK "http://www.kompas.com/kompas-cetak/0408/26/ekonomi/1231035.htm" ��www.kompas.com/kompas-cetak/0408/26/ekonomi/1231035.htm� 
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