
Extractive

Indicator 2015 Source

Total size of sector ($) $37.1 billion BPS

Share of sector in the economy (% GDP) 4.7% BPS

Sector ranking in the Indonesian economy 6th largest BPS

CAGR 2010-14 (%) 1.7% BPS

YoY sector growth 2014-15 (%) -17.6% BPS

Largest company in sector PT. Freeport Indonesia  AmCham

Largest US company in sector PT. Freeport Indonesia  AmCham

Size of US companies in sector ($) $18.0 billion BEA*

% share of US companies in sector 48.5% BEA**

FDI (realized) by US companies in sector ($) (combined extractive 
sector with oil and gas sector) 

$322.8 million BI

Exports of US companies in sector ($) $780.0 million US Census

Imports of US companies in sector ($) $250.9 million US Census

Total workforce in the sector (including oil and gas) 1.32 million BPS

% employment of sector in total Indonesian workforce  
(including oil and gas sector)

25,000 BPS

S 4

NOTE *2013, AS NO BEA DATA FOR 2014-15. ** BEA DATA FOR 2014. 

BPS BADAN PUSAT STATISTIK / STATISTICS INDONESIA

BEA BUREAU OF ECONOMIC ANALYSIS, US DEPARTMENT OF COMMERCE

TABLE 8.4
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Sector Overview  

Falling commodity prices have had a 

major impact on Indonesia’s overall 

economic performance and the 

extractive industry has felt the pain. 

The downturn in commodity prices  

also coincides with the implementation 

of the Law on Mineral and Coal Mining 

No. 4/2009, which was promulgated 

with the aim of maximizing the 

benefits of the industry for Indonesia, 

while hoping to provide greater legal 

certainty for mining companies. 

However, six years on, the extractive 

industry is still struggling to achieve 

the goals of the Mining Law, while 

simultaneously having to cope with  

low prices. 

Indonesia has massive mining 

potential, as confirmed by the Fraser 

Mining Index whose “Best Practice 

Potential” index ranked Indonesia 

third out of a total 109 international 

mining jurisdictions in 2015, behind 

only Western Australia and Alaska. 

However, in terms of “Regulatory 

Quality Perceptions” Indonesia ranked 

a dismal 91 out of 109 in 2015 and, 

as a result, in terms of “Investment 

Attractiveness”, Indonesia ranked 

only 49 out of 109 in 2015. Based 

on the scores used in calculating 

these rankings, Indonesia’s ranking 

in the “Room for Improvement” 

category places it in bottom position, 

namely 109 out of 109 jurisdictions. 

Therefore, improving regulatory quality 

is paramount if Indonesia is serious 

about improving its attractiveness for 

investment in the extractive industry 

sector, especially in the current low 

commodity price environment. 

The consequences of this poor 

regulatory environment and the ban 

on raw mineral exports from January 

2014 have had a major impact of mining 

exports: prior to 2014, mining exports 

accounted for more than 20 percent 

of total exports, while in 2015 they 

accounted for only 14 percent. Before 

the ban was (partially) implemented 

in 2014, Indonesia’s mining sector 

accounted for nearly 9 percent of the 

country’s GDP. However, this figure 

fell to around 4 percent of GDP in 

2015, although clearly this is also a 

consequence of weakening  

commodity prices.16 

There are a variety of challenges 

that currently confront the industry 

in Indonesia beyond the difficult 

global price environment. The main 

challenge lies in understanding and 

implementing the Mining Law and its 

associated regulations, which is posing 

several difficulties. As a result, the 

renegotiation of Contracts of Work 

(CoW) and Coal Contracts of Work 

(CCoW) is taking far longer than the 

initial one-year limit stipulated for 

the renegotiations after the effective 16 PwC. 2015. Mining in Indonesia. Investment 
and Taxation Guide. May 2015
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date of the Mining Law. In particular, 

there are difficulties in reaching 

agreement on changes in royalty rates, 

in-country processing requirements, 

reductions in the size of CoW/CCoW 

concession areas, and new foreign 

divestment requirements to domestic 

shareholders. At the time of writing, 

the government has signed only one 

CoW amendment agreement (with  

PT. Vale Indonesia) with major  

mining companies.17  

The government has issued various 

regulations since the mineral-ore 

export ban was imposed in January 

2014, allowing some mining companies 

to continue exporting, providing 

these companies pay export levies 

up to January 2017 and also commit 

to building (or contribute to the 

building) processing/refining facilities 

in Indonesia. There are ongoing 

discussions between the government 

and the major players in the sector 

on the types of minerals that can be 

exported as concentrates and the level 

to which other mineral ores need to be 

refined before they can be exported. 

Then there are also questions over 

the feasibility of processing some 

types of minerals economically, given 

current low prices internationally and 

the lack of infrastructure in some 

remote mining areas to support the 

processing facilities. As a result, many 

small mineral mining companies have 

closed down their operations and larger 

players have scaled back their activities 

and curtailed their exports, with a 

commensurate impact on Indonesia’s 

export revenues (Figure 8.5). 

At the time of this writing, DPR 

Commission VII (Energy, Natural 

Mineral Resources, Research and 

Technology) is in discussions over 

possible revisions to the Mining Law, 

particularly with regard to the mineral 

ore export ban. 

Overall, it seems clear that despite 

the huge and high-quality geological 

potential of Indonesian mineral and coal 

resources, the investment environment 

will remain problematic until the 

regulatory uncertainties can be 

resolved. As a consequence, Indonesia 

will struggle to attract any major new 

investment in the extractive sector and 

the vast bulk of Indonesia’s mineral 

wealth will remain unexploited.  

Total mining exports and 
mining revenues, 2012–15 
($ billion) 
SOURCE BPS AND BPK (THROUGH CEIC).  

FIGURE 8.5
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17 Interview with industry expert, 28 July 2016 
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The Role of US Companies in the 

Extractive Sector 

The extractive sector is second only 

to the oil and gas sector in terms of 

the presence of US companies, at 48.5 

percent of the total industry. Sector 

growth has fallen off a cliff since 

2012, and contracted by 17.6 percent 

in 2014-15. Despite this massive 

downturn, US economic activity still 

came in at $18 billion in 2015, second 

only to the US activity in the consumer 

goods sector. 

The two major US companies operating 

in the extractive sector in Indonesia 

are PT. Freeport Indonesia and PT. 

Newmont Nusa Tenggara. Both 

heavily impacted by the raw mineral 

ban imposed in 2014, Newmont is 

currently in the process of selling its 

main Indonesian asset, the open pit 

Batu Hijau copper and gold mine in 

Sumbawa, to a local buyer,18 and can 

be expected to exit from Indonesia 

in the near future. Freeport, on the 

other hand, is striving to come to an 

agreement with the government to 

guarantee its operating rights through 

to 2041 as agreed in its current CoW. 

PT. Freeport Indonesia plays a major 

role in the Indonesian economy, 

contributing 1.7 percent to the state 

budget and 0.8 percent of GDP in 

2013.19 Freeport was for many years 

Indonesia’s largest contributor to 

government revenue, although its 

position has been displaced in the 

wake of the collapse of commodities 

prices and the reduction in operations 

imposed by the export ban. Despite 

the export ban, Freeport still posted 

$367 million in taxes, royalties, 

dividends, fees and other payments in 

2015, while providing jobs for almost 

32,500 employees and contractors, 

of which just 152, or 1.26 percent, are 

expatriates. It has also invested $2.3 

billion in a smelter in Gresik, East Java, 

which currently processes 1 million 

tons of ore a year, but which is due to 

rise to 3 million tons with expansion 

to the plant. Despite this, Freeport 

is currently required to apply for 

renewal of its export permits every six 

months. If the company cannot reach 

agreement on its long-term rights, it 

may be forced to reduce or defer its 

current annual investments of $1 billion 

in underground mining development 

projects, which are planned from  

2016 to 2020. 

+ The relationship between the 

government and PT. Freeport 

Indonesia is of paramount importance 

in enabling the company to fulfil its 

potential and make its full contribution 

to the Indonesian economy. Suffice to 

say, the government should consult 

with all stakeholders to create a more 

predictable and consistent legal and 

fiscal framework that will enable the 

private sector to make the major long-

term investments necessary in order 

for the sector to play its full role in the 

growth of the Indonesian economy.  

+ One possible solution to the issue of 

divestment obligations that should be 

seriously considered by the Ministry 

of Energy and Mineral Resources, 

together with Investment Coordinate 

Board (BKPM) and the Financial 

Services Authority (OJK) - not only 

for Freeport but for all major mining 

companies - is to use stock exchange 

offerings to enable foreign companies 

to at least partially fulfil their 

divestment obligations.  

Ideas for Incentivizing Growth in 

the Extractive Sector

18 http://www.wsj.com/articles/newmont-mining-to-sell-indonesian-mine-for-920-million-1467285254

19 PT. Freeport Indonesia. 2016. Fact Sheet. Update 2016. 
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