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CHAPTER I. Introduction: Background, Objectives and Scope of the Joint Study Group
1.1.

Background

Korea and Indonesia agreed in February 2011 to undertake a joint feasibility study on the
merits of a bilateral free trade agreement (FTA). Korea and Indonesia agreed that the study
would form a basis for deciding whether they should then proceed to negotiate a bilateral
FTA.
Indonesia and Korea have so far enjoyed close and friendly relations. Since the
establishment of diplomatic relations between Korea and Indonesia in 1973, both countries
have maintained a close relationship in the fields of politics, economics, culture and others.
Indonesia is well endowed with natural resources and labor and is progressing at an
accelerating pace in manufactures and services. It has a large potential of domestic market.
Korea, on the other hand, has achieved great economic development in capital intensive
industries, high technology and skilled labour/management. Pooling the resources of the two
countries together promises enormous advantages as indicated by the rapid expansion of
trade and investment relations in recent years.
Korea is one of Indonesia’s important trading partners. Two-way bilateral trade reached
some USD 20.3 billion in 2010. Indonesia and Korea have been closely cooperating in many
areas including economic development, information technology, foreign workers, energy,
maritime and fisheries, forestry, tourism, small and medium enterprises as well as science
and technology.
Like many countries in the region, Korea has been pursuing an active FTA policy in recent
years. Seven such bilateral agreements with Chile, Singapore, the European Free Trade
Association (EFTA), ASEAN, India, the European Union and Peru – have entered into force.
In addition, Korea is negotiating seven new trade agreements with Canada, Mexico, the Gulf
Cooperation Council, Australia, New Zealand, Columbia and Turkey.
Indonesia has been engaging in negotiations for FTAs with a number of other economies. It is
thus a member of separate agreements between ASEAN-China, ASEAN–Korea and ASEANIndia. Indonesia also has been implementing first bilateral trade agreement with Japan since
July 2008 under the Indonesia – Japan Comprehensive Economic Partnership Agreement
(IJ_EPA). Indonesia is also negotiating bilateral agreements with Pakistan, and the European
Free Trade Association.
The FTA established by Korea-ASEAN, which will substantially reduce existing tariff and
non tariff barriers to trade between Korea and ASEAN, will expand and deepen regional
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economic integration, including between Korea and Indonesia. It was signed in August 2006
in Kuala Lumpur, Malaysia.
There remain, however, considerable opportunities to further strengthen bilateral trade and
economic ties by addressing remaining barriers to trade in goods and services. A bilateral
FTA between Korea and Indonesia could also enhance the bilateral investment relationship
to a higher level. In addition, opportunities exist for Korea to work closely with Indonesia,
including through strengthening a number of economic cooperation projects and Indonesia’s
capacity to effectively exploit new market opportunities created by a bilateral FTA will be
also improved.
1.2 Objectives and Scope of the Study
Korea and Indonesia agreed that the joint feasibility study for Comprehensive Economic
Partnership Agreement (CEPA) would assess the prospects for building on the progress
achieved under AKFTA. JSG is established to:
Provide a strategic view of Korea-Indonesia trade and investment relations and identify the
basis on which Korea-Indonesia trade and investment relationship can be enhanced in an
innovative way;
a. Identify the strategic implications of the establishment of a Comprehensive
Economic Partnership Agreement (CEPA) between the two countries and economic
benefits and challenges that may arise there from; and
b. Develop concrete policy recommendations for the possible initiation of negotiations
for a bilateral CEPA, based upon the assessment of the feasibility of a CEPA,
covering trade in goods, trade in services, and investment as well as other areas such
as economic cooperation in accordance with the possible coverage of a bilateral
CEPA.
The JSG will study the following issues and provide recommendations for ways and means
to attain the above objectives:
a. An overview of recent trends in the trade, investment and economic relations
between Korea and Indonesia;
b. The effects that the implementation of the Korea–ASEAN FTA on Trade in Goods,
Trade in Services and Investment has had on the overall economic relations between
the two countries;
c. Possible coverage of a bilateral CEPA such as:
(i)

General provisions of the CEPA;
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(ii) Removal and/or reduction of existing barriers to trade in goods and other goodsrelated issues (including tariff, non tariff measures, trade remedies, rules of
origin, customs procedures and trade facilitation, SPS and TBT), trade in services
and investment;
(iii) The enhancement of economic relations in such areas as IPR, e-commerce,
competition policy, government procurement, labour, environment, transparency
and dispute settlement, etc; and
(iv) Economic cooperation, including capacity building, climate change and energy.
d. Possible economic effect and challenges of a CEPA between Korea and Indonesia;
and
e. Other issues of mutual interest.
The two countries have been expected to announce the initiation of negotiations for a CEPA
between Korea and Indonesia on the occasion of the 14th ASEAN-Republic of Korea summit in
November 2011 according to the Terms of Reference. The JSG is nevertheless aware of the need
to take into account domestic procedures while seeking to meet the expectation.
In preparing the study, both Korea and Indonesia have accorded a high priority to consult with
key stakeholders. The Korean Government undertook extensive consultations within the
Government as well as businesses and other interested groups in 2011. The Ministry of Trade
of the Republic of Indonesia also identified the study by holding public consultations with
related Departments/Ministries and private stakeholders. In both cases, these consultations have
helped to inform both the broad judgements and the detail of the study.
The study is organized as follows:


Chapter 2 looks at the general features of trade, investment and economic relations
between Indonesia and Korea;



Chapter 3 looks at the effect of the Korea-ASEAN FTA on the overall economic
relations between the two countries and possible economic impact of a CEPA between
the two countries;



Chapter 4 examines possible coverage of a CEPA between Indonesia and Korea



Chapter 5 concludes this report and provides policy recommendations for a CEPA
between the two countries
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CHAPTER II. OVERVIEW OF TRADE, INVESTMENT,
RELATIONS BETWEEN INDONESIA AND KOREA

AND

ECONOMIC

Korea and Indonesia are the two amongst the largest economies in Asia. The links between
them have developed within a wider region where trade and investment linkages have
generally been growing rapidly. Their economies have proven to be resilient against profound
shocks, most notably the East Asian economic crisis of 1997-98 and the current global
economic crisis. Identifying the nature of the links between the two economies, which is the
task of this Chapter, is an important step in assessing the possible gains from a bilateral CEPA.
Two themes run through this Chapter. First – as already noted in Chapter 1 – is the significance
of existing economic relation between the two countries, including trade and economic
cooperation. Second is the difference between the two economies’ structure and competitive
advantage. Differences mean complementarities, which can also be translated into significant
potential for further strengthening of the bilateral trade and investment relationship.
Indonesian GDP stands at USD 1,032.95 billion and Korean GDP recorded USD 1,466.13
billion in 2010. Both countries manage to grow by around 6.11 percent in 2010. In terms of
income per capita, there is a wide difference due to different sizes of population of the two
countries. In 2010, Korean income per capita reached USD 20,756.25 and Indonesian income
per capita amounted to USD 2,974.03.
The Indonesian economy is dominated by the contribution of manufacturing industry that
contributes to 47 percent of Indonesian GDP. However, Korean economy is dominated by the
contribution of services, which constitute to 58.2 percent of Korean GDP.
Table II.1: GDP Structure of Indonesia and Korea

INDONESIA

KOREA

2008

2009

2010

2008

2009

2010

910.72

962.44

1,032.95

1,346.75

1,365.31

1,466.13

6

4,6

6,1

2,3

0,2

6,1

2,237.03

2,327.26

2,974.03

19,162.04

17,110.09

20,756.25

GDP based on PPP

USD Billion

Economic Growth

percent

GDP per capita, current

USD

Population

Million

237,64

Investment (% of GDP)

percent

32,2

Inflation

percent

4,89

Agriculture

percent

15,3

2,6

Industry

percent

47

39,3

services

percent

37,6

58,2

5,1

48,80
28,6
2,8

Structure Of GDP

Source : IMF, Statistics Indonesia
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Both Indonesia and Korea manage to create positive economic growth. Although Korea
economic growth decreases to 0.2 percent in 2009, Korea managed to rebound to 6.11 per
cent in 2010, while Indonesia’s economic growth remained stable during those period.
Indonesia was not so much affected by the global crisis and managed to grow 6.1 per cent in
2010.

2.1 Trade in Goods
Bilateral trade volume between Korea and Indonesia has dramatically increased during the period
of 2006-2010. Total trade volume has doubled from USD 10.57 billion in 2006 to USD 20.28
billion in 2010 with about 15.97 percent annual growth rate on average. This sound growth in
trade volume reflects the complementarities of the two countries. Both countries’ export growth is
driven by growth in non oil exports. Both countries’ total trade on oil and gas has been showing
substantial annual growth with an average of 4.75 percent during 2006-2010. As for 2011, up
until July, trade balance between both nations accounted for US $ 15.9 billion.
Table II.2. Indonesia – Korea Trade Balance
URAIAN

VALUE (US$ BILLION)
2006
2010

JAN-JUL
2010
2011

GROWTH(%)
11/10

TREND(%)
06-10

Indonesian Export

7.693,5 12.574,6

6.932,5

8.821,7

27,88

11,12

Oil and Gas
Non Oil and Gas

4.279,0
3.414,6

5.704,9
6.869,7

2.989,0
3.943,5

4.421,8
4.399,9

47,82
12,41

3,25
18,78

Indonesian Import

2.875,9

7.703,0

4.322,8

7.095,0

66,17

26,68

Oil and Gas
Non Oil and Gas

1.176,1
1.699,8

2.110,0
5.593,0

1.226,2
3.096,6

2.917,2
4.177,8

148,61
35,51

9,61
35,37

10.569,4 20.277,6 11.255,3 15.916,8

42,26

15,97

Oil and Gas
Non Oil and Gas

5.455,0
7.814,9
5.114,4 12.462,7

4.215,2
7.040,1

7.339,1
8.577,7

75,20
22,53

4,75
24,97

Indonesian Trade Balance

4.817,7

4.871,6

2.609,8

1.726,7

-29,93

-2,29

Oil and Gas
Non Oil and Gas

3.102,9
1.714,8

3.595,0
1.276,7

1.762,8
847,0

1.504,6
222,1

-12,18
-69,02

0,37
-

Indonesian Total Trade

Source : BPS -Statistics Indonesia

2.1.1 Indonesia’s Imports from Korea
According to Korea’s exporting data by KOTIS, Indonesia was the 10th largest exporting market
for Korea in 2010, after China, the U.S., Japan, Hong Kong, Singapore, and India. Indonesia
imported 1.9 percent of Korea’s total exports, with a total value of USD 8.9 billion, which was
48.3 percent higher than the previous year. In terms of the growth in exports, Indonesia was the
second fastest growing exporting partner among Korea’s top ten exporting countries, after
Taiwan whose rate of increase in Korea’s exports in 2010 was 56.1 percent.
5

Indonesia’s imports from Korea has more than tripled from USD 2.2 billion in 2001 to USD 7.7
billion in 2010. As seen in the following table, processed mineral products consist of 27.8
percent of total imports during 2001~2010, followed by chemical and rubber product (19.3
percent), metal products (15.5 percent) and electrical machinery (10.7 percent). Indonesian
imports from Korea were mainly composed of manufacturing products, such as processed fuel,
steel and/or chemical products. Indonesia’s imports of primary (HS 01-10) or processed primary
product (HS 11-24) were minimal (see Annex 1, Table A.II.1).
At HS 6-digit level, Indonesia’s top 30 importing products from Korea for 2001~2010 are shown
in the table (see Annex I, Table A.II.2). Mineral fuels, mineral oils and products of their
distillation (HS27) has demonstrated a substantial increase in the Indonesia’s imports from Korea
for the last ten years. Although the composition of Indonesian imports from Korea has not
changed dramatically from 2001 to 2010, imports of electronic devices (HS 85) have increased
remarkably reflecting an increased demand for consumer goods due to Indonesia’s recent rapid
economic growth. During 2001-2010, the number of products that have ever been imported from
Korea was 4,302 at HS 6-digit level during the same period. In the past ten years, sum of top 30
import products from Korea reached USD 16.3 billion accounting for 45.7 percent of total
imports.
2.1.2 Korea’s Imports from Indonesia
Korea was the 5th largest destination for Indonesia’s export in 2010 after Japan, China, the U.S.,
and Singapore. Korea’s import constitutes accounted for 8.4 percent of Indonesia’s total exports,
with a total value of USD 14.0 billion.
According to the Indonesian Ministry of Industry, Indonesia’s exports to main trading partners
show that Indonesia has mainly exported products with medium-low technology (see Annex 1,
Figure A.II.1). Indonesia’s exports to Korea were also dominated by such products, which
accounted for 81 percent of total exports to Korea. High-tech products come only as the second
largest exporting commodity with 16 percent of Indonesian exports to Korea. Indonesian exports
based on low technology have shown an insignificant amount of share or accounted for 3 percent
of Indonesian exports to Korea.
Korea’s imports from Indonesia have increased from USD 4.5 billion in 2001 to USD 14.0
billion in 2010. It has steadily increased since 2001, except in 2009 when a global financial
turbulence triggered world economic down-turn. Korea’s imports from Indonesia heavily depend
on processed mineral products, especially energy resources such as natural gas and coal. It
accounts for more than 70 percent of the total imports during 2001~2010 period, followed by
wood and paper product (7.5 percent) and textile and clothes (3.7 percent) (see Annex 1, Table
A.II.3).
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Korea’s major imports from Indonesia in HS 6-digit is shown in the following table. All of
Korea’s top 3 imports from Indonesia were placed under HS 27 (Mineral fuels, mineral oils and
products of their distillation) and the volume of the three imports from 2001~2010 summed up to
USD 44.6 billion, which is 54.7 percent of Korea’s total imports from Indonesia during the same
period. The number of products that have ever been imported from Indonesia during 2001~2010
were 3,477 in HS 6-digits and the volume of imports of top 30 products accounts for 84.4
percent of total imports. Compared to Indonesia’s imports from Korea, Korea’s imports from
Indonesia was highly concentrated on a small number of products (see Annex 1, Table A.II.4).

2.2. Trade in Services
2.2.1. Overview
Although still small, Korea’s services trade with Indonesia is gradually growing. In value terms,
Korea’s services exports to Indonesia almost doubled between 2005 and 2010, increasing from
USD479.1 million to USD 888.2 million. Services imports from Indonesia also expanded from
USD684.6 million to USD 1,499.7 million, illustrating a more than a two-fold increase.
Based on Indonesian Central Bank data (unpublished and limited to several sectors) Indonesia’s
services trade with Korea increased from USD 270.2 million in 2005 to USD 308.2 million in
2007, but decreased to USD 198.8 million in 2008. Trade in services between the two countries
was in favor of Korea. Indonesia was in deficit of USD 114.2 million in 2008.

2.2.1.1 Korea’s services exports to Indonesia
Southeast Asia was the largest export destination for Korean service exports, accounting for 17.4
percent of the total service exports in 2010. This was followed by the United States (16.2
percent), China (15.7 percent), Middle East (12.3 percent), and Japan (12.0 percent). Services
exports with these five countries/regions accounted for 85 percent of Korea’s total service
exports. Korea’s services exports to Indonesia comprised 1.1 percent of Korea’s total services
exports in 2010. The major export items are transportation (73 percent), other business services
(13 percent) and travel (11 percent).
Korea needs to build up a stable post for both production and sales in the Southeast Asian region.
Indonesia, the largest economy in Southeast Asia, can be a strong partner. Korea’s keen areas of
interest in services are sectors such as infrastructure services, maritime transportation,
construction, telecommunications, distribution, and financial services. Such areas are particularly

7

important since they are supporting services essential for the development of other service
sectors as well as other industries, including manufacturing.

Figure II.1 Korea’s service exports to Indonesia by items, 2010(share of total)

2.2.1.2. Indonesia’s services export to Korea
Indonesia’s services trade with the rest of the world shows deficit for more than 50 percent of the
total trade value annually from 2005 to 2009 including Korea. Based on Indonesia’s BOP
statistics, in terms of export value in services, travel contributes the biggest share (48 percent),
transportation (18 percent) and others (14.32 percent). Indonesia’s services export to Korea is
also deficit except for among others in other business and communication services.
Taking into account that Indonesia has sent more than 12,000 Indonesian workers to Korea
annually, Indonesia is interested in exploring the opportunity to get more market access through
mode 4 (movement of natural persons) of semi and highly skills labor in some sectors such as:
hotel, hospitality and tourism; oil and gas sector; sea vessels and others.
Indonesia and Korea recognize that there is sensitivity facing by both sides to liberalize some
services sectors such as services provided by small and medium sized enterprises. In this regards,
both sides will give attention to the sensitivity of services provided by small and medium sized
companies.
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Figure II.2 Indonesia’s services exports to Korea by items, 2008(Share of Total)

Source: Central Bank of Indonesia (unpublished)

2.2.2 Liberalization of Services in the two countries
2.2.2.1. Liberalization of Services in Indonesia
Indonesia and Korea are members of the WTO. As members of the WTO, both countries are
obliged to implement the disciplines of GATS including to enhance rules and specific
commitments that apply to between the parties to the respective FTA. All FTAs of Korea and
Indonesia include the liberalization of services sector in which the level of commitments was in
line with Article V of GATS and due consideration was given to sensitive sectors. Indonesia and
Korea have been engaged in FTA under ASEAN-Korea FTA.
Indonesia views positively the relations between services and the economy as a whole.
Development in services requires a combination of competitive market and effective government
regulations.
The commitments of Indonesia in services in WTO amounted to 75 various sub-sectors including
business, communication, construction, finance, tourism, and transportation. These scheduled
commitments are significant involvement for a developing country like Indonesia showing its
positive attitude to the potential gains of market liberalization of services.
Indonesia has tabled its conditional initial offers to improve its market access for some sectors of
services under Doha Round. In addition to the sectors committed in previous Round, Indonesia
offers some new sectors namely, education, health, and recreation.
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Since the conclusion of Doha Round is still out of expectation, Indonesia moves its agenda of
reforms on services market through other tracks, bilateral and regional ones. Under the umbrella
of ASEAN Economic Community scheduled in 2015, members of ASEAN have succeeded their
commitments on the roadmap of services reforms entering the phase so-called AFAS 8. The
level of commitments under AFAS goes over that of agreed in other fora.
2.2.2.2 Liberalization of Services in Korea
Korea has been an active proponent of trade in services liberalization. Korea has made
commitments in 104 of 155 sub-sectors under the WTO. Such a liberalization of the Korean
services market was complemented by international commitments under the WTO agreement.
Most of the service industries are open to foreign investors. For some restricted sectors, further
steps were made towards liberalization. In 1997, for example, Korea implemented a
liberalization plan consistent with the Basic Telecommunication Services and the WTO
Agreement on Financial Services. Somewhat less liberalized sectors, such as education, energy
and transportation services are partially making progress in liberalization. More recently, in the
course of the Korea-US FTA and the Korea-EU FTA, the degree of openness in service
industries gets much deeper and wider.

2.3. Investment
2.3.1. Korea’s Investment in Indonesia
During the 1990s, Korea’s outflows of FDI exceeded inflows, even though the financial crisis
made an exception to this. Since 2001, Korea’s outflows of FDI have recovered to pre-crisis
levels and have continued to expand. Korea’s outflow of FDI reached USD 12.9 billion in 2010.
Supported by Korea’s rapid growth in outward FDI, bilateral investment flows between
Indonesia and Korea have also been increasing in recent years, reflecting solid economic ties
between the two countries. Based on data from Indonesian Investment Coordinating Board, the
flow of direct investment from Korea to Indonesia has increased from USD 79.8 million in 2001
to 328.5 million in 2010.
Table II.3. Korean Investment Realization in Indonesia
Year
2001
2002
2003
2004
2005
2006
2007

Projects
42
45
74
60
102
140
169

Value (US$ million)
79,8
62,0
105,5
62,6
423,4
447,9
631,4
10

2008
2009
2010

181
184
356

388,8
612,6
328,5

Source: Indonesian Investment Coordinating Board (BKPM)

Based on cumulative stock of FDI from 1968 to 2010, China remains number one destination for
Korea’s stock of FDI abroad, comprising over 18 percent of the Korea’s total outflow of FDI.
This is followed by the U.S. (17.0 percent), Hong Kong (5.3 percent), Vietnam (5.3 percent), the
U.K. (3.8 percent), Australia (3.8 percent) and other countries. Indonesia is the seventh biggest
foreign investment destination for Korea, with investment in Indonesia accounting for 3.5
percent of its total outward FDI.
Table II.4. Stock of Korea’s investment abroad, by top 10 destinations, 1968 to 2010 (Based
on investment accepted)
FDI Outflow,

Share of Total,

Rank

Country

Accepted Amount (million USD)

2010 (percent)

1

China

46,297.2

18.3

2

U.S.A.

43,192.2

17.0

3

Hong Kong

13,348.6

5.3

4

Vietnam

13,348.0

5.3

5

U.K.

9,707.9

3.8

6

Australia

9,599.2

3.8

7

Indonesia

8,801.5

3.5

8

Netherlands

8,172.7

3.2

9

Canada

8,108.8

3.2

10

Iraq

4,921.7

1.9

253,515.3

100

Total

Source: The Export-Import Bank of Korea

Recently, Korean manufacturers are increasingly turning their attention to Indonesia as wage
demands in China have been building up rapidly. The figures also indicate that Indonesia could
become a post-China production base for Korea.
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Meanwhile, according to the Indonesian Investment Coordination Board (BKPM), Korea is the seventh largest investor in Indonesia over the last 20 years, with a stock of USD 5.5 billion
invested for around 1,719 projects (excluding investments in the oil and gas and banking
sectors).

Table II.5. Top 10 Investment Realization by country, 1990-2010

NO

NEGARA

Project

1
2
3
4
5
6
7
8
9
10

Japan
2.202
Singapore
1.640
United States of America
546
United Kingdom
550
Tanzania
9
Netherland
448
South Korea
1.719
Mauritius
77
Hong Kong
408
Taiwan
624
TOTAL
8.223
Source: Indonesian Investment Coordinating Board (BKPM)

Investment
(US$. Million)
22.267,9
16.639,3
8.282,7
7.164,3
6.512,1
6.017,9
5.527,7
4.686,7
4.369,8
3.394,6
84.863,00

Based on cumulative value of FDI realization flows from 1990 to 2010 as shown by the figures
below, most of the Korean investment are on the industry sectors. However, Korean investors are
also interested in investing into other sectors.
Table II.6. Korean Investment Realization in Indonesia by Sector 1990-2010

No.
1
2
3
4
5
6
7
8
9
10
11
12
13
14

Sector

Total Projects

Metal, Machinary, and Electronics Industry
Chemical and Pharmaceutical Industry
Textile Industry
Leather Goods and Footwear Industry
Food Industry
Rubber and Plastic Industry
Trade and Reparation
Construction
Wood Industry
Other Industry
Transport, Storage, and Communication
Non Metallic Mineral Industry
Hotel and Restaurant
Other Services

255,0
72,0
360,0
99,0
33,0
108,0
364,0
22,0
46,0
102,0
11,0
12,0
20,0
110,0
12

Value (USD
thousand)
1.973.866,5
748.080,3
576.836,5
465.408,9
393.732,7
281.323,2
210.043,2
177.115,2
137.205,4
119.905,9
71.081,2
55.431,5
49.017,2
46.290,5

15
16
17
18
19
20
21
22
23

Mining
Paper and Printing Industry
Forestry
Real Estate, Industrial Estate, and Office
Building
Other Transport Industry
Food Crops and Plantation
Livestock
Fishery
Electricity, gas, and water
Total

26,0
40,0
4,0
7,0

45.488,1
42.090,4
38.106,3
30.884,4

14,0
6,0
3,0
4,0
1,0
1.719,0

25.262,8
20.834,6
14.618,1
3.816,3
1.242,5
5.527.681,5

Source: Indonesian Investment Coordinating Board (BKPM)

According to the Korean Export-Import Bank, manufacturing sector tops Korea’s investment in
Indonesia accounting for nearly 60 percent, approximately USD 5.2 billion in terms of
cumulative accepted value as of 2010. Based on cumulative values, mining is the second largest
sector for Korean investors, accounting for more than 20 percent of total investments and
reaching a total accepted value of USD 1.8 billion. Other major investments during the period
went into wholesale and retail trade (USD 416.7 million), electricity, gas, steam and water
supply (USD 324.8 million), agriculture, forestry and fishing (USD 248.6 million), real estate
activities and renting and leasing (USD 219.1 million).
Korean investment in Indonesia is increasing over years after 2001. The investment has been
growing by around 19.43 percent annually on average during 2001-2009. The investment has
increased from USD 175 million in 2001 to USD 323 million in 2009. However, the economic
crisis has shown an increase at the beginning of the crisis but tend to decrease during the crisis.
Table II.7. Stock of Korea’s investment in Indonesia, by industry, 1968 to 2010
Number of
Approved

Sector

Approved amount Invested amount
(million USD)

(million USD)

Manufacturing

2,383

5,190.80

2,416.10

Mining

279

1,838.00

1,317.20

Wholesale and retail trade

305

416.7

265.9

Electricity, gas, steam and water supply

38

324.8

81.3

Agriculture, forestry and fishing

136

248.6

191.9

Real estate activities and renting and leasing

125

219.1

120.5

Financial and insurance activities

22

137.4

109.4

13

Construction

126

106.2

62.7

Accommodation and food service activities

49

88.4

35.2

Transportation

48

67.1

62.8

Business facilities management and business support
services

92

52.9

35.7

Professional, scientific and technical activities

57

47

15.9

Information and communications

77

36.3

32

Arts, sports and recreation related services

12

14.3

9.4

Activities of households as employers; undifferentiated
goods- and services- producing activities of households
for own use

1

6.5

0

Membership organizations, repair and other personal
services

15

2.6

1.7

Education

6

1.7

1.3

Sewerage, waste management, materials recovery and
remediation activities

3

0.3

0.1

Public administration and defense ; compulsory social
security

1

0.2

0.2

Others

32

2.5

0.2

Total

3,807

8,801.5

4,759.6

Source: The Export-Import Bank of Korea

2.3.2. Indonesia’s investment in Korea
While Korea’s outflows of FDI to Indonesia have been growing rapidly, Indonesia’s investment
flows to Korea have been fluctuating. Nevertheless, in the past ten years, Indonesia has invested
USD 870 million in total. More than 99 percent of the total investment has flown into the service
sector.

14

Table II.8. Trend in Indonesia’s FDI to Korea (2001~2010)
(Unit: case, thousand USD)
Year

Project

Value

2001

3

118

2002

5

602

2003

2

251

2004

9

75,317

2005

11

25,743

2006

4

336

2007

1

150

2008

12

11,891

2009

12

2,133

2010

17

752,097

Total

76

868,638

Source: Korean Ministry of Knowledge Economy

2.4. Non Tariff Measures
2.4.1 Indonesian Side
Technical Barriers to Trade (TBT)
There are two influential bodies in determining and implanting standards in Indonesia. First is
the National Standardization Agency of Indonesia (BSN) which is responsible for developing
and promoting National Standardization in Indonesia (SNI), including through standards
development, conformity assessment, and standard implementation. Indonesia National
Standards (SNI) are formulated based on the international standards or relevant foreign national
standards by means of adopting or adapting to the relevant standards, in case any specific
requirements of Indonesian condition must be covered, such as geographical situation, climate
condition or other reason based on the scientific evidence. In recent years there has been a
restructuring of the institutional framework and procedures in developing the SNI to foster
15

openness, transparency, consensus, impartiality, coherence, and effectiveness, taking account of
the development dimension and of international rules.
Basically SNI are voluntary; however, those SNI related to safety, security, health, environment
conservation and/or for economic considerations can be made mandatory by the relevant
regulator. The objective of mandatory standards is the strengthening national competitiveness
and improving the transparency and efficiency of trade transaction while ensuring protection of
consumer safety, public health, environment and security. As of 30 September 2009 there are
6.662 SNI and 204 of them have been adopted as mandatory standards.
The second institution is the National Accreditation Body (KAN) which has a role to implement
all activities of conformity assessment by using the national standardization scheme endorsed by
BSN. Implementation of standards is carried out through the scheme of accreditation and
certification system. In case of product certification, the implementation of mandatory standards
is applied by using the SNI Mark. Accreditation process to certification bodies and laboratories
is conducted by KAN and those who had granted a certificate of accreditation, including the
product certification body, will have a right to conduct certification according to their scope.
Certificate of conformity of product issued by overseas certification body may be accepted in
Indonesia if they had been accredited by KAN, or overseas accreditation body which accredited
those organizations or laboratories had already a mutual recognition agreement with the KAN.
So far KAN has already become a signatories of IAF/PAC MRA of QMS; EMS; HACCP and
Product Certification while in ILAC /APLAC, KAN is a signatory of MLA for testing
laboratory, calibration laboratory and inspection body. Scheme of KAN accreditation cover the
following areas: Testing Laboratories; Medical Laboratories; Calibration Laboratories;
Inspection Bodies; QMS Certification Bodies; EMS Certification Bodies; Product certification
Bodies; Personnel Certification Bodies; HACCP Certification Bodies; Eco-label Product
Certification Bodies; Organic Food Certification; Sustainable Product Forest Management
Certification Body; Timber Legality Certification Body.
Sanitary and Phytosanitary Measures (SPS)
For Indonesia, Agricultural Quarantine Agency is a National Enquiry Point Body which dealt
with issues of Sanitary & Phytosanitary (SPS). Agricultural Quarantine Agency consist of
Center for Plant Quarantine and Plant Biosafety; Center for Animal Quarantine and Animal
Biosafety); Center for Complince, Cooperation and Information), those under The Indonesian
Ministry of Agriculture and Center for Fish Quarantine is under The Indonesian Ministry of
Ocean and Fishery. As WTO member, Indonesian SPS regulations and mechanism comply with
WTO SPS Agreement.
2.4.2 Korean Side
Technical Barriers to Trade (TBT)
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The Framework Act on National Standards, first enacted in 1999, is the overarching legal basis
for Korea’s TBT measures. It stipulates that the government shall endeavor to harmonize
national standards with international standards. Accordingly, regulatory authorities in Korea are
to adopt, where possible, international standards when setting up or modifying national
standards.
The Korean Industrial Standards (KSs), set by the Korean Agency for Technology and Standards
(KATS), is the most notable voluntary standards of Korea. The legal basis of KSs is the
Industrial Standardization Act, first enacted in 1961 and most recently revised in 2010. It is
widely believed that KSs have contributed to enhancing industrial efficiency and developing the
economy. KSs have been a useful industrial policy tool for promoting fair trade practices and
protecting consumers’ rights.
Responsibility for TBT affairs is diversified over several ministries and other government
bodies. KATS, established under the Ministry of Knowledge Economy (MKE), sets, administers,
and disseminates KSs. Responsibility for food safety, pharmaceuticals, and cosmetics rests with
the Ministry of Health and Welfare (MOHW) and its agency, the Korea Food and Drug
Administration (KFDA). Agricultural and fishery products are handled by the Ministry for Food,
Agriculture, Forestry and Fisheries (MIFAFF). The Ministry of Environment (ME) addresses
environmental issues. The Korea Communication Commission (KCC) is in charge of
telecommunications devices.
The WTO/TBT notification authority for Korea is the Ministry of Foreign Affairs and Trade
(MOFAT). KATS, the MIFFAF, and the MOHW are the official WTO enquiry points.
Korea Laboratory Accreditation Scheme (KOLAS) is accreditation body for calibration/testing
laboratories and inspection bodies. KOLAS operates in accordance with the requirements of
ISO/IEC 17011, Conformity assessment -- General requirements for accreditation bodies
accrediting conformity assessment bodies. KOLAS has been actively participating in the
international activities relating to APLAC and ILAC. KOLAS signed APLAC MRA in Sydney
on October 23, 1998 for testing and May 22, 2001 for calibration. KOLAS is also a signatory to
ILAC MRA which was signed in Washington DC on November 2, 2000.
Korea Accreditation System (KAS) provides accreditation for product certification bodies. KAS
has accredited certification bodies in the fields of electric apparatus, gas appliances, renewable
energy equipments, metals, ceramics, chemicals and plastics. KAS joined PAC MLA in July
2007 and IAF MLA in October 2007.
Sanitary and Phytosanitary Measures (SPS)
Given that Sanitary and Phytosanitary (SPS) measures are designed to protect human, animal and
plant life and health, application of SPS measures is well regarded as the sovereign right of a
state. Korea has made its utmost efforts to establish SPS measures in line with the WTO SPS
Agreement.
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In Korea, SPS-related affairs are dealt with by the four (4) major governmental bodies: the
Ministry for Food, Agriculture, Forestry and Fisheries (MIFAFF), Ministry of Health and
Welfare (MOHW), and Korea Food and Drug Administration (KFDA), the Animal, Plant and
Fisheries Quarantine and Inspection Agency (QIA).
The legislative framework in the SPS area includes: the Livestock Epidemics Prevention and
Control Act, the Livestock Product Processing Act, the Plant Protection Act, the Food Sanitation
Act, the Health Functional Food Act, etc., as well as their accompanying implementing
regulation and rules.

2.5. Trade Remedy
2.5.1 Indonesian Side
The Indonesian government has adopted trade remedy policy in the form of anti-dumping,
subsidy and countervailing duties, as well as safeguards, which is Government Regulation
number 34 dated 4 July 2011.
On anti-dumping measures, KADI (Indonesian Committee on Anti Dumping) has investigated
34 cases between 1996 and 2007, and cases have been terminated. The Indonesian Government
has imposed the duties in 14 cases, of which six have been imposed since January 2004 (Calcium
Carbide, Carbon Black, Uncoated Writing, Paracetamol, Wheat Flour HS, and Cavendish
Bananas).
The Indonesian Government has taken serious steps to respond to allegations of dumping raised
by foreign government against Indonesia exports. During the period under review, there were 61
dumping allegations on Indonesian products, where more than half (34 cases) of them imposed
anti-dumping duties.
On safeguard measures, the Indonesian government has imposed a safeguard duty on Ceramic
Tableware and terminated the Matches case as well as thee Cast and Rolled Glass case. The
Authority which conducts global safeguard investigations is KPPI (Indonesian Committee on
Safeguards).
2.5.2 Korean Side
From January 1995 to December 2010, Korea initiated 111 anti-dumping investigations and
applied 70 measures. Among them, 6 initiated anti-dumping investigations and 3 applied
measures were toward Indonesia. In 2010, the Korean government has imposed an anti-dumping
duty on other paper and paperboard (HS 4802) against Indonesia. For the same period, Korea
was under 273 investigation cases of alleged dumping and 167 measures were applied.
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From January 1995 to December 2010, Korea initiated four cases of global safeguard
investigations and applied 2 measures on garlic and dairy products. Details are listed as below.
Table II.9. Statistics on anti-dumping, countervailing and safeguard measures
Measure

Initiation
investigation

of Application of
measure

Anti-dumping measure

111

70

(Korea against Indonesia)

(6)

(3)

Countervailing measure

0

0

Safeguard measure

4

2

final

Korea

Source from the WTO
* One of the measures was imposed as a result of an investigation initiated before 1995.

2.6. Government Procurement
2.6.1 Government Procurement in Indonesia
Indonesia introduced new regulation to improve the transparency and efficiency of procedures
and to foster competition in bidding for government procurement. Referring to the new
regulation (Presidential Regulation No. 54 Year 2010), the Government of Indonesia should be
in line with pro poor, pro job and pro growth policy in implementing the Government
Procurement. This Presidential Regulation is designed at the national level, yet the process of
procurement is being performed by procuring entities, which cover national and sub-national
level. Indonesia uses this Government Procurement as an instrument to get the social aspect of
the aforementioned policy.
Indonesia is keeping up with the idea of “the use of country system” since the issue has being
discussed constantly in OECD-DAC forums. In the event of difference between Presidential
Regulation No. 54 Year 2010 and the provisions for Procurement of Goods/ Services that are
applied for the provider of an foreign loan/grant, the Government of Indonesia and development
partners should agree on the method of procurement to be used. It proves that The Presidential
Regulation demonstrates more open, transparent, effective, and efficient mechanism for
procurement procedures and endeavour to harmonize with international standard and best
practices.
The Government of Indonesia is now implementing electronic procurement system (e-proc)
through LPSE (electronic procurement service) to support the objective of government policy to
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have more transparent and open procurement. Moreover, to make e-procurement smoothly,
Government of Indonesia also prepares a national campaign, conducting trainings, and provides
help-desk to give prompt assistance and response to procurement team in one procuring entity. In
the middle of 2011, the establishment of e-procurement achieved 272 services around the
country out of 600 targeted services.
The Government is now also developing concept of electronic purchasing through electronic
catalogue and sustainable public procurement as well. Sustainable procurement is the process by
which organizations buy assets, supplies or services by taking into account a number of factors
including value for money considerations, the entire life cycle of products as environmental
aspect and social aspect such as occupational health and safety. Asides from that, there is also
ULP (Procurement Service Unit) that replaces procurement committee which is ad hoc basis to
permanent basis.
2.6.2. Government Procurement in Korea
Korea’s government procurement scheme has been designed and developed to achieve the goal
of acquiring the "best value" when procuring entities use public funds to procure goods or
services (including construction services).
As a signatory to the WTO Agreement on Government Procurement (GPA), Korea has ensured
non-discrimination and transparency in its government procurement system by keeping its
domestic laws, regulations and policies in compliance with the general principles and procedural
provisions of the GPA. Such principles include non-discrimination, national treatment, open
competition and transparency.
The two main pillars of the legislative framework for Korea’s government procurement are the
Act on Contracts to which the State is a Party (ACSP) and the Act on Contracts to which the
Local Government is a Party (ACLGP). These two laws were enacted in 1995 and 2005,
respectively, and both encompass the basic principles and procedures of Korea’s government
procurement. The Ministry of Strategy and Finance and the Ministry of Public Administration
and Security are the primary authorities responsible for the legal framework.
Procurements by public enterprises are governed by a separate law, the Act on the Management
of Public Institutions (AMPI). The AMPI, however, incorporates most provisions of the ACSP,
with slight variations. Thus, the major principles and procedures stipulated in the ACSP also
apply to the procurements by public enterprises.
As for international tendering, the Special Regulation of the Enforcement Decree of the ACSP
for Specific Procurement has been the main legal instrument since January 1, 1997. It
specifically regulates international tendering procedures in full compliance with the principles
and rules of the WTO GPA. .
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One particular aspect that distinguishes Korea’s government procurement system from others is
that procurements are mostly conducted through a single government-wide e-procurement
system, called KONEPS (Korea Online E-Procurement System). Since it was launched in
October 2002, most of the government entities have carried out all procurement procedures via
KONEPS from supplier registration, bidding, contracting to contract payments. Suppliers can
also conduct all procurement-related operations by accessing KONEPS. Thus, KONEPS serves
as the single window for public procurements whereby suppliers can participate in bids made by
all KONEPS users in the public sector through a single registration. The system provides a onestop service, linking 123 external systems of other organizations, including the Ministry of
Public Administration and Security, financial institutions and other related associations. As of
2010, 40,000 public organizations and 200,000 businesses used KONEPS and procurement
transactions worth approximately 75 trillion won were made via KONEPS. The introduction of
KONEPS has significantly reduced transaction costs and has increased efficiency. It has also
enhanced transparency and has shortened procurement lead times.
The total volume of Korea’s government procurement in 2010 was 104.4 trillion KRW (Korean
Won), or approximately USD 104 billion.
2.7. Intellectual Property Rights
The effective protection, administration and enforcement of IP rights is a key element in
fostering creativity, innovation and technological reform and thus facilitating trade and
investment and promoting sound economic development. To this end, both countries have
adopted international standards with respect to the enforcement and institutions for protecting IP
rights through multilateral and regional agreements. Both countries are party to the WTO
Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPS) that underpins the
international intellectual property regime, as well as to core WIPO Conventions.
Under Korea-ASEAN FTA, both countries further committed to enhancing the level of
protection of IP rights, establishing an institutional framework for ongoing cooperative
development of effective IP regimes in the region.
2.7.1 Indonesian Side
Indonesia continues the discussion of the revision on some of IPR laws, such as Patent,
Trademark, Industrial Design and Copyright Laws. A new copyright law came into force in July
2003. The law establishes rights to license, produce, rent or broadcast audiovisual,
cinematographic, and computer software. It also provides protection for neighbouring rights in
sound recordings and for the producers of phonograms. It stipulates a 50-year term of protection
for many copyrighted works. The law contains a number of provisions to combat the widespread
use of optical discs in copyright piracy. Revision of the Copyright Law is to be discussed by the
parliament (DPR), since it has been included in the National Legislation Program. Other revised
IPR laws (Patent, Trademark, and Industrial Design) are subject to be further discussion by DPR.
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In March 2006, the President of Indonesia issued a decree establishing the National Task Force
for IPR Violation Prevention.25 The Task Force takes a comprehensive approach to reducing
IPR violations. Despite an often limited capacity to undertake effective enforcement action
against copyright infringers, under such laws and policies, the Government is making some
progress in combating piracy (APEC IAP, Indonesia 2009, 2010).
2.7.2 Korean Side
Korea believes that the protection of intellectual property rights is a crucial for enhancing
national and corporate competitiveness in the knowledge-based economy. The importance of the
IPR protection has increased in recent years with the significantly enhanced digitization of the
Korean economy. Korea has strengthened efforts to improve its legal and regulatory framework
and provided enforcement mechanisms for IPR protection that are fully in line with global IPR
standards.
A comprehensive legal framework for IPR protection has existed in Korea since the late 1940s.
The laws and regulations for IPR protection include the Patent Act, the Trademark Act, the
Copyright Act, the Utility Model Act, the Unfair Competition Prevention and Trade Secret
Protection Law, the Industrial Design Protection Act, the Act on Layout Designs of Semiconductor Integrated Circuits, the Seed Industry Law, the Agricultural Product Quality Control
Act, the Act on the Investigation of Unfair International Trade Practices and the Customs Act.
Korea's extensive intellectual property policy has been strengthened as the laws and regulations
for IPR protection have been amended. One of the key driving forces in amending the laws and
regulations is the FTAs of Korea. All areas of IPR protection such as copyrights, trademarks,
patents and IPR enforcement are covered in the FTAs Korea concluded. In the Korea-US FTA
and the Korea-EU FTA, the strengthened protection of copyright and related rights are
stipulated. Korea extended the term of copyright protection to the life of an author plus 70 years
for works. Strong protection for copyright in the digital era is also provided, including the
protection of technological protection measures. With regard to trademarks, patents, designs and
geographical indications, the standards of protection and enforcement also have been enhanced.
In the area of “enforcement”, a concept which includes strengthened civil, administrative and
criminal IPR enforcement, Anti-Counterfeiting Trade Agreement (ACTA) reflects Korea’s
stance. As one of the countries that took part in the ACTA negotiations, Korea expects that
ACTA will establish an international framework for enforcement measures to more effectively
combat the proliferation of counterfeiting and piracy. Internally, to step up its enforcement
measures, Korea has run the Special Judicial Police Squad for copyright or related rights piracy
since 2008 and for trademark counterfeiting since 2010. Granted with special judicial police
authority, the squad can directly crack down on IPR infringers and refer them to prosecutors for
criminal procedures.
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On April 29, 2011, the new Framework Act on Intellectual Property, which reflects Korea’s
determination to fully recognize the value of IPR, was passed by the National Assembly of
Korea and was brought into effect on July 20, 2011. The Act, which serves as an umbrella for
IPR laws, aims to establish a system by which the government can implement and promote the
basic principles related to intellectual property for the creation, protection and utilization of IPR.
The Act obliges the Korean government to devise and implement a National Intellectual Property
Basic Plan every five years. The plan provides IP policy directions and IPR-related legislative
proposals, if any, for rendering the IP legal framework more compliant with the aims and basic
principles of the Act.
2.8. Customs Procedures and Trade Facilitation
2.8.1 Indonesian Side
As a key link in the international circulation of commodities, customs procedures play an
important role in facilitating trade. Consequently, harmonizing and streamlining customs
procedures have been priorities for international economic cooperation, including in the WTO.
The government of Indonesia has been modernizing customs administration, to facilitate trade.
Under this program the time for customs clearance has been greatly reduced. The customs
administration has accelerated the restitution of duties on imported goods that are used in exports
and established a priority channel for producer-importers as well as qualified general importers.
Procedure for an on-line Certificate of Origins facility was also launched in January 2006 as an
integral part of the National Single Window. By 2008, through the agreement in ASEAN,
Indonesia has to finished its preparation for a National Single Window and start linking to the
ASEAN Single Window (ASW1) network.
As part of the effort to reform the investment climate, the Government issued a package of
policies in early 2006 that also cover efforts to improve customs procedures.2 The Government
undertook to (a) accelerate the flow of goods by speeding up the customs examination process,
facilitating cargo processing, and implementing lower costs at Indonesian ports, shortening cargo
processing for capital goods to seven days from the current average of 30 days; (b) expand the
role of bonded zones by extending the function of bonded warehouses and automating certain of
their functions3; c) aim to eradicate smuggling and customs fraud4; and (d) accelerate the
registration and application process for excise facilities.

1

The ASEAN Single Window is an environment where ten National Single Windows of individual
Member Countries operate and integrate. National Single Window enables a single submission
2
Presidential Instruction No. 3/2006: Policy Package to Improve the Investment Climate.
3
Bonded warehouses provide businesses with the opportunity to defer payment of import duties, while
allowing them to store, exhibit, sell, pack, re-pack and/or process goods originating from outside Indonesia.
4
According to the Directorate General of Customs and Excise, there were 220 cases of customs fraud
between 2004 and April 2005 causing financial losses of Rp 130.4 billion. Customs & Excise online information
can be viewed at http:/www.beacukai.go.id.
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As a member of ASEAN, Indonesia has agreed on the ASEAN Economic Community (AEC)
Blueprint to harmonize custom procedures. In light of the acceleration of AEC, the realization of
ASEAN Customs Vision 2020 is brought forward to 2015. In particular, the 2005-2010 Strategic
Plan of Customs Development aims to: a) integrate customs structures; b) modernize tariff
classification, customs valuation and origin determination and establish ASEAN e-Customs; c)
smoothen customs clearance; d) strengthen human resources development; e) promote
partnership with relevant international organizations; f) narrow the development gaps in
customs; and g) adopt risk management techniques and audit-based control (PCA) for trade
facilitation.
The implementation of measures of simplifying, harmonizing and standardizing trade and
customs, processes, procedures and the application of ICT in all areas related to trade facilitation
would be paramount in the ultimate creation of an ASEAN Single Window (ASW). ASW is
expected to be fully implemented in 2010 and to simplify as well as to sustain a faster and
efficient export-import and customs procedure in ASEAN Region.
In preparation of ASW, Indonesia has been implemented National Single Window (NSW) and
conducted the pilot project of NSW in Batam and Tanjung Priok Port. The NSW will cover 25
government agencies. The main purpose of NSW is one stop service for processing of import
and export documents/procedures.
2.8.2 Korean Side
The existing FTA/CEPAs cover provisions aiming at harmonization and simplification
of customs procedures for trade facilitation on the basis of expeditious and advanced procedures.
Provisions for expeditious customs procedures consider immediate release of goods, simplified
procedures for express shipment, use of automated system and adoption of risk management as
primary goals to achieve. In addition, existing FTA/CEPAs cover provisions to achieve
transparency in customs administration such as publication of customs laws and regulations,
review and appeal, customs cooperation, and advance rulings.
Import clearance, including declaration procedures and cargo management systems are fully
computerized. In an effort to further streamline the clearance procedures and reduce cost burden,
the Korea Customs Service (KCS) has operated a web-based clearance system since October
2005. In 2010, more than 9 million declarations were processed, and one declaration took an
average of 1.2 hours. Prior-entry import declarations are allowed up to five days for sea and one
day for air. About 80 percent of imports are cleared after being taken into a bonded area. The
average days spent from port entry to release from a bonded warehouse was substantially
reduced from 4.6 days for air and 16.2 days for sea cargo in 2003 to 2.6 days for air and 7.8 days
for sea cargo in September 2011. A cargo selectivity system automatically selects high-risk cargo
for documentary and possible physical inspection.
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Since August 2006, The Korea Customs Service has operated the import/export requirementconfirmation through a single window. This system is operated on the basis of a web-based
clearance system. It also covers requirement-confirmation processes, including quarantine and
inspection as well as customs clearance at a single point. The new system links 32 relevant
government agencies to approve certain imports so that import requirements can be
electronically verified. Therefore, it is possible for importers to reduce time and costs of
clearance. In 2009, The World Bank assessed the KCS single window system as an outstanding
sample in Doing Business evaluation.
2.9. Economic Cooperation
Indonesia and Korea have already established an extensive network of cooperation that spans
regulatory, technical and economic issues. There are many cooperation projects already in place.
They provide a solid foundation upon which the economic relationship between the two
countries will continue to thrive and grow.
AKFTA also includes a comprehensive chapter on Economic Cooperation which provides a
framework for additional economic cooperation projects under the auspices of that FTA.
Keeping these diverse economic cooperation activities in mind, there may be a scope for
facilitating and promoting more economic cooperation and capacity building projects under a
CEPA with a particular attention to SMEs.
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CHAPTER III. THE EFFECT OF THE KOREA-ASEAN FTA ON THE OVERALL
ECONOMIC RELATIONS BETWEEN INDONESIA AND KOREA AND POSSIBLE
ECONOMIC EFFECTS OF A CEPA BETWEEN INDONESIA AND KOREA
3.1. Commitments under the Korea-ASEAN FTA : Trade in Goods
Under the Korea-ASEAN FTA, products are divided into normal track (NT) goods and sensitive
track goods, where products under sensitive track are again categorized into sensitive list (SL)
and highly sensitive list (HSL) products. Sensitive track has a maximum ceiling of 10 percent of
all the tariff lines and 10 percent of the total value of imports from Korea or from the ASEAN
Member Countries as a whole, based on 2004 trade statistics. Highly sensitive list cannot exceed
200 tariff lines at the HS 6-digit level or 3 percent of all the tariff lines at the HS digit level of
each Party’s own choice and 3 percent of the total value of imports from Korea or from the
ASEAN Member Countries as a whole, based on 2004 trade statistics. These rules apply to
Korea and ASEAN 6 while CLMV countries (Cambodia, Lao PDR, Myanmar and Vietnam)
have less stringent requirements considering their different levels of economic development.
Products listed in the normal track gradually reduce and eliminate tariffs by 2010 and it consists
of 90 percent of total products in terms of tariff lines as well as the volume of imports from the
partner countries. Products placed in the sensitive track are subject to tariff reduction; for
sensitive list (SL) products, Korea and ASEAN 6 should reduce the applied MFN tariff rates in
sensitive list to 20 percent by 2012, which would be subsequently cut down to 0~5 percent by
2016. Tariff lines placed in the highly sensitive list are categorized into five groups; products
listed in the Group A are subject to 50 percent tariff rate capping, products categorized under the
Group B have to reduce its tariff rates by 20 percent, while the Group C products are subject to
tariff reduction by 50 percent. The Group D lists products that are subject to TRQs, and the
Group E products, which have a maximum ceiling of 40 tariff lines at the HS 6-digit level, are
exempt from tariff concession. All requirements for products under sensitive track have to be
met by 2016 for Korea and ASEAN 6.

3.1.1 Tariff Reduction/Elimination Schedule of Korea
According to Korea’s concession schedule under the AKFTA, 92.1 percent of total products in
terms of tariff lines, or 10,783 products, are categorized as normal track goods whose tariff rates
were eliminated by 2010. Korea’s concession schedule, however, is complicate because some
products are included in two or more categories at HS 10-digit level. The number of products
listed under SL or SL/HSL is 510 products at HS 10-digit level, or 4.4 percent of total number of
products. Under the highly sensitive products, Korea uses the Group B the most, with 235
products under the Group B, and 109 products (or 0.9 percent of total number of products) are
classified as the Group E, which is exempt from any tariff reduction or elimination under the
AKFTA.
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Industry-wise composition of product classification of Korea’s concession under the AKFTA is
summarized in the following table. Showing its sensitivity in the agricultural and fishery sector,
the majority of highly sensitive products are found in primary and processed primary products;
all of the Group E products belong to primary and processed primary products except for one
product under HS 44(wood and articles of wood), and all of the Group B products are either
primary, processed primary or wood and articles of wood products. While most of manufacturing
products are under the Normal Track, some of textile and clothes and wood and articles of wood
products are categorized as Sensitive Track, which are scheduled to reduce their tariff rate to 5
percent or lower not later than January 1, 2016 (see Annex 1, Table A.III.1).
According to the Korea’s tariff reduction schedule, only 105 products under the Group E are
exempted from the tariff concession. However, the number of products which are virtually not
subject to the AKFTA is greater than 105 products. It is because of tariff reduction/elimination
modality under the AKFTA. Products under the AKFTA sensitive list are only required to follow
the tariff reduction schedule in 2012 and 2016: by 2012, the tariff rates have to be reduced to
lower than 20 percent and subsequently reduced to lower than 5 percent by 2016. Such a case
also happens when a product under the Group A of highly sensitive list (HSL) of which MFN
rate is lower than 50 percent, that product does not need to reduce the MFN tariff rate throughout
the concession schedule, which implies the product gets virtually the same treatment as the
Group E product. Aforementioned cases are called a “virtually exempted” product in the AKFTA
tariff reduction modality. When counting all the products under such cases of “virtually
exempted”, approximately 77~81 products are virtually exempted from tariff concession and the
actual number of products that are exempted from AKFTA amounts to 182~186: combining 105
products under the Group E plus 77 “virtually exempted” products and 4 products of
“Binding/virtually exempted.”
Table III.1. Exempt from Korea-ASEAN FTA: Korea
Virtually
Exempted

Group E

Binding

TRQs

Binding/Virtually
Exempted

Total

NT

10,783

10,783

NT/HSL

1

1

NT/SL

13

13

439

502

SL

63

SL/HSL

4

4

HSL

14

105

270

7

Total

77

105

11,510

7

396
4

Source: Author’s calculation based on Korea’s concession list under Korea-ASEAN FTA
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11,703

The table in the Annex 1, Table A.III.2 shows a profile of Korea’s imports from Indonesia in
accordance with the tariff reduction/elimination schedule under the AKFTA. Korea’s imports of
Normal Track products have increased since the implementation of the AKFTA by the volume
and the share in total imports. On the other hand, Korea’s imports of the Group E and “Virtually
exempted” products have been steadily decreased during the same period. Korea’s imports of the
Group E products out of total imports from Indonesia dropped from 2.2 percent in 2008 to 1.4
percent in 2010. That of “virtually exempted” products has been decreased from 0.2 to 0.1
percent during the same period. It demonstrates that Korea’s imports of Normal Track products
have increased in the Korea’s trade with Indonesia.

3.1.2 Tariff Reduction/ Elimination Schedule of Indonesia
Indonesia’s tariff reduction/elimination schedule under the AKFTA is as follows: out of 8,737
tariff lines, 7,875 products (90.1 percent) are listed under Normal Track, while sensitive products
consist of 5.8 percent (506 products) of total number of tariff lines. Indonesia only uses the
Groups A, B and E for highly sensitive products. Industry-wise, processed primary industry is
one of the most protected industries in the AKFTA; it includes 58 exempted products, consisting
of 65.9 percents of Group E products. Metal industry is another highly protected industry which
categorizes 229 products under Group B of highly sensitive products. Transport equipment lists
34.9 percent of its tariff lines (130 out of 373 products) under the sensitive track, either as
sensitive or Group B products (see Annex 1, Table A.III.3).
Like Korea’s concession schedule, Indonesia also includes the products virtually exempted from
tariff reduction/elimination, or virtually exempted products. In addition to 88 products
categorized as the Group E, there are 76 products virtually excluded from any tariff reduction or
elimination due to MFN tariff rates for the respective products. In the Group A, 11 products are
not subject to the AKFTA tariff reduction or elimination. Consequently, the number of
“Virtually exempted” products amounts to 164 products (1.9 percent in terms of total number of
tariff lines). The figure is almost double the number of products listed under the Group E
products.
Table III.2. Exempt from Korea-ASEAN FTA: Indonesia
Binding/ Virtually Exempted

NT

SL

Binding
Virtually
exempted

7,875

441

Virtually Exempt

A

65

257
11

Group E

B

E

Total
8,569
76

88
88
Total
7,875
506
11
257
88
8,737
Source: Author’s calculation based on Indonesia’s concession list under Korea-ASEAN FTA
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The breakdown of Indonesia’s imports from Korea according to the tariff reduction modality and
binding/virtually exempted category is analyzed in the following table. The Table shows that, the
share of imports of virtually exempted products has been decreased since the implementation of
the AKFTA. On the other hand, the volume of imports of normal products from Korea has
increased, except in 2009 when a worldwide financial turbulence hits the global economy. From
the year 2008 to June 2011, about 2.7 percent of total imports from Korea is either virtually or
explicitly exempted from the AKFTA tariff reduction or elimination. When taking into account
products other than normal track products, such a condition implies that about 9.1 percent of
total imports are eligible for further liberalization (see Annex 1, Table A.III.4).
The tariff reduction on the Indonesian side has also progressed far. Under the group of binding
tariff reduction NT products accounts for 92.2% in 2011. When one assume that a FTA under
CEPA has a 95% product coverage the incremental liberalization beyond AKFTA will remain
limited.
3.2. Commitments under the Korea-ASEAN FTA: Trade in Services
Trade in Services (TIS) under the AKFTA was signed in November 2007 and came into force in
May 2009. Agreement on Trade in Service of Korea-ASEAN FTA consists of (i) the framework
agreement, (ii) schedules of specific commitments, (iii) 2 appendices (for financial service and
telecommunication service, respectively), and (iv) a letter of understanding. To enhance
economic cooperation and deepen economic integration, the Agreement extends Article V of the
General Agreement on Trade in Services (GATS) for progressive liberalization.
3.2.1 Specific commitments under Trade in Services for Korea
Korea also reflects ASEAN countries’ requests on its schedule in the AKFTA. Korea is
committed to opening services market for ASEAN with 11 sectors and approximately 110 subsectors, including: (i) business services, (ii) communication services, (iii) construction services,
(iv) distribution services, (v) educational services, (vi) environmental services, (vii) financial
services, (viii) tourism and travel related services, (ix) recreational, cultural and sporting
services, (x) transport services, and (xi) other services not included elsewhere.
3.2.2 Commitments under the Korea-ASEAN FTA: Trade in Services for Indonesia
Service agreement under AKFTA is using the commitment in the ASEAN framework agreement
on services as the basic commitment of ASEAN and Korea in service sectors. Compared to
China-ASEAN FTA, for example, ASEAN counties open 46 additional sub sectors out of 155
sub sectors in Korea-ASEAN FTA. Korea also reflects ASEAN countries’ requests on her
schedule in WTO DDA. Since the agreement entered into force in May 2009, however, it is a
little early to evaluate the impact of the Agreement.
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3.3. Commitments under the Korea-ASEAN FTA: Investment
The Investment Agreement (IA) under AKFTA was signed in June 2009 and entered into force
in September 2009. Furthermore, the Agreement instructs that the Parties shall enter into
discussions on Reservations List and complete the discussions within five years from the date of
entry into force of the Agreement.
3.4. Impact of the AKFTA on Indonesia’s and Korea’s Trade Performances
Between the period June 2005 – May 2010, Korea indicated significant increase in its export and
import with ASEAN nations. Since the effectuation of the AKFTA in 2007, Korea’s export to
ASEAN continued to grow. Even so, Korea’s export and import performance to ASEAN was
slightly declined between 2008 and 2009 due to the impact of the second global financial crisis
which was triggered by the US subprime mortgage crisis.
Such facts clearly signal that trade relationship between ASEAN and Korea remains positive.
These are also clear evidences that Korea benefitted from close trade partnership with ASEAN
nations. In contrast, the utilization of the certificate of origin by international suppliers in Korea
did not keep up with its export performances.
Table III.3. Korea’s Export-Import between ASEAN and Korea before and after AKFTA: 2005.6 –
2010.5
(unit: million USD,percent)

Source: JSG Consultant

Table III.4. Korea’s Export between ASEAN and Korea before and after AKFTA:
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2005.6 – 2010.5 (by Country).
(unit : million USD, percent)

Source: JSG Consultant

Table III.5. Korea’s Import between ASEAN and Korea before and after AKFTA:
2005.6 – 2010.5 (by Country).
(unit : million USD, percent)

Source: JSG Consultant

Indonesia was Korea’s major trading partner. Among the ASEAN member countries, Indonesia
ranked the third as Korea’s export destination and ranked the first as Korea’s import partner
before AKFTA’s entry into force. After AKFTA’s effectuation in 2007, Korea has recorded a
higher volume of export and import with Indonesia. And Indonesia remains its position as Korea’s
third highest trading partner in ASEAN.
In order to measures the future benefit of bilateral cooperation between Indonesia and Korea, this
report relies on the current trade performance between both nations. In addition, analysis on the
utilization rates of the ASEAN Korea FTA can be a useful baseline to forecast the potential of
entering bilateral commitment between Indonesia and Korea.
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3.4.1 Effectiveness of the Implementation of the Korea-ASEAN FTA: Korean Imports5
The utilization rates of Korean’s imports from Indonesia are summarized in the following table
in the Annex 1, Table A.III.6. The utilization rate for Korea’s imports from Indonesia for three
years was 57.6 percent, which exceeded the overall Korea-ASEAN FTA utilization rate of 49.9
percent. The first year utilization rate was 47.3percent and has been increased to 63.5 percent and
64.7 percent in the following years. Imports of primary products and processed primary products
recorded relatively high utilization rates with more than 90percent of utilization rates, while
utilization rates for transport equipment, other transport equipment and precision machinery
scored low rates. Even though the utilization rate for imports from Indonesia is higher than
Korea’s overall rates, it is lower than Vietnam (63.5 percent for three years), Myanmar (88.5
percent for three years), and Brunei (29.4 percent, for two years). Special efforts need to be made
to raise the level of utilization .
3.4.2. Effectiveness of the Implementation of the Korea-ASEAN FTA: Indonesian Imports
Indonesia’s utilization rate and coverage ratio of AKFTA for imports from Korea are
summarized in the table below. 6 In 2008, Indonesia’s total imports from Korea recorded to USD
4.8 billion. Out of the total imports from Korea, the amount of imports which are eligible for
AKFTA preferential treatment accounted for about USD 1.0 billion and the amount of imports
which actually received AKFTA preferential tariff treatment was USD 13.8 million. Therefore,
the coverage ratio and utilization rate for Indonesian imports from Korea was 21.8 percent and
1.3 percent, respectively, in 2008.
In 2009, the coverage ratio and utilization rate improved to 56.1percent and 19.0percent,
respectively, even though total imports from Korea declined to USD 3.8 billion. Increased
coverage ratio can be understood by the assumption that as time passes, preferential tariffs under
the AKFTA have been gradually reduced in according with the tariff reduction or elimination
modality.

5

The analysis in this section is based on the data obtained from the Korea Customs and Trade
Development Institute (KCTDI). Established in 1964, KCTDI is a government-funded research institute, to handle
customs related issues, such as investigation and research of Korean Customs and Customs data management. It
handles and reports Korea’s trade statistics, which are based on raw data received from Korean Customs.
6
The results are based on the data provided by ASEAN Secretariat, which collected from the Member
countries. Even though it is officially collected data, we suspect some problems with the data provided by Indonesia;
it omits the amount of imports that actually received preferential treatment for 1/4~3/4 in the 2008 data. We need to
make sure of this.
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Table III.6. The Utilization Rate for Indonesia’s Imports from Korea: 2008~09
(Unit: USD)
2008

2009

Total Imports

4,792,351,654

3,807,776,690

Imports Eligible for Pref. Treatment

1,042,794,198

1,993,119,700

Imports under AKFTA Pref. Treatment

13,764,419.2

378,921,390.5

Coverage Ratio

22.9 %

56.1 %

Utilization Rate

1.3 %

19.0 %

Source: Author’s calculation

The decomposition of Indonesian imports from Korea according to the type of concession under
AKFTA is summarized in the following two tables. In 2008, the coverage ratio was 22.9%, and
36.5% of imports was subject to no tariff. The remainder was products which either belong to the
sensitive track or were subject to normal track but the tariff reduction had yet to start. On the
other hand, it is noticeable that as for Korea’s exports to Indonesia in 2009 about 34.6% of
imports were duty-free products and only 13.1% of imports were not eligible for application of
AKFTA preferential tariffs, which was a dramatic reduction of 41.7% in a year before.
The analysis of the utilization of the Korea-ASEAN FTA clearly indicated room for
improvement. Special efforts need to be made to raise the level of liberalization, including a
systematic socialization.

3.5 Possible Economic Effects of a CEPA between Indonesia and Korea
In this section, the economic effects of the tariff reduction under Korea-Indonesia CEPA will be
analyzed by Computable General Equilibrium (CGE) GTAP V7. The Computable General
Equilibrium (CGE) GTAPV7 estimation of impact shows that Korea and Indonesia will benefit
from Indonesia and Korea bilateral FTA simulation.
The simulation is mainly removing the Highly Sensitive List of Indonesia’s and Korea’s
commitments in AKFTA by bilateral Indonesia-Korea CEPA (keeping in mind of maintaining
exclusion list). Based on this simulation, it is expected that removal of tariff under the HSL will
increase welfare by USD 7.95 million for Indonesia and USD 1.5 billion for Korea. Indonesia’s
economy is expected to grow by 0.03 percent and Korea’s to grow by 0.13 percent.
Removing HSL AKFTA, Indonesia is expected to grow by 0.03 percent and Korea is expected to
grow by 0.13 percent. However, when considering productivity increase in major industries under
a possible CEPA, which include trade in goods, trade in services, investment as well as economic
cooperation including capacity building Indonesia’s welfare and economic growth would be US$
10.6 billion and 4.37 percent, respectively.
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It is assumed that the possible economic effects in reality will be much greater than the estimated
figures since the CGE GTAP V7 is based on the year 2004 statistics database. Considering
substantial growth in trade volume between Indonesia and Korea, the estimated impacts could
have been greater as the CGE analysis should have updated data have been used.
3.6. Trade Complementarity Index
Based on Trade Complementarity Index, Indonesia and Korea has shown a strong potential trade.
Trade Complementarity Index of Indonesia in Korean market is 64.37 and Korea in Indonesian
market is 62.44 in 2010. Indonesia’s export is more complementary to Korean imports from the
rest of the world. This reflects the potential cooperation should be incorporated to endorse trade
between the two countries.
Korea is more complementary in Indonesian market than that of China. Chinese Trade
Complementarity Index in Indonesian market is 55.41 in 2010, which is lower than Korean TCI.
Indonesian TCI in Chinese market is also lower than Indonesian TCI in Korean market (the TCI
formulations is attached in Annex 2.2).
Reflecting on sectoral approach of products, Indonesia is complementary on machinary/electrical,
footwear/headgear, and mineral products. Korea is more complementary on machinary/electrical,
mineral products, and plastics/rubber to Indonesian market compare to that of other sectors.
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Figure III.1. TCI Indonesia in Korean Market
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Figure III.2. TCI Korea in Indonesian Market
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CHAPTER IV POSSIBLE COVERAGE OF A CEPA BETWEEN INDONESIA AND
KOREA
It is known that the effect of FTA tends to be larger for the countries having a bigger integrated
market and a more active FDI. For Korea-Indonesia FTA to be comprehensive it should enhance
market access by eliminating tariff and properly addressing non tariff measures or discrimination
against foreign investment, further improve investment environment, promote not only to
increase volume of bilateral investment but also to broaden and deepen investment relations, and
finally develop strategic cooperative partnership facing the future.
Taking into account the different structures of each country’s economies, a basic set of principles
of an innovative Comprehensive Economic Partnership Agreement should include three main
pillars: i.e. (i) Market access; (ii) Facilitation of trade and investment, and (iii) Economic
cooperation including capacity building. The CEPA has to integrate all these three principles into
the final agreement.
4.1. Market Access: Trade in Goods
Considering that the AKFTA’s implementation of goods commitments would fully eliminate
tariff barriers, a new CEPA should focus on what to do with sensitive and highly sensitive list.
Market access on goods trade in a possible CEPA could consider a review of Sensitive Track,
acceleration of tariff reduction and/or elimination for the tariff lines under Sensitive Track,
review of Highly Sensitive List, acceleration of tariff reduction and/or elimination for tariff lines
under Highly Sensitive List, and product specific rules of origin.
However, future negotiation would also have to consider each country’s sensitivities reflected in
the Sensitive Track or Highly Sensitive List, while exploring possibilities for further
liberalization.
4.2. Market Access: Trade in Services
In order to expand commitment beyond AKFTA, Indonesia and Korea can undertake more
comprehensive agreement in the form of Comprehensive Economic Partnership Agreement
(CEPA). Under a CEPA, service suppliers in both countries can enjoy preferential treatment in
various service sectors. The preferential treatment may take various forms such as preferential
shareholding subject to domestic law with relaxation of restrictions on equities, reducing
registered capital requirements, relaxing restrictions over geographical location and business
scope facilitation on movement of natural person.
4.3. Investment
Investment from Korea to Indonesia has been increasing continuously but substantial share of
investment from Korea to Indonesia is concentrated in the manufacturing, mining and services
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sectors. According to a recent survey conducted by KOTRA (Korea Trade-Investment Promotion
Agency), the most difficult part in doing their business by Korean companies in Indonesia is
under-developed infrastructures such as roads, docks, and ports. This problem increases logistic
costs and causes delays in delivery. Indonesian government has planned to promote more foreign
investments in infrastructure. Korean investors are expected to participate in such large scale
projects.
In addition, investment such as energy and infrastructure sectors needs also to be promoted.
Cooperation between Indonesia and Korea may also be directed to the promotion of investment
in energy sector and project preparation in infrastructure. Cooperation to promote alternative
energy, especially from renewable sources, can be established by exploring investment
opportunities for mutual benefit.
When each government provides incentives for FDI inflow to improve infrastructure and to set
up industrial facilities in other areas, customized sector-region matches can be achieved. The
investment and service liberalization in Korea-Indonesia CEPA can be a strong policy option for
the balanced growth across regions.
4.4. Non-Tariff Measures
The JSG reviewed a range of non-tariff measures affecting imports such as Technical Barriers to
Trade (TBT) as well as Sanitary and Phytosanitary (SPS) measures. Under the framework of
Korea-Indonesia CEPA, the two countries may discuss ways to address non-tariff measures in
such areas as TBT, SPS and other measures restricting import and export with a view to
facilitating bilateral trade.
4.5. Trade Remedy
The JSG assessed the existing trade remedy measures including anti-dumping, countervailing
duties and safeguard measures of Korea and Indonesia. The JSG also shared a common
understanding that trade remedies should be applied in line with the relevant provisions of the
WTO and enhancement of transparency could provide additional predictability to the private
companies.
The negotiations for a possible Korea-Indonesia CEPA may consider the possibility of
incorporating WTO plus elements to enhance transparency and to bring more clarity in
interpreting the WTO provisions. In addition, within the context of CEPA, Korea and Indonesia
may develop effective communication channels and cooperative mechanisms to deal with
matters relating to trade remedies.
4.6. Government Procurement
With regard to development of government procurement in Indonesia, it is essential to
implement reforms on law and regulations and the related improvement of procurement practices
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and also up-lift procurement as profession within the government at national level and regional
as well. Therefore, in the Indonesia’s view, capacity building is very critical related to the area of
policy development, human resource development, and transfer technology in government
procurement. Exchange of information and views are also important to adopt international best
practices on those area. The forms of capacity building may include encouraging exchange of
views and information on law and regulations, encouraging and facilitating visits and exchange
of experts, encouraging joint studies, workshops, and training. Capacity building and technical
assistance of government procurement can contribute to a more effective process of Indonesia’s
government procurement.
In the Korea’s view, a possible Korea-Indonesia CEPA could encompass further liberalization in
government procurement, transparency, due process, non-discrimination, anti-corruption, offset
and open procurement. The negotiation may also explore capacity building and technical
assistance of government procurement.
4.7. Intellectual Property Rights
The protection and enforcement of Intellectual Property Rights (IPR) are an important principle
in facilitating economic development and bilateral trade between Indonesia and Korea. The
establishment and maintenance of effective IPR regimes provides incentives to innovate and to
disseminate ideas and information. Enhanced IPR system including laws related to IPR also
helps to create an attractive environment for investment and technology transfer.
As signatories to existing international agreements, including the TRIPS Agreement, Korea and
Indonesia share a common understanding on the importance of reinforcing IPR protection and
enforcement. In addition, the two countries may also want to strengthen cooperative
arrangements between respective government agencies, educational institutions and other
organizations with a view to enhancing bilateral IPR protection and promoting the public
awareness of the importance of respecting IPR.
4.8. Customs Procedures and Trade Facilitation
First, harmonization and simplification of customs procedures under the Korea and Indonesia
Comprehensive Economic Partnership Agreement (CEPA) refers to adoption of expeditious and
advanced customs procedures based on international standards. The World Customs
Organization (WCO) is an international organization in charge of harmonization and
simplification of customs procedures for trade facilitation. A single-window system is one of the
highly advanced systems which may be discussed for the Korea and Indonesia CEPA. Risk
management aims to achieve efficiency in customs control. It is important that the KoreaIndonesia CEPA complies with the WCO standards. Second, the Korea-Indonesia CEPA is
designed to achieve transparency in customs administration, which makes the customs
procedures more user-friendly. One of the most important systems for transparency in the
perspectives of importers, exporters and producers is advance ruling system. This system allows
the traders to apply advance rulings to the cases where they are not confident about tariff
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classification, customs value and the origin of goods. And application of information technology
is also essential.
Harmonization and simplification of customs procedures and transparency in customs
administration require a close cooperation between Korea and Indonesia. A designated inquiry
point and customs information exchange system could help both countries communicate more
efficiently.
4.9. Economic Cooperation and Capacity Building
One of the important elements of the CEPA is capacity building and cooperation with a view
among others to creating new trade opportunities including production of new tradable goods
and services. Trade might displace workers who work in the losing sectors. Some technical
regulations, standards or regulatory requirements might be too costly for small businesses to
comply and create barriers to trade. Overcoming the negative effects is therefore necessary to
maximize the benefits of the Indonesia-Korea CEPA.
To address those issues, the Joint Study Group shares the view that Indonesia and Korea need to
develop economic cooperation including capacity building and conduct consultations in such
fields as technical regulations, standards, code of conduct, education and training, and
infrastructure project preparation in order to ensure the maximum benefits of the IndonesiaKorea CEPA are realized. Such economic cooperation including capacity building and
consultations may involve the participation of private businesses as necessary and deliver
concrete outcomes.
The Joint Study Group takes note of the MOU signed in May 2011 by Korean Minister of
Knowledge Economy and Indonesian Coordinating Minister of Economic Affairs for economic
cooperation and capacity building, including possible participation of Korea in Indonesia’s
Master Plan on the Acceleration and Expansion of Indonesia’s Economic Development.
However, economic cooperation including capacity building can also cover fields and/or
activities beyond the current agendas and projects of the MOU that enable businesses in both
countries to further participate in trade and investment under the CEPA.
In order to enhance mutual benefits and to achieve further cooperation, possible scope could
include agriculture, fisheries, forestry development and improvement, including SPS, food safety
and quarantine, industrial development and improvement, acceleration of upstream and
downstream industrial development such as mineral processing, energy, environment,
improvement and development of Information and Communication Technology (ICT) industry,
TBT.
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Chapter V. Conclusion and Recommendations
5.1 General Conclusion
Indonesia and Korea, both being members of G20, play an important role to enhance regional
cooperation and integration in the world at large and the Asian region in particular. Given the
strong economic and strategic ties between Korea and Indonesia, the Joint Study Group (JSG)
found that a CEPA between the two countries could offer new opportunities for growth in
economy, trade and investment in both countries and contribute further to stronger bilateral
relations to this effect.
With regards to trade in goods, both Korea’s imports from Indonesia and Indonesia’s imports
from Korea have tripled in the period of 2001 to 2010, recorded at USD 20.3 billion in 2010.
Although it is still small, the volume of services exports from Korea to Indonesia was USD 888.2
million in 2010 and that of services exports from Indonesia to Korea was USD 308.2 million in
2008 according to Korean sources of statistics. In terms of cummulative investment approved,
Korea’s investment in Indonesia accured to USD 8.8 billion from 1968 to 2010, making
Indonesia the seventh largest destination of Korea’s foreign direct investment. In terms of
realization in the period of 1990 to 2010, Korean investment in Indonesia amounted to USD 5.5
billion. On the other hand, Indonesia’s investment in Korea is relatively small at a value of less than
USD 1 billion for the period of 2001 to 2010. Based on the bilateral trade and investment profile, the
JSG reviewed many institutional aspects of both countries affecting trade and economic relations as
well as current economic cooperation between the two countries.
The JSG examined both countries’ tariff concessions and services commitments under the
ASEAN-Korea FTA (AKFTA) and noted that there could be more room for liberalization in both
goods and services. The JSG also assessed how effectively the AKFTA is utilized from the
exporters’ and importers’ prospective. The utilization rate for Korea’s imports from Indonesia
grew from 57.6 percent in 2008 to 64.7 percent in 2010. Meanwhile, the utilization rate for
Indonesia’s imports from Korea increased from 1.3 percent in 2008 to 19 percent in 2009. Such a
trend indicates that the number of exporters and importers benefitting from the actual preferential
treatment of the AKFTA is gradually growing. While an upward trend of utilization rates over
time is encouraging, both Korea and Indonesia shared the view that they would seek effective
ways to enhance the utilization rates of the AKFTA.
The JSG estimated possible effects of Indonesia-Korea CEPA using Computable General
Equilibrium (CGE). With the hypothesis of immediate elimination of both countries’ tariff upon
the effectuation of a CEPA, both economies of Indonesia and the Korea will be enjoying positive
growth in output and welfare. With a removal of tariff under the Highly Sensitive List under the
AKFTA, it is estimated that there will be USD 7.97 million-worth of welfare increase and 0.03
percent GDP increase for Indonesia and USD 1.5 billion welfare increase and 0.13 percent GDP
increase for Korea. However, when considering a productivity increase in major industries under a
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possible CEPA including trade in gooods, trade in services, investment as well as economic
cooperation, Indonesia’s welfare and GDP growth would be USD 10.6 billion and 4.37 percent,
respectively.
It is assumed that the possible economic effects in reality could be much greater than the
estimated figures in this hypothetical analysis since the CGE GTAP V7 is based on the year 2004
statistics database. Considering substantial growth in trade volume between Indonesia and Korea
since 2004, the estimated impacts of a CEPA could have been much greater.
The JSG has also discussed possible coverage of Indonesia-Korea CEPA and shared the view
that the coverage of CEPA needs to be comprehensive in order to maximize the benefits for both
countries. The JSG also looked at such areas as trade in goods, trade in services and investment,
non-tariff measures, trade remedy, government procurement, intellectual property rights,
customs procedures and trade facilitation, and economic cooperation including capacity building
as a possible coverage of the CEPA.
5.2 Recommendation
The JSG has found that an Indonesia-Korea CEPA would be feasible and could substantially
benefit both Indonesia and Korea. The JSG further reaffirms that a CEPA between Korea and
Indonesia will serve as an important vehicle to strengthen the political and economic relations
between the two countries. A CEPA would not only help expand trade and investment, it would
also provide a comprehensive institutional framework for a wide range of bilateral cooperation.
To be more specific, the JSG forwards the following recommendations:
5.2.1 Basic Principles
The JSG is of the view that the following basic principles should be upheld in the case of
negotiations for Indonesia-Korea CEPA:


To ensure mutual benefits, a CEPA should comply with the WTO rules and regulations,
taking into account the existence of other multilateral and bilateral arrangements that Korea
and Indonesia has made with other partners.



To maintain a conducive atmosphere for all processes pertaining to Indonesia-Korea CEPA
negotiations, due consideration is given to the sensitive sectors in respective country.



The architecture of CEPA covers the three elements of (1) Market Access in goods and
services; (ii) Facilitation of trade and investment, and (iii) Economic cooperation, including
capacity building, which will be treated with importance.
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5.2.2 Recommendations on Trade in Goods
Indonesia-Korea CEPA may consider negotiating further liberalization of sensitive list (SL) and
highly sensitive list (HSL) products under the ASEAN-Korea FTA and product specific rules of
origin with a view to further liberalizing market access in both countries beyond the AKFTA.
Future processes and negotiations would need to consider each country’s sensitivities reflected in
the SL and HSL.
5.2.3 Recommendations on Trade in Services and Investment
Trade in services under the framework of CEPA may include more specific commitments than
what was agreed under the AKFTA in order to enjoy preferential treatment in various areas
beyond the AKFTA. For investment, a comprehensive CEPA would provide investors with
better protection, greater transparency and more effective dispute resolution mechanisms, which
would promote investment in a mutually beneficial way and contribute to further strengthening
of strategic cooperative partnership between the two countries in the future.
5.2.4 Economic Cooperation
The JSG shared a view that in order to enhance mutual benefits and to achieve further economic
cooperation, possible scope of cooperation could include agriculture, fishery and forestry
development including SPS, food safety and quarantine; industrial development including
acceleration of upstream and downstream industries; TBT; mineral and energy sector;
environment; Information and Communication Technology (ICT) industry; and business to
business dialogues.
5.2.5 Other Issues: Trade Remedy, Government Procurement, Intellectual Property Rights
and Customs Procedures and Trade Facilitation
In addition to goods, services, investment and economic cooperation, the CEPA negotiations
may identify ways to enhance a wide range of trade-affecting measures such as non-tariff
measures, trade remedy, government procurement, intellectual property rights and customs
procedures and trade facilitation.
5.2.6 Negotiations
The JSG, with the common understanding that a possible Indonesia-Korea CEPA would be
feasible and could bring mutual benefits to both countries, strongly recommends that the
Governments of Korea and Indonesia set forth all steps that are needed for the establishment
of CEPA in accordance with respective domestic procedure. The JSG also shared the view
that each country should proceed to consult with stakeholders including business people,
politicians, government officials and civil society.
*****
43

44

