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1. Introduction: Economic Relation between South Korea and Indonesia

The close economic relationship between South Korea and Indonesia has been seen from trade and investment. Today Korea is Indonesia's fourth largest trading partner and seventh largest foreign investor. Conversely, Indonesia is Korea's ninth largest trading partner and the third largest destination for its overseas investment (The Jakarta Post, 10/9/2003).

When we look at the import and export figures of Indonesia’s trading partners, South Korea’s trade with Indonesia ranked the fourth only after Japan, United States and Singapore (Table 1). Although the growth of Indonesia’s value of export to South Korea was shrinking by almost 15 percent from US$4.3 billion in 2000 to US$3.8 billion in 2001, however, the value of import from South Korea grew almost 6 percent at the same period. It makes two-way trade always has been in favor of Indonesia to the tune of more than $1.5 billion a year. Indonesia’s imports from South Korea confined to five principal commodities include refined petroleum products, hydrocarbon and their halogenated, nitrated derivatives; flat rolled products not clad, polyacetals and polycarbonate in primary forms, and crude petroleum oil. In the opposite, Indonesia is capable on exporting a wider range of manufacture goods, oil, and natural gas whereas make great demand for Korea. 

This short paper discusses on the South Korean investment only. The South Korean investment issues here are divided into four points; i.e. the overview of South Korean Foreign investment in Indonesia; Indonesia’s benefits from South Korea investments; the prospects of South Korean investment in Indonesia and its challenges will be discussed before a conclusion. 

2. The Overview of South Korean Investment in Indonesia: Three Stages of Investment Development

Korean foreign investment in Indonesia has developed during the past three decades. However Indonesians was rarely heard the name of Korean companies until the middle of 1990s. Even though  Miwon -- the brand of a famous Korean seasonal food additive in Indonesia--has been familiar with Indonesian housewives since early 1970s,  they and their family members  just know Korean-made home appliances not so long years ago.  Nowadays Indonesians have been hearing, seeing or having Korean made products at their home, office or schools. The billboards contain the name of Korean famous corporations almost everywhere at the side of the streets of Indonesia’s cities. It is make increase on Indonesia and South Korea relationship at various levels, government, business as well as society, during the past three decades and particularly, after the visit of President Abdurrahman Wahid to Seoul in 2000 and President Kim Dae-Jung to Indonesia 10 months later.

Table 1. Value Growth of Foreign Trade with Main Partner

Countries, Indonesia, 2000 – 2001

Partner Country
2000
2001
Growth (%)


Export
Import
Export
Import
Export
Import

ASIA

1. Japan
14.415,2
5.397,3
13.010,1
4.689,4
-10,80
-15,10

2. Singapore
6.562,4
3.788,6
5.363,8
3.147,0
-22,35
-20,39

3. Republic of Korea
4.317,9
2.082,6
3.772,4
2.209,4
-14,46
5,74

4. Taiwan
2.378,3
1.269,7
2.188,0
1.071,1
-8,70
-18,54

5. China
2.767,7
2.022,0
2.200,6
1.842,6
-25,77
-9,74

6. Hong Kong
1.554,1
342,4
1.290,3
257,4
-20,44
-33,02

EUROPE

1. Germany
1.443,1
1.244,7
1.296,9
1.300,5
-11,27
4,29

2. Netherlands
1.837,4
434,4
1.498,2
343,9
-22,64
-26,32

3. United Kingdom
1.507,9
557,3
1.383,1
643,0
-9,02
13,33

4. France
718,3
400,0
662,6
396,9
-8,41
-0,78

5. Italy
757,8
345,1
621,9
407,5
-21,85
15,31

AMERICA

1. USA
8.475,4
3.390,3
7.748,7
3.207,6
-9,38
-5,70

2. Canada
403,9
638,3
390,2
356,6
-3,51
-79,00

AUSTRALIA & OCEANIA

1. Australia
1.519,4
1.693,8
1.844,8
1.814,2
17,64
6,64

2. New Zealand
106,9
228,4
144,8
211,0
26,17
-8,25

Source : BPS, Export in FOB, Import in CIF

Now Korean investors have became important member of Indonesia’s foreign business community. Looking at its impact on Indonesian economy, however, Korean private corporations are still among the youngest players in Indonesia. Based on data launched by BKPM (National Coordinating  Investment Board), Korea is ranked  seventh out of  top ten  foreign investment  in the term of realized value during 1967-June 1999, almost one third of Japanese investment in the same period which was the top investment. In 2002, South Korea is the seventh largest investors regarding the value of approved investment in Indonesia and top investor regarding the number of approved projects, seen in Table 2.

Table 2. Top Ten Ranking of Foreign Investment Approvals Value

By Country of Origin

Rank
COUNTRY
2002



Number of Project
Value of Investment

1
Singapore
180
3,328

2
Hongkong
12
1,712

3
Mauritius
20
844

4
United Kingdom
76
720

5
Japan
80
510

6
United States of America
37
468

7
South Korea
228
370

8
France
17
262

9
Netherlands
26
244

10
Australia
40
232

Source: www.bkpm.go.id
Based on the first survey of Korean foreign investment in Indonesia conducted by Lindblad (Lindblad, 2000), the development of Korean investment in Indonesia passed through three stages according to its orientation doing business in Indonesia, namely:

a. The first generation of Korean investment was orientated to Indonesia’s abundant raw and natural resources. For instance, the Nambang Development Corporation set up operations in forestry in Kalimantan in 1969 was aimed towards gaining privileged access to raw and natural resources. The second Korean investor in Indonesia, Miwon, established in Surabaya in 1973 to produce Mono-sodium-glutamate (MSG), aimed to get easy access for sugar molasses as the main input process. 

b. The second generation of South Korean foreign investment came to Indonesia around the middle of 1980s. Their orientation are setting up production in Indonesia mainly search low wages and unskilled labor because the appreciation of the won and rapidly rising wage in Korea since 1985. The interest of Korean investors shifted towards manufacture sectors especially labor intensive industries such as footwear and textiles (Lee, 1994). Teams which contribute to them are the establishment of KCTU.  KCTU (Korean Council of Trade Union) has grown in size and power since 1987. KCTU members have successfully organized and won large wage increases (Lee and Lee, 2003). Several major conglomerates (chaebol) started to set up business in Indonesia; Cheil, a member of the Samsung group in 1989; Sunkyong Keris --85% owned by Sunkyong-- (in 1990 invested in textile business). In spite of large conglomerates, medium and small Korean firms following the step of chaebols to investing in Indonesia.

c. In the middle 1990s the third generation of Korean investors emerged in Indonesia with different orientation on industries targeted. Industrial restructuring in Korea has taken place and it has had profound effects on South Korean investments in Indonesia. The policy of President Kim Young Sam’s in 1993 for segyehwa (globalization for industrial competitiveness), pushed Korean chaebols pursued global strategy by setting up intra-company networks across international borders. By the end of 1996, Indonesia ranked third among destinations of Korean investment after United States and China. The relaxation of Indonesia’s foreign investment regulations in June in 1994 is the pull factors for new Korean investors at some very large and ambitious projects. In heavy industry, the Korean steel giant POSCO (Pohang Iron and Steel Company) established a joint venture with Krakatau Steel and Kodeco (Korean Development Company) which was linked with Indonesia-Salim Group, financed the construction of a very large cement factory. Samsung reoriented its production in Indonesia, from footwear and apparel to electronics goods, producing TV sets, video recorders and refrigerators in cooperation with the Indonesian partner Maspion. The main Samsung competitors, LG, followed by building a large factory complex for advanced electronics in 1996 at Industrial Town, Bekasi. 

Another of Korean investment in Indonesia after the middle 1990s is the coming of then Korean giant automotive corporations. Firstly, Daewoo began assembled a relatively modest car in early 1995 and was followed by Hyundai, which linked with the Bimantara Group and Soeharto’s son Bambang Trihatmodjo.  The KIA motor entered Indonesia in 1996 under Indonesia’s ‘national car’ project and set up the ill-joint venture with PT Timor Putera Nasional controlled by Soeharto’s youngest son. Due to KIA’s unfairness entry and financing caused Daewoo decided to withdraw from car manufacturing in Indonesia (The Straits Times, 28/10/1996). The partnership of Indonesia-Korea was disturbed by the KIA scandal and this make the first time Korea received huge publicity in Indonesia, in negative sense. The bankruptcy of KIA in Korea in 1998 after Asian crisis discontinued national car project. However, since Korean car either assembled in Korea or in Indonesia as familiar as Indonesia’s Japanese car dominated roads. KIA, Daewoo and Hyundai cars now become Indonesian family’s cars (Lindblad, 2000: 168-171).

3. The Benefits of Korean Investment for Indonesian Economy

Korea economic development which is faster than Indonesia indirectly has influenced Indonesia’s industrialization. As can be seen from the evolution of Korean investment in Indonesia at three generations because the result of domestic economy development in Korea. The first generation of Korean investment was born from demand of early industrialization in Korea, the second generation was caused by the declining competitiveness of light industry manufacture in Korea, and the third is the result of globalization strategy of Korean chaebols. These Korean economy development have affected to the orientations of Korean companies in doing business in Indonesia, for instance in their choices of manufacture sectors. It has to develop the manufacturing sectors in Indonesia, open the new opportunity for employment, and expand Indonesian export to international market.

A case study to examine the benefits of Korean investment in Indonesia, particularly in textile manufacturing during 1990s, has been done by the writer. This study also examined what similarities and differences exist between South Korean and Japanese FDI in Indonesia’s textiles industry, in terms of their technology and trade performances. The study found that, although Korean investment were lower in point of view technology performances compared to Japanese FDI  in terms of labor productivity, skill intensity and capital intensity, South Korean textile and garment’s export and import proportions were higher  than that of Japanese investment. These finding indicates that Korean textile and garment firms in Indonesia increased Indonesia’s export. Another finding reveals that although South Korean investment had a relatively smaller investment value per project, it had generated more employment than Japanese investment (Anwar and Prabowo, 2002).

Beside textile industry, Indonesia’s electronics industry is also one of manufacture which gets benefit from the expansion of Korean giant electronics companies such as Samsung and LG. Korean electronics industry has experienced rapid growth so that it is ranked sixth in the world now. In the opposite, electronics industry in Indonesia has just enjoyed significant growth since 1996, but plummeted in 1998 due to suffered much from the Asian financial crisis. However, production in Indonesia is expected to rebound especially after 2000. Compared with Malaysia, Thailand and Filipina, export share of electronics sector in Indonesia was still low, but the trend is rising rapidly. This primary factors behind this surge in electronics export are direct investment related to the globalize production operation of multinational companies. These days, a global pattern of labor division has emerged in which advanced countries such as the US, Japan, and Korea supply the technology and capital for production bases in Southeast Asia. Indonesia and other ASEAN countries serve as a kind of parts supplier for developed countries including Japan and Korea or manufacture electronics products that are exported to the US, Japan and other advanced countries (Kim Jong-Keun, 2000).  

The growth of electronics industry is important in economic perspective. This industry not only capital and technology-intensive in nature, which can be a medium for technology transfer process, but also labor-intensive which can absorb significant number of unemployment. The electronics plant in Bekasi, for example, able to absorb around 3000 workers. The growth of market in electronics is very good in Asia after experienced recovery. This market can absorb the expansion of electronics production in Indonesia. 

Korean investment in Indonesia also increases research and development spending and R&D activities; hence it will improve technology level of the country. Korea’s four largest conglomerates, Samsung, LG, SK and Hyundai Motor, aim to increase their R&D spending by 15 to 20 percent in 2003. The industry sources in November 2002 last year revealed that each group may record a net R&D budget growth from 300 billion to 400 billion won. The four largest companies are focusing resources on research and development to heighten future growth potential (Korea Now, 30/11/2002}. One of these four chaebols’ subsidiary in Indonesia, LG Electronics Devices Indonesia has announced that they will increase their R&D spending  in Indonesia from 20 million US$ in 2003 to US$ 25 million in 2003 (The Jakarta Post, 6/9/2003).  Moreover, since electronics industry is closely related with telecommunication and information technology, the development of electronics manufacturing and its market in Indonesia can reduce “digital divide” between Indonesia with advances countries and may transform Indonesia to become digital economy as well. 

4. Prospects of South Korean Investment in Indonesia

Cooperation and partnership between Indonesia and South Korea through Korean foreign investment sounds promising in the past, present, and future. As reported Kompas and Bisnis Indonesia daily (October 24-25, 2002), there were at least twenty South Korean companies exploring investment possibilities in Indonesia.

The South Korean government continues to consider Indonesia as an attractive destination for investment that has good prospects and is not overly concerned about current conditions.  South Korean companies continue to be interested in Indonesia investment because of the large potential market and low labor costs.  In fact, there are already around 400 South Korean companies that have invested more than US$10 billion in Indonesia. The future investment is likely focused on the information technology, automotive, and textile industries.

South Korean textile companies are interested in investing in Indonesia because of the large market, only ten percent of which is actually targeted by them. But Indonesia is in strategic location, an important nation in ASEAN which soon becomes a single market with 500 million potential buyers. Investing in Indonesia is the strategic decision for Korean investors in order to get easy access to ASEAN single and free market. 

Despite the fact that Indonesian economy as well as South Korean economy is still experiencing difficulties related to the worsening and uncertainty in global economy, there are still many Korean companies that prefer Indonesia as their expansion site. Consider the following two new investment opportunities, among others:

(a). One of  South Korea's PT Hana Sarang Indonesia will build a textile factory in Karawang, West Java, and shall produce finished textiles with a total investment of US$1.9 million (Bisnis Indonesia, 2/9/2003).
 When this company begins its commercial production in May 2005, it will support the development of Indonesia mid-stream textile industry which is relatively still underdeveloped.  The company shall produce finished textiles, with a production capacity set at 4 million meters per year. Out of this production capacity, half of the textiles will be exported each year. BKPM data states that, from the planned investment of US$1.9 million, as much as US$400,000 is equity. According to BKPM data, the textile industry is one of five fields of business in Indonesia most favored by foreign investors. During the period of January to July 2002, the number of projects financed by foreign investment in the textile sector that received approval from BKPM was 27. The amount of foreign investment in textiles is US$31.5 million in 25 projects. Meanwhile, South Korea is recorded as the second biggest investor in the first semester of this year, with 125 projects valued at US$304.1 million. Korean investment currently contributes 12.1 percent of the total amount of foreign investment in Indonesia. 

(b)  The Jakarta Post daily reported that now Indonesia is a very important production site for Korean electronics giant, LG, which chooses Indonesia as their second  largest production base in Asia after China (The Jakarta Post,6/9/2003).

5. Challenges for further partnership and cooperation between Indonesia and Korea

However, there are still many challenges for further cooperation in economic area. If these challenges can be eliminated, the mutual benefits will enhance the welfare of two countries. For sure, the two countries should join hand-in-hand to handle the challenges    since the true benefits only can be attained through two-way cooperation, at every level. The writers believe that it is a high time for Korean economic diplomacy to Indonesia to down to the ground, not only in the terms of government to government diplomacy, but also person to person diplomacy, including in production floor of Korean multinational companies in Indonesia.   

a. The first challenge for Korean investors to invest in Indonesia is the unstable political situation during democratic transition period in Indonesia. The Indonesian government tries hard to keep the condition on peace and order as well the success of managing the political unrest which becomes two very important determinants for the prospects of the South Korean investment in Indonesia.   Indonesians still fights against the remains of authoritarian regime and the process towards consolidated democracy will take a lot of time and energy. This process has slowed down economic growth and it may discourage investment in the short-run. But when the democracy finally can be consolidated in Indonesia, it will guarantee the stable political and economic environment which is needed by long-term investment activities. For Indonesia now, the stable flow of foreign investment is needed to keep economic condition stable and to guarantee supply of jobs for people. With current conditions of Indonesia, Korean investors should be optimistic seeing the future of Indonesia which goes towards democratic consolidation. Korean has experienced the same situation with Indonesia, transition from authoritarian administration to democratic government. So the Korean investors know how to deal with such conditions in Indonesia based on their experiences in home countries.
b. The second challenge for Korean investors is how they look at Indonesian people as their potential workers. According to the German business consultant, Fritz Kleinsteuber, there is a silver lining under the short term prospect. As the chief of the Indonesian-German business forum EKONID, Kleinsteuber who live more than 30 years in Indonesia said that the most impressive asset of the Indonesians is their way of creative thinking. "There's a lot of creativity, fantasy, ingenious ways to improvise if the means are incomplete, they (Indonesians) always get it together somehow. So this is something in their nature." Indonesian creativity as a potential booster of the economy, according EKONID chief.  This potential, however, has been pressured by education system which hardly develops creativity. Indonesian worker is also easily trained, hence if the Korean investors give more training to them it is very possible that this hidden value of Indonesian will grow as real asset for companies (The Jakarta Post, 10/9/2003).With Indonesian creativity still buried under the vestiges of the Soeharto system, Korean investors may take a closer look at the labor situation here. The 1998 reform movement that brought an end to Soeharto's authoritarian was followed by the emergence of militant labor groups. The EKONID chief looks beyond the alarming image of labor protests and demands to argue that Indonesians are in fact loyal employees. "As long as companies take care of the people, the people are - (and) this is my experience after 30 years, I am not just talking lightly on this subject -- very loyal," he said. Loyalty, he explained, worked best with small to mid-size firms, which make up the bulk of Indonesia companies. For Korean investors, the valued potential of employee loyalty and creativity of Indonesian worker may be worth looking at to decide their long term business in Indonesia (The Jakarta Post, 10/9/2003). 
c. Related to the second challenge, the third challenge for Korean businesses to success in Indonesia is how they can improve the working environment at their companies so it creates a conducive situation in production process. Good understanding of the two side cultural backgrounds is very much important in Korean companies’ production floor. Koreans run their business in the land of Indonesia and with the people who is so different with theirs.’  In other side, Indonesians work with the persons and environment which are set up under different culture with theirs’.  Koreans executives and expatriates may think they have different social status with Indonesian workers. Many Koreans things that they are among the best educated, most diligent, and culturally homogenous. In other side, many parts of Indonesian are less educated, culturally heterogeneous, and their religion is very different with Koreans who mostly are Buddhist or Confucian. These factors give physiological gap  between Indonesian and Korean in the working place and  both of them may feel inconvenience, miss-understanding, at least miss-communication during working together, and the worst is labor conflict between management and workers which can disturb production process. To coping with this challenge, both side of Indonesians and South Koreans should improve their understanding about their fellow workers cultural backgrounds, such as religious, ethnicity, social system, working behavior, language, etc. However, beside their differences, Koreans and Indonesians should find their similarities which can be used as the starting points to better understanding.

6. Conclusion

It can be concluded that the prospect of economic cooperation between Indonesia and Korea is excellent, because the two countries can support one another in development process due to their complementary in nature. However, the reality is also depended on non-economy factors. There are many challenges faced by two countries in improving the values of economic cooperation and partnership, particularly in foreign investment activities.  Indonesia should improve its investment climate, reform education system, and learn more about Korean culture. For Korean investors, it is important to keep their confidence for the prospect of Indonesian democracy, improve the human resource in their companies, started to learn and understand Indonesian culture, and make a friend with their fellow workers from Indonesia. May this seminar become one of points to start for the better cooperation and friendship between two countries and their people in the future. 

Yogyakarta, September 13, 2003
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