
Oil & Gas   

Indicator 2015 Source

Size of sector ($) $28.6 billion BPS

Size of sector (% GDP) 3.6% BPS

CAGR (%) 2010-15 3.8% BPS

YoY sector growth 2014-15 (%) -33.4% BPS

Ranking in Indonesian economy 8th largest BPS

Largest company in sector PT. Pertamina AmCham 

Largest US company in sector Chevron AmCham

Size of US companies in sector $15.1 billion BEA**

% share of US companies in sector 52.8% BEA**

Domestic sales by US companies in sector ($) $18.8 billion BEA**

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

$322.8 million BI

FDI (realized) by US companies in sector ($) $322.8 million BI

GoI revenue from US companies in sector ($) $1.1 billion BEA**

Exports of US companies in sector ($) $713 million US Census 

Imports of US companies in sector ($) $22.1 million US Census 

Total workforce in the sector 1.32 million BPS

Total workforce in the sector employed in US companies 25,000 BEA*

% employment of sector in total Indonesian workforce (includes 
extractive sector)

1.2% BPS

% of workforce in the sector employed by US companies 1.8% BEA*

S 8

NOTE *2013, AS NO BEA DATA FOR 2015. ** BEA DATA FOR 2014. 

BPS BADAN PUSAT STATISTIK / STATISTICS INDONESIA

BEA BUREAU OF ECONOMIC ANALYSIS, US DEPARTMENT OF COMMERCE

TABLE 8.8
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Sector Overview  

Oil production continued to decline in 

2015, falling to its lowest level since 

1969. Based on the BP Statistical 

Review 2016, Indonesia produced 

just 54 percent of its own total oil 

consumption in 2015, the lowest 

proportion ever, and the eighth 

consecutive annual decline in this 

ratio. In 2015, oil, which comprises 

37.6 percent of Indonesia’s total 

energy demand, lost its position as the 

dominant fuel for the first time, giving 

up first place to coal, which rose to 41.1 

percent of total energy consumption. 

Gas declined slightly from its 2014 level 

of 19.8 percent to 18.3 percent in 2015, 

with hydro surging from 1.9 percent 

in 2014 to 5.9 percent. Natural gas 

production was marginally lower in 2015 

compared with 2014 and 12.4 percent 

down on its production peak in 2010.32

The oil and gas sector in Indonesia 

was valued at $28.6 billion in 2015, 

equivalent to 3.4 percent of the 

total economy, ranking it the 8th 

largest sector in the economy out 

of nine sectors. With the end of 

the commodities boom, the oil and 

gas sector has experienced a major 

slowdown since 20I2, falling from over 

$54 billion to $28.6 billion. Despite the 

decline, the oil and gas sector still plays 

a vital role in Indonesia’s economy, 

however, providing government 

revenue of about $11.9 billion in 2015 

(Table 8.9), around 7.4 percent of 

total state revenues.33 However, the 

government take from the sector has 

fallen precipitously in the past few 

years, as Table 8.9 illustrates. 
32 BP Statistical Review 2016. Indonesia’s Energy 
Market in 2015. 

33 Source: Directorate General of Budget (MoF) 
through CEIC. 

–11.3

36.8

2011 2012 2013 2014 2015**

Government take 35.9 35.4 31.2 26.8 11.9

Cost recovered 15.2 15.5 15.9 16.3 13.4

Contractors’ take 10.2 10.3 9.4 8.2 4.1

Total revenue 61.3 61.2 56.5 51.3 29.4

Revenue split between oil 
and gas contractors* and 
the government, 2011–15 
($ billion)
NOTE * THIS INCLUDES ALL CONTRACTORS 

IN THE OIL AND GAS SECTOR, BOTH FOREIGN 

AND DOMESTIC. ** BASED ON FQR 4Q15 

(UNAUDITED). 

SOURCE SKK MIGAS

TABLE 8.9
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This contraction has been accompanied 

by dramatic changes in the landscape 

of the oil and gas industry, both in 

Indonesia and globally, with crude 

oil prices falling from $110/barrel in 

June 2014 to less than $30/barrel 

earlier this year and about $50/

barrel currently. This needs to be 

seen against a backdrop of other key 

changes in Indonesia itself. Oil and 

gas production has enjoyed a long 

and stable history in Indonesia, with a 

relatively well understood regulatory 

framework. Indeed, Indonesia has 

been an international pioneer in many 

areas, including the development of 

production sharing contracts (PSCs) 

and the commercialization of LNG. 

However, today the industry is in 

transition, with growing domestic 

demand for gas, the importation 

of LNG, and a decade-long decline 

in oil production, all giving rise to 

a shift away from oil towards gas. 

Previous government attempts to 

stimulate exploration have gained little 

traction, while other changes, such 

as the deferral of cost recovery, have 

generated concern over the sanctity of 

contracts. 

There has also been increasing 

uncertainty over contract extensions. 

For example, the PSC with Total 

Indonesie SA of France and Inpex of 

Japan for the Mahakam gas block in 

East Kalimantan was not renewed 

by the government last year, after 

several years of uncertainty, with 

the concession finally being awarded 

to PT. Pertamina. More recently, in 

March this year, the decision was 

made to opt for onshore liquefaction 

of LNG for the Masela/Abadi project in 

Maluku to exploit 11 trillion cubic feet 

of gas reserves under the Arafura Sea. 

Despite the upstream regulator, SKK 

Migas, the Minister of Energy and the 

contractors for the project, Inpex-

Shell, favoring the offshore option for 

both cost and technical reasons, the 

government switched the project from 

a floating LNG plant to a land-based 

one. Many in the sector believe that 

this last-minute decision after years of 

planning sets a bad precedent for the 

investment climate in oil and  

gas and beyond.  

As a result of these and other issues 

and concerns, investment in oil and gas 

has slowed marginally from $16.1 billion 

in 2012, to $15.9 billion in 2015.34 But 

more worrying is the fact that growth 

in the sector collapsed by 33.4 percent 

in 2014-15, after achieving a modest 

CAGR of 3.8 percent in 2010-14. 

The number of new oil and gas 

contracts entered into also fell from 

25 in 2012, to 14 in 2013, to 7 in 2014, 

and zero (out of 9 put out to tender) 

in 2015. So far this year, 11 contracts 

have been put out to tender, but none 

have yet been awarded. In terms of 

production wells drilled, there has 

been a dramatic decline since 2012 

to all but zero.35 Meanwhile, drilled 

exploratory wells fell from an average 

of 104 in 2011-13, to 83 in 2014, and to 

just 52 in 2015. National oil production 

has fallen from 1.25 million barrels per 

day (bpd) in 2001 to below 820,000 

bpd currently. A recent survey by 

PwC found that 53 major oil and gas 

companies in Indonesia are more 

pessimistic about their operations 

here than anywhere else in the world, 

with more than 60 percent saying 

they would not increase exploration 

activities in Indonesian within the 

next three years.36 In a recent analysis 

by Wood Mackenzie, an oil and gas 

consultancy, Indonesia’s oil production 

is expected to decline to 500,000 bpd 

by 2019, while oil imports are expected 

to surge from 800,000 bpd currently to 

1.2 million bpd by 2019.37 

Nonetheless, Indonesia still has 3.6 

billion barrels of proven oil reserves 

and is the 20th largest producer, 

while it is ranked 10th in world gas 

production, the second-largest in 

34 Source: SKK Migas. 

35 PwC. 2014. Oil and Gas in Indonesia. Investment and Taxation Guide.

36 PwC. 2014. 2014 Investor Survey of the Indonesian Oil & Gas Industry: Opportunities, Risks and Rewards—a balancing act. 

37 Wood Mackenzie. 2015. http://www.woodmac.com/reports/upstream-oil-and-gas-indonesia-upstream-summary-761975
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the Asia Pacific region after China. 

Its LNG exports account for about 8 

percent of the world’s LNG exports 

and it is the world’s fourth-largest 

exporter. However, with Indonesia 

also struggling to maintain its LNG 

production levels and meeting stronger 

demand from the domestic market, 

this means that LNG imports are likely 

to increase. Indonesia also has huge 

coal bed methane (CBM) reserves 

of 453 Tcf, larger than the country’s 

LNG reserves and one of the largest 

reserves in the world. Indonesia’s shale 

gas reserves are even larger than its 

CBM, at an estimated 574 Tcf.38  

Meanwhile, in the downstream 

segment, although the market was 

liberalized in 2001, progress has been 

slow and PT. Pertamina, the state-

owned oil-and-gas company, still 

dominates the segment. Pertamina 

also owns and operates eight of the 

country’s nine oil refineries (the ninth 

belongs to the R&D arm of the Ministry 

of Energy and Mineral Resources). 

With installed capacity of only 1.05 

million barrels per day, Indonesia has to 

import large quantities of refined fuel 

products to meet domestic demand. 

Given the plummeting crude oil 

prices seen earlier this year, it is 

hardly a surprise that the sector is 

going through hard times, and those 

difficulties are only exacerbated by 

regulatory uncertainties. There are 

several challenges that are unique to 

the Indonesian operating environment. 

First, and probably most importantly, 

is the uncertainty surrounding the 

extension of PSCs. The extension of 

19 PSCs that will expire between now 

and 2018 is now in serious doubt after 

the experiences of Total and Inpex 

mentioned above. The concessions 

account for about 30 percent of 

national oil output and the Indonesian 

Petroleum Association (IPA) says that 

Indonesia risks becoming a net energy 

importer by 2019 unless such contracts 

are safeguarded in good time.37

Second is the current fiscal and 

tax regime, which provides the 

government with the second-highest 

levels of revenue-take in the world 

(Table 8.9),40 making it hard for 

oil and gas companies to compete 

globally. As the head of SKK Migas 

has recently written, “There is no 

point in offering incentives. As a 

first step, eliminating disincentives 

should be the top priority.”41 One 

example of a disincentive is onerous 

tax policies, such as valued-added tax 

(PPN). Tax assessments have been 

made that are clearly counter to PSC 

arrangements, and come without the 

consent of the Ministry of Energy and 

Mineral Resources and SKK Migas. 

Although PPN costs should normally 

be recovered within weeks, in practice 

this can often take years, affecting 

contractors’ cash flows when many of 

these companies are already operating 

at 30 percent capacity. This is one of 

the reasons behind the 100,000 lay-

offs that the industry has recently seen 

across upstream oil and gas activities, 

coupled with a decline in government 

PPN revenue from the industry. 

Third, there is the issue of a land and 

building tax paid by contractors during 

the exploration phase of projects. 

While this has now been revoked,  

there are still late-filing cases in the 

Tax Court involving IDR 3.1 trillion  

($233 million). 

Fourth is the prolonged and 

complicated licensing processes at 

both national and local levels. While 

simplified permitting processes at 

BKPM are encouraging, this attitude 

needs to filter down to the regional/

local government level, where 

problems still exist. Overall, far greater 

coordination is needed between 

government agencies, because while 

38 PwC. 2014. Oil and Gas in Indonesia. Investment and Taxation Guide. 

39 http://www.thejakartapost.com/news/2016/05/14/view-point-government-needs-wake-harsh-realities-oil-gas-industry.html

40 2016 Oil and Gas Production in Indonesia (BOEPD): Chevron 251,000; ConocoPhillips: 241,000; and ExxonMobil: 170,000 (Source: WoodMackenzie: SKK 
Migas). 

41 http://www.thejakartapost.com/academia/2016/05/12/disincentives-stall-the-oil-gas-business.html
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the Energy Ministry, SKK Migas and 

BKPM have greatly improved in the 

past two years, it remains hard to 

resolve issues outside the oil and  

gas sector’s control.   

There is a proposal in the DPR to  

revise the current Oil and Gas Law  

No. 22/2001 in 2016, although this  

has not been deliberated at the time of 

writing. This could be an opportunity 

to clarify previous inconsistencies 

between various laws and regulations, 

to remove the potential for conflicting 

provisions, while at the same time 

tightening loopholes. If the lessons 

learned from the current downturn 

in the industry could be put to good 

use in turning around the investment 

climate in oil and gas through the 

revision, then perhaps investment 

could be rekindled. The tragedy is 

that if the investment climate does 

not improve, then the huge potential 

reserves that may exist in remote and 

difficult-to-exploit eastern Indonesia 

may never be proven. The high cost 

and sophisticated technology needed 

to go after this potential will likely 

prove too challenging for Pertamina to 

exploit on its own.   

The Role of US Companies in the  

Oil and Gas Sector  

US companies comprise just over half 

of the sector, at $15.1 billion in 2015, 

or about 52.8 percent. The major US 

oil and gas players include Chevron, 

ConocoPhillips and ExxonMobil. US 

companies have traditionally had 

a very significant presence in the 

sector, however, the trend is toward 

increasing the role of Pertamina in 

coming years and reducing the role 

of foreign companies as fewer PSC 

extensions are granted. 

Despite the ongoing transition in the 

industry, US companies still post 

impressive figures: domestic sales by 

US companies totaled about $18.8 

billion in 2015, while FDI for the year 

was $10.0 billion42 Exports of US 

companies in the sector totaled  

$713.1 million, against imports of 

$22.1 million. In terms of government 

revenue, US companies contributed a 

total of about $1.1 billion in 2015. This 

contribution to the state is significantly 

lower than in previous years due to  

the slowdown in the sector. 

The oil and gas sector is not highly 

labor-intensive. While more than 1.3 

million workers were employed in 

the industry if we include mining and 

quarrying (our extractive sector) in 

2015, US companies only employed 

about 25,000 workers in the oil and 

gas sector in 2013, which is only 1.8 

percent of the total number of  

workers engaged in the sector.  

42 This figure of $10.0 billion in 2015 is provided by BEA, and is far higher than the BPS figure for US FDI in the sector foe the same year, at just $322.8 million. 
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43 McKinsey & Company. 2014. Global Energy and Materials: The ideas to reshape Indonesia’s energy sector. September 2014

+ The parties to 

PSCs should respect 

the sanctity of the 

contracts. This means 

that the government 

should not move 

unilaterally to impose 

new obligations, or alter 

the terms of existing 

contracts through 

subsequent laws or 

regulations. Laws and 

regulations passed after 

the effective dates of 

PSCs should not be 

retroactive. 

+ Urgent improvements 

are needed to ensure 

that tax assessments are 

consistent with existing 

PSC agreements, value-

added tax is reimbursed 

in a timely manner and 

financial policies are 

designed to support 

continued investment. 

+ Remove the value-

added tax charged 

on the use of joint 

oil and gas pipelines, 

which  the companies 

operating in the sector 

eventually charge back 

to the government under 

the investment cost 

recovery scheme. This 

would help oil and gas 

companies, particularly 

at this difficult time of 

low prices, by avoiding 

tying up cash for many 

months while companies 

go through the process 

of claiming tax refunds.  

+ Reduce the length 

of time and complexity 

involved in the licensing 

process, both at the 

national and local levels. 

This could be achieved 

by encouraging better 

coordination between 

the various government 

agencies involved.  

+ Accelerate the 

proposed revision of 

Oil and Gas Law No. 

22/2001. The sooner 

a new legal framework 

can be applied the 

better, and this will bring 

clarity to current legal 

uncertainties. 

Longer-term ideas are as 

follows: 

+ Accelerate the national 

gas infrastructure 

blueprint. Given the 

growing importance of 

natural gas in Indonesia’s 

future energy needs, 

it would make sense 

to invest in building 

LNG pipelines and 

regasification terminals 

from the main natural 

gas fields in Kalimantan, 

Sulawesi and Papua 

to the major areas of 

consumption on Java. 

McKinsey estimates that 

would cost about  

$2 billion.43  

+ Introduce greater 

incentives for oil and gas 

exploration. For example, 

risk-sharing contracts 

could be introduced to 

attract new companies 

to develop reserves. 

+ Build local 

technological capacity 

and leaders in the 

sector. Indonesia should 

consider developing 

more cutting-edge 

oil and gas R&D 

centers to foster new 

technologies. This 

would help to provide 

more professionals 

able to use the new 

technologies required 

to continue production 

in maturing fields using 

the latest enhanced oil 

recovery (EOR) and 

improved oil recovery 

(IOR) techniques. 

Likewise, this will be 

important in exploiting 

unconventional 

technologies in the 

extraction of coal bed 

methane (CBM) and 

shale deposits.  

Ideas for Incentivizing Growth in the 

Oil and Gas Sector  

After the July 2016 cabinet reshuffle, Energy Minister Sudirman Said, who had 

won wide praise from the industry for his performance, was removed in favor 

of Archandra Tahar, who was quickly removed when it was found he holds a 

US passport. With the ministry in limbo and under the temporary guidance of 

Coordinating Maritime Minister Luhut Panjaitan, it is unclear what policy changes 

may occur or indeed who will be the eventual minister. The following are a few 

ideas for incentivizing growth in the sector, and there is hope that some of these 

might be included in future deregulation packages. We include several ideas 

aimed at removing disincentives to growth, while others look at ways to leverage 

Indonesia’s natural endowment in oil and gas to its advantage. 
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