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Invigorating
The Indonesia-EU Partnership

Towards a Comprehensive
Economic Partnership Agreement
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Abbreviations

ACP Africa, Caribbean and Pacific countries
ASEAN Association of South East Asian Nations
BIT Bilateral Investment Treaty

CEPA Comprehensive Economic Partnership Agreement
DDA Doha Development Agreement

ECAP EU ASEAN Project on the Protection of IPR
EIB European Investment Bank

EIBD EU Indonesia Business Dialogue

EPA Economic Partnership Agreement

EQI Export Quality Infrastructure

FDI Foreign Direct Investment

GATS General Agreement on Trade in Services
GI Geographical Indications

GSP Generalized System of Preferences
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IPR Intellectual Property Rights

MERCOSUR Common Market Argentina, Brazil, Paraguay and Uruguay
MFN Most Favored Nation

NTMs Non Tariff Measures

PCA Partnership and Cooperation Agreement

PPP Public Private Partnership
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SPS Sanitary and Phytosanitary measures

SVLK Sistem Verifikasi Legalitas Kayu - Indonesia Timber legality System

TBT Technical Barriers to Trade
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FOREWORD BY
THE CO-CHAIRS

The history of the relations between Europe and Indonesia
goes back several centuries and has been characterized by
complementary aspects where natural resources abundant
Indonesia provided the basic inputs to European countries

in exchange for their capital and technology.

However, this stereotype of a North-South relation no
longer reflects the reality of a world where demographic
and economic growth has shifted to the East while the
mature economies of the West are pursuing slower
economic growth alongside bringing public finances

under control.

Against this background, when the Indonesian President

Susilo Bambang Yudhoyono met with the European

TO THE READER

Commission President José Manuel Barroso in December
2009 they discussed ways of enhancing bilateral ties. The
two Presidents agreed that the bilateral trade and investment
relationship has great potential, and on the need to explore
ways to strengthen these links. They therefore tasked a
joint Vision Group to examine how to increase trade and

investment between Indonesia and the EU.

For six months the Group worked in a truly joint fashion,
openly discussing all of the issues relevant to the Indonesia
-EU partnership including the potentially sensitive ones.
The outcome of these discussions is included in this report
and especially in the recommendations that have been

submitted to political decision makers.

We believe that our joint Vision for invigorating the
Indonesia -EU partnership, after being adequately discussed
with the main stakeholders in both regions, should be
promptly followed-up by the policy makers to contribute to
ensuring economic growth and benefits to both partners in

a globalised world.

Djisman Simandjuntak and Jacques Pelkmans

Co-chairs of the Vision Group to enhance trade and
investment between Indonesia and the European Union.

Indonesian President Susilo Bambang Yudhoyono and European Commission President José Manuel Barroso agreed
in late 2009 to examine how commercial relations between the EU and Indonesia could be deepened. To carry

forward their decision, they tasked a Vision Group of eminent persons from both Indonesia and the EU to produce
recommendations on how to take relations to the next level. This is the Vision Group’s final report to the two
Presidents. It serves as a basis for public consultation and for defining parameters for possible future negotiations.
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President Susilo Bambang Yudhoyono met European
Commission President Jos¢é Manuel Barroso in December
2009 discussing ways of enhancing bilateral ties between
Indonesia and the European Union: The two leaders decided
to set up a “Vision Group” to examine how to increase
trade and investment between the two partners. This Group
consists of eminent persons including government officials,

business and academia.

The Specific Objectives of the Vision Group are:

e To provide a strategic view of EU-Indonesia trade and
investment relations and identify on what basis EU-
Indonesia trade and investment relationship can best be
enhanced in an innovative way.

e To identify opportunities for fostering trade and
investment between EU and Indonesia, bearing in mind
the market characteristics and potential, evolution of
bilateral flows and the challenges for realisation of this
potential

e In this context, to explore the feasibility of an Economic
Partnership Agreement and Free Trade Area between
the EU and Indonesia.

e To provide recommendations to the Government of
Indonesia, the EU, business community, and academia

on how to realize this trade and investment potential

MEMBERS INDONESIA

Muchtar (Head of RE&D
Department of Ministry of Trade); Agus Tjahajana
Wirakusumah (Secretary General of Ministry of
Industry); Martani Husseini, (DG Ministry of Fisheries);

e Indonesian Government:

Achmad Kurniadi (Vice Chair, Investment Coordination
Board BKPM); Zaenal Bachruddin (DG, Ministry of
Agriculture)

Chris Kanter (Vice Chair APINDO) and
Maxi Gunawan (Head of Permanent Committee for
International Institutional Cooperation Kadin )

e Business:

e Academic: Djisman Simandjuntak (Executive Director

of Prasetya Mulya Business School); Denni Puspa
Gajah Mada University);
Arianto A. Patunru (Head of the Institute of Economic
Management of University of Indonesia)

Purbasari (Economist -

MEemBErs EU

e Government: Lucian Cernat (European Commission/ DG
Trade Chief Economist); Julian Wilson (Ambassador/
Head of Delegation EU Delegation in Jakarta); Laurent
Lourdais (European Commission DG AGRI); Tadas
Briedis (European Commisison DG SANCO).

e Business: Erik Versavel (MD of ING Commercial
Banking); Pascal Kerneis (Business Europe) and Jakob
Sorensen (Maersk and chair of EuroCham)

e Academic: Prof. Jacques Pelkman (CEPS and College of
Europe)

Prosect Grour JAKARTA

The Project Group provided technical and logistical support
and comprised of Raffaele Quarto from DG Trade in
Brussels; Walter van Hattum, Asa Larsson and Liis Elmik
from the EU Delegation; Ibu Pradnya, Devy Panggabean
and Nirwansyah from the Ministry of Trade and Terry Lacey

and Raffaelo Tarroni as supporting expert consultants.

The Vision Group presented its Recommendations to
Indonesia’s Minister of Trade Mari Pangestu and European
Commissioner for Trade Karel de Gucht in Jakarta on

4 May 2011.









CONCLUSIONS

AND RECOMMENDATIONS

CONCLUSIONS

. Relations between Indonesia and the EU are generally
good and economic relations healthy. Nevertheless, the
status quo is unsatisfactory, leads to underperformance
and ever more missed opportunities for both partners
in the longer run. Partners can profitably build on the
recent deepening in their relations expressed in the
Partnership and Cooperation Agreement.

. However, as a strategic response to the dynamism
of world business and active bilateral and regional
economic diplomacy, an incremental approach will
simply not do. Serving the long-run goals of open
economic development and sustainable growth for the
two partners requires a decisive new initiative.

Our Vision is that the Indonesia-EU partnership has
to be invigorated, in the pursuit of the objectives of
economic growth, job creation and poverty reduction.

Going for deeper economic relations between the EU
and Indonesia, and with a wider scope, is the logical
sequel of the steady stream of Indonesia’s political,
institutional and economic reforms. It is also most

desirable for Indonesia achieving a sustainable high-
growth path via much greater participation in global
value-chains, with localized benefits for suppliers and
the economy at large. It is equally a logical follow-
up to the EU’s trade policy since 2006, seeking ‘deep’
and ambitious economic partnerships with countries
or regions having significant potential. The EU is
rediscovering the new Indonesia with its large potential
in terms of size, current and expected growth rates, the
ongoing shift towards manufacturing exports, emerging
services, increasing openness (especially vis-a-vis Asian
partners) and macro-economic stability. For Indonesia, it
is a strategic priority to invigorate its economic relations
with the EU as its second largest export destination and
the largest investor in the country. For Indonesia, the
EU is promising as the biggest economy in the world,
in terms of GDP, trade in goods and services, as well as
incoming and outgoing stocks of FDI.

. It is critical - especially for Indonesian decision-

makers and stakeholders - to appreciate fully that
a deep and invigorated economic relationship with
the EU is not costly in the short-run. Quite the
contrary, it will generate major economic benefits,
quickly increasing over time with the shift to higher-
value added goods and incoming direct investments.
Indonesia and the EU are strongly complementary
economies, which means that direct competitive
rivalry in markets, where Indonesian domestic
firms are active, will be rare or absent. Although
adjustments in term of lesser growth or restructuring
might occur in the short run in a few product-
markets, most adjustments will consist of upgrading
and internationalising, with better quality or newer
product, hence, with highly positive results. The EU
exports very different products to Indonesia than
Indonesia to Europe. Indeed, in some sectors, this
complementarity will be directly helpful to expand
Indonesian exports based on components from EU
companies and this is likely to be bolstered by EU
investments building on Indonesian comparative
advantages in the region as well as vis-a-vis Europe.
Under this a new initiative, complementarity will



6.

often be accentuated by the combination of trade and
EU direct investments.

As a guiding principle, due consideration should be
given to the different levels of development of the
two partners. A deeper and wider partnership should
therefore allow for flexibility. Another horizontal and
crucial issue consists of sustainability and environment.
Sustainability can, indeed should, be turned from an
often negative perceived imposition into a promising and
profitable opportunity. This is true both for exports and
direct investments. For example, exports of sustainably
produced timber and palm oil present enormous
opportunities for Indonesia. Moreover, the greater the
efforts at sustainability, the greater the benefits for EU
investors and Indonesia.

It is also critical to involve stakeholders in the
discussions on the new partnership possibilities at an
early stage.

RECOMMENDATIONS

8.

10.

The Vision Group recommends the conclusion of an
ambitious bilateral agreement between Indonesia and
the EU.

This Comprehensive Economic Partnership Agreement
(CEPA) should be based on a free trade area as the
foundation in WTO terms, and have a triangular
architecture: market access, capacity building and
facilitation of trade and investment. The ambition of
the CEPA would be present in all three elements. It is
the complementarity and interaction, also over time, of
these three elements which will engender the desirable
development impact for Indonesia via higher-value-
added exports and, at the same time, turn Indonesia into
a more attractive market for EU goods and services as
well as a promising investment location.

In terms of market access, it would consist of a deep
FTA. This would imply access liberalisation in goods,
services and direct investment, complemented by
‘behind-the-border’ commitments covering a range
of sanitary and technical regulations issues based on
internationally accepted requirements or standards
where feasible. It should also include commitments on
intellectual property rights protection and competition
policy, taking note that Indonesia, as one of only few
ASEAN countries, already having initiated such a policy.
This should be linked with capacity building as well.

11.

12

13.

For the markets in goods, the Vision Group recommends
a move to zero tariff for 95% of tariff lines with
at least 95% of trade value covered in a period of
maximum 9 years. The time path ought to reflect fully
the different levels of development of the partners:
the EU would have a higher initial commitment and a
faster dismantling period. A best-endeavour clause on
the remaining 5% permits further progress in future.
Safeguards and/or provisions on sensitive sectors
may be incorporated. At the same time, credibility
and ambition would be negatively affected if such
provisions and their application would not remain truly
exceptional and subject to objective criteria.

. Market access for goods also depends critically on

overcoming or avoiding sanitary (SPS) and technical
standards (TBT) issues and sometimes other non
tariff measures (NTM) such as onerous administrative
requirements and excessive licensing. These questions
should first of all be addressed on the basis of the
WTO SPS and TBT Agreements, adhered to by both
Indonesia and the EU. Where existing provisions would
still be WTO inconsistent, the CEPA could be a first
recourse to overcome it. On SPS and TBT questions,
the three elements of the CEPA should be regarded as
complementary, in particular capacity building,.

For the purpose of the CEPA, capacity building is
defined as comprising three interactive levels: (i)
permanent dialogues, both business to business and
business to government; (ii) technical dialogues and
commitments, illustrated by proven examples
timber, fisheries and civil aviation; and (iii) financial
cooperation to support tangible outcomes following
suggestions from technical committees of the Joint
Agreement. Under a CEPA, capacity building should
go beyond the already existing, substantial efforts in
a range of sectors. It is critical for effectiveness that
capacity building is not merely output oriented (that is for
example, that agreed efforts actually being undertaken
to meet specific objectives), but outcome oriented (for
example, thet the capacity to comply with EU health,
safety and environmental requirements is sufficiently

in

improved for exports to reach the EU market). Capacity
building efforts should therefore be measurable, and
carefully targeted sectorally, for example on for SPS
or TBT standards and subsequent results and regularly
monitored in the Indonesia - EU dialogues.

14.Combining facilitation and capacity building, it is

worth studying or otherwise considering how a more




15.

16.

17
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systematic alignment between EU standards and
conformity assessment systems and those of Indonesia
can be achieved. In particular, the Vision Group
recommends that the CEPA should identify priority
sectors, every three years, where standards, testing,
conformity assessment and accreditation can be aligned
and propose solutions to facilitate improved access to

both markets within a reasonable time-frame.

For services, liberalisation would have to be Doha-
plus in various ways. The Vision Group recommends
the binding of existing, actual liberalisation as a
practical starting point. Beyond that, both partners
should commit in a CEPA to certain levels of new
openings in key services sectors so as to create new
business opportunities. Liberalisation for services would
naturally be linked with greater freedom to invest
locally in services in Indonesia (whilst in the EU, given
‘national treatment’, Indonesian investment, which has
now started, will find few obstacles).

The Vision Group recommends that the CEPA should
include promote green
components in EU-Indonesia trade and investment,

concrete measures to
while creating growth, value and jobs. This should result
in the evolution of a competitive “green” business model
which benefits both parties. This can be a platform for
fighting climate change and protecting the environment.
Capacity building and trade facilitation should be

designed with sustainability objectives in mind.

. Market access should include wide opportunities to

invest locally. For Indonesia, EU business might invest
in particular segments of the value chain, for re-export
back to Europe. Perhaps an even greater win-win would
result from improving market access for EU direct
investment, using Indonesia as a production platform
for sales to the wider ASEAN Economic Community.
Given other emerging FTAs with the EU in the region,
and given competitive conditions, greater market access
would be a clear signal to EU investors to explore such
win-win possibilities in Indonesia. Current EU FDI levels
in Indonesia are relatively low. The CEPA should include
measures and incentives to enhance the attractiveness
of Indonesia for EU FDI and thus help increase EU FDI
flows to Indonesia. Stimulated by the prospect of a
CEPA, liberalization of restrictions on foreign ownership
(equity caps), foreign business
content requirements - including public procurement

access and local
- is expected and should stimulate increased FDI. This

would be seen as an improvement of direct investment

18.

19

incentives by European business which, nowadays,
often refrains from investing given stringent equity
caps. Market access for direct investment (called pre-
establishment in the EU) can be usefully complemented
with investment protection (post-establishment). Today,
Indonesia has agreed Bilateral Investment Treaties (BITs)
with 17 EU countries. Given the EU Lisbon Treaty with
new investment powers, the EU and Indonesia should
aim to conclude, in the medium run, one single BIT to
promote legal certainty for EU and Indonesian investors.

Effective market access is also determined by the IPR
regimes of the two partners. Although IPRs are often
crucial for the distinct competitive advantages of EU
companies, given the EU’s level of development. This
is already applicable to some Indonesian companies.
and will become more relevant in the future. With
respect to Geographical
interested in improving market access to the EU for
a number of traditional quality food products by
obtaining recognition as protected indications, thereby
moving up the value added/quality level for its sales in
Europe. Similarly the European GIs will seek a higher
level of protection in Indonesia. More generally, IPR

Indications, Indonesia is

legislation in both EU and Indonesia is TRIPs consistent.
The ambition of the CEPA would thus be to improve
implementation and enforcement as well as to make the
IPR-regime TRIPs-plus, where relevant. This should be
addressed with the help of capacity building.

.Facilitation of trade and investment should, in any

event, build on current improvements in customs
procedures and automation. Direct investment from EU
companies can be profitably linked to infrastructure,
public works in infrastructure and public/private
(PPP).  The
Business Dialogue has made joint proposals which
we strongly support. We recommend their urgent
follow-up to help lower the costs of logistics in
Indonesia. European business has the funds, expertise/
know-how and willingness to invest, based on such
proposals. Effective facilitation of and investments

partnerships European-Indonesian

in infrastructure linked to globalisation is vital for
profitable incorporation of Indonesian and EU local
establishments into global value-chains. In this way
increased investment will interact much better with
market access and capacity building. It will equally
improve the competitiveness of Indonesian exports to
the EU- escecially in in manufacturing - where internal
and external competition is sharp on price and quality.



20.

21.

22.

Furthermore, in order to increase the magnitude of
the benefits of the proposed CEPA, on infrastructure
development Indonesia, the Group
recommends to future negotiators of the CEPA to discuss
public procurement, notably in public infrastructure.
The parties should agree on setting up transparency

in Vision

rules and the negociation of additional levels of mutual
access to the respective public markets.

It is recommended to open up possibilities for EU
investors in public works, especially in infrastructure
and combined with public private partnerships
(PPP), which are attractive for such investors. Poor
infrastructure is a deterrent for FDI and the Vision Group
therefore recommends to ensure the existing PPP model
becomes fully functioning as soon as possible; the exact
type and level of Government support (asset buy back,
minimum revenue, expected commercial returns, etc.)
needs to be identifiable in advance with clarity on risk/
return parameters to attract foreign financial investors.
We believe that the EIB can play an important role
in this including possible support for the Indonesian
Infrastructure Guarantee Fund (IIGF) where additional
capital and capacity building are necessary. The Vision
Group recommends that the one stop shop concept, as
established in 2009, should be further improved - also
in view of reducing the necessary licenses needed for
investments - as a single point of contact for investors,
both in Indonesia and EU Member States as a desirable
example of facilitation.

Capacity building is already included in current EU-
Indonesian cooperation and the recently signed PCA.
We recommend a close coordination of programmes
on the bottlenecks and capacity problems identified
in this report, including specific SPS components
such as laboratories, recognition,
administrative support to SMEs (for export purposes
to the EU) including improvements to technical
infrastructure for standardisation, testing, conformity
assessment. The Vision Group recommends a broad
range of mechanisms to set forth a process of

technical and

capacity building that may eventually lead to mutual
recognition. Rapid and careful follow-up will clearly
require one or more and joint or technical committees
under the CEPA. It will also be useful to involve
EU business associations, linked with Indonesian
business associations, since they are informed about
EU requirements and customers’ and consumer needs.
Our report suggests building on existing efforts

23.

24.

25.

26.

to improve Export Quality Infrastructure e.g. for
fisheries and recommendations on energy and the
‘green economy’.

The CEPA should have solid ‘governance’ based on
trust, friendship and rules. The specific follow-up
of the CEPA treaty in its various areas of policy and
capacity building requires permanent cooperation and
consultation. Both partners should ‘invest’ in the proper
working of the Agreement in this respect. Nevertheless,
no matter how ‘deep’ economic relations are or will
become, differences of opinion will emerge under any
agreement anywhere in the world. The Indonesia-
EU CEPA will be no different. Differences of opinion
should not be allowed to simmer, let alone to turn into
trade conflicts. Recent experience in timber shows that
dialogue and concrete willingness to address issues,
backed by technical cooperation, can work. The present
dialogue on palm oil - the top Indonesian export
product to the EU - and the EU RED directive should
be pursued constructively. Dialogues and cooperation
represent the spirit of working together which the
Vision Group recommends. The CEPA should explicitly
incorporate this idea. Firm dispute settlement, based
on recognized international practice of today, should
be included. Without that option the CEPA would lose
credibility. However, given a credible dispute settlement,
partners should nevertheless employ other mechanisms,
including intense dialogue and technical cooperation,
before resorting to dispute settlement.

The Vision Group recommends early consultation with
stakeholders which is very important to generate strong
and widely shared interest in a future CEPA and to
craft political support for it among business people,
government officials, politicians and civil society.

The Vision Group urges that prompt follow-up be given
to its recommendations, notably that socialisation/
consultation will start immediately, as well as scoping
(pre-negotiation consultations) in accordance with
prevailing procedures in respective parties. Indonesia
and the EU should strive for the (announcement of)
negotiations to commence soonest.

Once negotiations are launched, the Vision Group
underlines that, the ambition and credibility of this
new and innovative initiative requires political
determination to finish the negotiations rapidly,

preferably within two years.

11







Our Vision:

Invigorating the Indonesia-

Relations between Indonesia and the EU are generally good
and economic relations are healthy. There are nevertheless
qualitative and measurable indications that the status quo
is sub-optimal for both partners: in the last few years it has
become increasingly clear that this status quo has led to
underperformance in terms of mutual benefits and therefore
can be improved for the future. A strategic reflection with
respect to medium and long run policies of both Indonesia
and the EU indicates that the status quo is at best lacking
in ambition and fails to exploit the significant potential for
further economic development.

We live in a dynamic world economy in which global
companies, as well as countries or regional groupings, are
continuously seeking new opportunities. Companies do this,
among other ways, by re-arranging value-chains and the
locations of their constituent components, and by acting
on the rapid changes in market access and FDI prompted
by the persistent impact of unilateral, bilateral and regional
opening up of economies all over the world.

14

EU Economic Partnership

The EU-Indonesian relationship has adapted to
this dynamic world to some degree in recent years,
both bilaterally and via EU-ASEAN relations. The
subsequent deepening of relations is supported by the
EU’s Generalized System of Preferences (GSP), and
unilateral (applied) by Indonesia
alongside its domestic reforms. We can profitably build

tariff reductions

on this deepening of trade relations, including on the
Partnership €& Cooperation Agreement (PCA), signed in
2009 and currently being ratified.

However, as a policy response to the dynamism of world
business and international economic diplomacy, what has
been done so far is insufficient. Serving the long run goals
of economic development and sustainable growth for the
two partners will require a more decisive, non-incremental
initiative. Our Vision is that the Indonesia-EU economic
partnership has to be invigorated.

An ambitious deepening of economic relations between
the EU and Indonesia,
encompassing, is also the logical sequel to the steady

whilst making them more

stream of profound political, institutional and economic
reforms that Indonesia has undertaken since the late
1990s. It is also a logical follow-up to the EU’s new trade
policy since 2006, seeking ‘deep’ and ambitious economic
partnerships with countries or groups having significant
potential.

This report identifies how a new comprehensive agreement
can build on what has been achieved so far and what its
component parts should be. Since the Vision Group wants
to be concrete in its delivery, the report suggests many
specific components, without going so far as to pre-judge
the eventual bilateral negotiations which political leaders
may well decide to open.



