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Abstract 

This thesis aims to analyze the significance of the nickel ore export ban for 

Indonesia in the context of the global political economy, considering Indonesia's 

status as a Middle-Income (MI) country seeking to advance its economy. Drawing 

upon dependency theory and World System Theory (WST), Indonesia is assumed 

to transition from an MI country to a core economy by halting the export of raw 

materials to developed countries and instead increasing the production of 

manufactured goods. This study also examines Indonesia's reliance on foreign 

capital to support nickel downstreaming and industrialization. Both theories offer 

alternative insights into how the proliferation of global capitalism, coupled with the 

Indonesian authorities' lack of sufficient control over excessive foreign capital, can 

result in hidden costs affecting sustainability issues within the country. This further 

leads to biased economic growth and perpetuates Indonesia's challenges as an MI 

country in its consolidation toward becoming a developed nation. 

 

Keywords: Nickel, Global Political Economy, Dependency Theory, World Systems 

Theory, Indonesia, Middle-Income Country 

Word count: 18,779 

  



 

ii 

 

Acknowledgments  

“So verily, with the hardship, there is relief. Verily, with the hardship,  

there is relief” - Quran 94:5-6 (Surat ash-Sharh) 

 

“Live a life you will remember!” - Avicii 

 

“We didn’t come this far to only come this far” – A well-known proverb 

 

In the name of Allah, The Most Gracious and The Most Merciful, 

I dedicate this page to express my heartfelt appreciation for the completion of my 

master’s thesis. 

First and foremost, I extend my profound gratitude to the Indonesian people, 

particularly through the Indonesia Endowment Fund for Education (LPDP). 

Without the support of my nation, I would not have had the opportunity to pursue 

my studies in the country of my dreams since childhood. LPDP has generously 

covered all my expenses, and I am committed to repaying every penny invested in 

my education by contributing positively to Indonesia. 

I am also deeply thankful to my support system in Lund: 

i) The Indonesian diaspora in Sweden, including PPI Skåne, who have consistently 

had my back through thick and thin. 

ii) My international friends in Lund, comprising the Lund Student Ambassadors, 

corridor mates, internship colleagues, peer supporters at the student health center, 

classmates at Lund University, and participants in the SFI program, who have made 

my days in Lund vibrant and memorable. 

iii) My Swedish friends, who have offered invaluable assistance in navigating local 

challenges. 

A special thanks is due to my family and friends, both in Indonesia and abroad, who 

have continuously supported my pursuit of a better life. Distance has not diminished 

the strength of our bond, and I am grateful for their unwavering support. I also 

extend my gratitude to the friends I have made during my travels over the past two 

years, who have provided inspiration and encouragement during my study and the 

writing of my thesis. 

Lastly, I express my huge appreciation to Lund University, including Catia, our 

Master’s program director, and Catarina, my thesis supervisor, for their guidance 

and mentorship throughout this journey. 

From Lund, I have acquired invaluable knowledge and experiences that I intend to 

bring back to my home country and wherever else life may take me. I will forever 

cherish this enriching experience and the friendships forged along the way.           

Tack så mycket, allihopa!  



 

iii 

 

Table of Contents 

 

Abstract ..................................................................................................................... i 

Acknowledgments .................................................................................................. ii 

Table of Contents ................................................................................................... iii 

1 Introduction ...................................................................................................... 1 

1.1 Research Problem ........................................................................................... 1 

1.2 Research Aims and Research Questions ........................................................ 3 

1.3 Outline of Study ............................................................................................. 4 

2 Literature Review ............................................................................................. 5 

2.1 The Trade Dispute and Domestic Implications of Indonesia's Nickel Ore 

Export Ban ........................................................................................................... 5 

2.2 Dependency and World-System Theory (WST): Revisiting Indonesia's Path 

to Industrialization ............................................................................................... 7 

3  Theoretical Frameworks ................................................................................. 11 

3.1 World System Theory (WST) ...................................................................... 11 

3.2 Dependency Theory ..................................................................................... 13 

3.2.1 Transnational Cooperations (TNCs) ...................................................... 15 

3.2.2 Foreign Direct Investment (FDI) ........................................................... 16 

3.2.3 Global Value Chains (GVCs) ................................................................ 17 

3.3 The Middle-Income (MI) Trap from the Perspective of the World-Systems 

Theory (WST) .................................................................................................... 18 

3.4 Biased Economic Growth: The Potential Costs of Labor Division in the 

World System ..................................................................................................... 21 

3.5 Summary ...................................................................................................... 22 

4  Methodology ................................................................................................... 24 

4.1 Document Analysis ...................................................................................... 24 

4.1.1 Source Materials .................................................................................... 26 

4.1.2 Time Scope ............................................................................................ 26 

4.2 Data Analysis ............................................................................................... 27 

4.3 Ethical Considerations ................................................................................. 28 

4.4 Limitations and Recommendations for Future Research ............................. 29 

5  Analysis .......................................................................................................... 31 



 

iv 

 

5.1 From Nickel Ore Export Bans to Nickel Industrialization ........................... 31 

5.1.1 The Significance of Natural Resources for Indonesia: The Rationale 

behind Nickel Ore Export Prohibition ............................................................ 31 

5.2.2 Nickel Industrialization as the Pathway for Indonesian Development.. 39 

5.2 Dependency and World System Theory in Viewing Indonesia as a Middle-

Income (MI) Country ......................................................................................... 42 

5.2.1 Indonesia as a Middle-Income (MI) Country ........................................ 42 

5.2.2 Navigating Indonesia's Challenges as a Middle-Income (MI) Country 

within Global Value Chains (GVCs) .............................................................. 45 

5.3 The Dilemma of Nickel Downstreaming ..................................................... 48 

5.3.1 Dynamics of Nickel Industrialization: Unveiling Multifaceted Hidden 

Costs ............................................................................................................... 48 

5.3.2 Biased Economic Growth ...................................................................... 54 

6 Discussion ....................................................................................................... 57 

6.1 Conclusion.................................................................................................... 60 

7 References ...................................................................................................... 62 



 

1 

 

1 Introduction  
1.1 Research Problem 

Downstreaming in the industry has become a prominent subject of discussion in 

Indonesia. The government of Indonesia believes that prioritizing the development 

of the downstream industry will have a significant positive impact on the country’s 

economy. The President of Indonesia has even reaffirmed that the so-called 

‘commodity downstreaming’ policy is foundational for Indonesia to become one of 

the world’s largest economies by 2045, with an expected per capita income of USD 

25,000 (Sulaiman et al., 2023). This policy aims to ensure Indonesia’s strategic 

progress towards achieving its vision of becoming a high-income (HI) nation. This 

sentiment is also echoed by the Minister of Investment, who mentioned that the 

downstreaming policy would increase exports, state income, and boost economic 

growth to above five percent (Antara, 2023).  

One of the pivotal sectors in Indonesia's downstream policy that has begun 

implementation focuses on minerals, specifically nickel. Nickel plays a crucial role 

in the production of stainless steel and electric vehicles (EVs) batteries, which are 

gaining global popularity for their carbon reduction benefits. Given the anticipated 

growth in nickel demand, Indonesia holds a strategically significant position, 

boasting the world's largest nickel reserves. It is estimated that Indonesia owns 21 

million tons or 22% of global nickel reserves (Medina, 2023). Recognizing such a 

significant opportunity and as an upper middle-income (MI) economy1, Indonesia 

is determined not to overlook its chance to play a crucial role in global value chains 

(GVCs), ensuring it does not remain in the status of an MI country. This 

commitment has prompted the government of Indonesia to cease the export of raw 

materials, including nickel, to add greater value. 

Historically, Indonesia had a limited profit margin as an exporter of nickel ore to 

developed countries. To address this challenge, the government of Indonesia 

imposed an export tariff on nickel ore in 2012 and a complete export ban on all raw 

 
1 Based on the World Bank (2024), Indonesia is included in the upper MI economy (with GNI per 

capita between USD 4,466 and USD 13,845). 
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nickel in 2014 (IMF, 2023, p. 27). Yet, these policies did not yield significant 

results, as most of the nickel was still processed outside the country, resulting in 

limited refined nickel production and export revenue. In 2017, the government of 

Indonesia lifted the export ban and opted to reimpose the export tariff. Three years 

later, Indonesia re-imposed a ban on exporting raw materials and introduced a 

domestic processing requirement on nickel ore (JakartaPost, 2022; IMF, 2023, p. 

27). 

The government of Indonesia also encourages more transnational corporations 

(TNCs) to invest in the domestic nickel industry, establishing nickel smelting 

facilities within the country. With foreign direct investment (FDI) and the 

establishment of nickel smelters, it is expected that Indonesia will be able to process 

the raw material downstream, leading to an increase in export revenue and enhanced 

economic growth. Following the enforcement of the nickel ore export ban and 

domestic processing requirement, Indonesia’s export value of nickel surged from 

USD 4.5 billion in 2019 to USD 19.6 billion in 2022 (IMF, 2023, p. 27).2 

Meanwhile, the Ministry of Investment in Indonesia claimed that the export value 

of processed nickel products skyrocketed to USD 30 billion by 2022 (JakartaPost, 

2023). Data provided by the Central Statistics Agency of Indonesia also indicated 

that two provinces3 in Indonesia had the highest economic growth in 2023 due to 

the nickel processing, mining, and extractive industries (Voi, 2024). 

Indonesia’s Exports of Nickel (in billions of USD) 

  
Source: IMF (2023, p. 27) 

 
2 According to bilateral data from UN Comtrade, over 80% of Indonesia's refined nickel was 

exported to China in 2021. 
3 North Maluku at 20.49% and Central Sulawesi at 11.91%. 
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Nevertheless, Indonesia’s downstream policy has received various criticisms. First, 

the International Monetary Fund (IMF) criticized Indonesia’s nickel downstream 

policy for its lack of consideration regarding cost-benefit analysis and the impacts 

of mineral export bans on multilateral (JakartaPost, 2023). The IMF further advised 

considering the ripple effects, particularly on commodity prices in the global 

market, which could also provoke retaliatory actions from trading partners. Another 

criticism was mentioned during the debate preparing for the presidential election 

held in February 2024 (BusinessTimes, 2024). It is argued that nickel processing 

causes significant impacts on the environment and labor and provides little benefit 

to local people. Given the spillover issues arising from the prohibition of nickel ore 

exports, this case exemplifies biased economic growth through the lens of the 

dependency perspective. 

Despite ongoing debates, Indonesia continues to implement the policy and advance 

nickel industrialization. It is hypothesized that Indonesia can transition from an 

upper MI country to a core economy by halting the export of raw materials to 

developed countries and instead increasing the production of manufactured goods. 

This notion is reaffirmed by the President of Indonesia, who accentuates the 

significance of the downstream industry in propelling Indonesia towards developed 

nation status, considering the reliance of other nations on goods from developed 

countries (PresidenRI, 2023). In this instance, the downstream industry, particularly 

in the mineral sector, highlights Indonesia's commitment to not remain a minor 

player in today's global market, but instead to play a significant role by 

industrializing the country. However, given the complexities associated with the 

foreign capital supporting nickel industrialization, the potential contribution of the 

nickel ore export ban to Indonesia's economic growth comes into question. 

Additionally, the policy may inadvertently have adverse effects at the grassroots 

level due to its biased impact and the presence of other externalized costs.   

 

1.2 Research Aims and Research Questions 

This research aims to analyze the significance of the nickel ore export ban for 

Indonesia in the global political economy context, considering Indonesia's status as 
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an MI country that seeks to advance its economy. Furthermore, this thesis 

investigates the extent to which the policy implemented by the government of 

Indonesia, aimed at facilitating the spread of FDI and TNCs to integrate into 

significant GVCs, can contribute to biased economic growth within the country. In 

this case, the research questions arising from the aforementioned research problem 

and aims are:  

1. How does Indonesia seek to consolidate its MI status in the world system 

perspective in relation to the prohibition of nickel ore export? 

2. How does the prohibition of nickel ore exports contribute to biased 

economic growth in Indonesia? 

 

1.3 Outline of Study 

The general structure of this thesis is as follows. The first chapter presents the 

introduction, which includes the background of the research, the focus on the case 

of Indonesia's ore export bans, as well as the research aim and questions. The 

following chapter is the literature review, which explores previous research related 

to the nickel ore export ban and presents relevant theoretical debates to anchor this 

study. The third chapter discusses the theoretical framework guiding this research, 

comprising two main theories, namely the World System Theory (WST) and 

Dependency Theory. Fourth, the chapter explains the document analysis 

methodology employed in this thesis, including ethical considerations, the study's 

limitations, and recommendations for future research. The fifth chapter contains the 

analysis of the thesis, divided into three sections: the rationale behind enacting 

legislation and policies concerning the nickel ore export ban, Indonesia's position 

as an MI country within the world system, and the grassroots issues stemming from 

nickel industrialization. Finally, the sixth chapter discusses the common thread 

among all three analysis sections, summarizes the findings, and concludes this 

study. 
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2 Literature Review  
2.1 The Trade Dispute and Domestic Implications of Indonesia's Nickel Ore 

Export Ban 

There have been several studies conducted on the nickel ore export ban, primarily 

focusing on international trade dispute issues. Due to the policy of the nickel ore 

export ban and domestic processing requirement imposed by Indonesia, the 

European Union (EU) brought the case to the World Trade Organization (WTO). 

Instead of disputing the trade case based on extractive issues impacting 

sustainability, the EU argues that these measures unfairly harm its steel and 

stainless steel industry. The EU Commission further explained that Indonesia's 

measures could have a direct effect of nullification and impairment, estimated at 

around EUR 350 million, while the indirect impact could be up to four times higher 

(EU, 2023). On the other hand, Indonesia defended that such policies were 

necessary because low-grade ore is considered waste and not economically viable, 

as well as to adhere to good mining practices (WTO, 2023). 

In November 2022, the WTO ruled against Indonesia, stating that Indonesia's policy 

was inconsistent with its obligations under the General Agreement on Tariffs and 

Trade (GATT) 1994 (EU, 2023). The WTO mentioned that Indonesia is prohibited 

from imposing restrictions other than duties, taxes, or other charges (Adisuryo, 

2023). In this case, Indonesia disagreed with the result of the WTO panel. To 

challenge this decision, Indonesia took the matter further by filing an appeal in 

2022. Since the government of Indonesia views that the panel’s decision did not yet 

have permanent legal force, Indonesia continues the policy before the Dispute 

Settlement Body (DSB) in the WTO adopts the final measurement (Adisuryo, 

2023). Nevertheless, Indonesia's appeal was stalled due to an issue with the WTO 

Appellate Body, which is supposed to be a standing body in the organization 

hearing appeals from reports issued by panels in disputes brought by WTO 

Members. This occurred because the election of the Appeal Board by a WTO 

member, the United States, faced a blockage (Hasjanah, 2023). 
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Some research further suggests that Indonesia's reasons for imposing the nickel ore 

export ban, such as classification as essential materials for Indonesia and protecting 

humans and the environment, are unlikely to be justified under GATT 1994 

(Widiatedja, 2021, p. 696; Adam and Ahamat, 2022, pp. 251–2). It is argued that 

Indonesia's primary objective with the measure is merely to protect downstream 

industries. Another study also suggests that the prohibition on the export of nickel 

ore cannot be implemented continuously (Krustiyati et al., 2022, pp. 132–3). 

Although Indonesia may have adequate evidence to legitimize its actions in line 

with the principle of sovereignty, it is still advised to consider the implications for 

the multilateral trading system in order to maintain a stable and predictable business 

environment. 

Apart from the trade dispute concerning the nickel ore export ban issue, other 

research discusses the domestic implications of nickel downstream resulting from 

such a policy. Some studies mention that domestic nickel processing requirements 

indeed provide potential for economic growth in the country, aligning with the 

government of Indonesia's aim to boost industrial development and achieve higher 

added value to support the country's competitiveness in GVCs (Putra and Samputra, 

2023, p. 183; Radhica and Wibisana, 2023, p. 81). This sentiment is asserted by the 

President of Indonesia that Indonesia’s measures in industrialization to transform 

the export of raw materials into semi-finished or finished goods cannot be impeded 

by any country or international organization (Setkab, 2023). It was emphasized that 

the aim is to enhance added value creation within the country. However, opposing 

viewpoints are also researched. The nickel ore export ban that induces nickel 

downstreaming is argued to involve significant intervention from foreign capital, 

especially from Chinese corporations, which may not fully address the social, 

environmental, and national resilience impacts (Yoesgiantoro et al., 2022, p. 3; 

Putra and Samputra, 2023, p. 185). 

Considering the previous research that predominantly focuses on global trade issues 

arising from Indonesia’s prohibition on nickel ore exports, particularly the dispute 

settlement with the EU in the WTO, this thesis does not extensively delve into the 
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realm of international trade law. Nor does it center on the dispute resolution process 

currently under scrutiny within the WTO due to the on-going issue within the 

appellate body. Furthermore, recognizing the lack of research on this issue from the 

perspective of the global political economy, this thesis seeks to explore the case of 

the nickel ore export ban by emphasizing the significance of the policy and the role 

of global capitalism in affecting Indonesia's consolidation of its MI status. While 

some research has addressed the impact of the policy on domestic issues, there is 

currently no research that bridges the significant prohibition of nickel exports with 

Indonesia's status as an MI country and its role in the world system. This is 

particularly notable in light of the Indonesian government's aim to become a 

developed country through domestic commodity processing, including nickel. 

 

2.2 Dependency and World-System Theory (WST): Revisiting Indonesia's 

Path to Industrialization 

From the government of Indonesia’s standpoint, the nickel downstreaming case is 

often perceived as essential for modernization to stimulate economic growth and 

national development. This perspective aligns with the beliefs of modernists, who 

argue that industrialization, urbanization, and democratization are pivotal concepts 

in accelerating modernity (Hawkins, 2022, p. 19). Capitalism, as a productive 

system, holds significance in modernization. Classical economists like Smith argue 

that capitalism has the potential to elevate human well-being and foster economic 

development (Cypher, 2021, p. 153). Modernists also encourage societies in 'third 

world' countries to adopt these key concepts. They advocate for support through 

free enterprise and capital, following Western countries like Europe and North 

America, to advance their nations (Hawkins, 2022, p. 20). 

In line with the modernist mindset, Indonesia believes that to achieve development, 

it must become an industrialized nation. According to modernists, there is a need to 

reform the system of values to align with the principles of science, technology, and 

the functional requirements of a capitalist economy for progress (Heath, 2004, p. 

667). This prompts the government of Indonesia to assert that the nation cannot 

solely enhance its economy through the exportation of raw materials and low-value 
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goods to developed countries. However, modernization does not always align well 

with sustainable development and economic growth, as evidenced by grassroots-

level issues arising from nickel industrialization. The lack of research from a global 

political economy perspective, combined with the recognition that industrialization 

does not always have a positive impact, led to the selection of dependency and WST 

as the theoretical frameworks for this study. This research contends that both 

theories remain relevant to explain global political economy issues in the era of 

globalization, particularly concerning the impacts of global inequalities within the 

world system. 

It is understandable that there are critiques of dependency and WST, suggesting that 

not all developing and least developed countries follow similar paths of 

development due to their unique characteristics (Sekhri, 2009, p. 8). WST has been 

criticized for its failure to recognize and theorize the autonomy of subsystems, 

neglecting the cultural aspects of the social system (Pieterse, 1988, p. 261). This 

criticism implies that downplaying interactions within a state can influence macro-

level processes, as the culture and ideology of a state play a significant role in its 

development. However, the WST and dependency approaches can transcend 

domestic-level analysis and cultural debates by focusing on global economic 

relations and their connections to modern colonialism and capitalism. It is crucial 

not to overlook WST's primary argument that there exists a singular world 

economy, in which all countries participate in a global capitalist system due to their 

involvement in the world capitalist market (Wallerstein, 1976, p. 35; Friedmann 

and Wayne, 1977, p. 404). 

It is evident that globalization today can amplify the neoliberal agenda by endorsing 

the principles of open market access. Many countries aim to leverage globalization 

by participating in integration processes, such as participating in free trade 

agreements. On the other hand, another viewpoint suggests that globalization, 

which emphasizes consumption patterns, has failed to transform developing and 

least developed countries into competitive producers in the world market (Sekhri, 

2009, pp. 8–9). Free trade and FDI that could drive development in these countries 
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do not occur because North-South economic relations still primarily involve the 

South trading raw materials and fuels for manufactured goods from the North. This 

argument is further supported by Farny (2016, p. 3) in her paper ‘Dependency 

Theory: A Useful Tool for Analyzing Global Inequalities Today?’. She contends 

that the benefits of globalization have been unevenly distributed, exacerbating 

global inequalities along the North-South divide. 

Dependency theory has also been criticized for focusing solely on studying 

relationships between nations and for attributing the problems of third-world 

countries solely to developed countries (Friedmann and Wayne, 1977, p. 414; 

Sekhri, 2009, p. 8). Critics suggest that the theory should analyze the broader 

interactions between capitalist entities and the state. In this context, these entities 

compete for resources such as labor, materials, and markets, with the state assisting 

in securing these elements for them. However, the new dependency theory (Kutuk, 

2022, p. 152) expands on this by examining recent phenomena, or what Luke 

Amadi (2012, in Farny, 2016, p. 4) calls 'new dependency’. This phenomenon arises 

from the economic asymmetry created by the economic and technological 

advancements of the Global North through neoliberal globalization. Leveraging this 

more nuanced understanding of dependency theory, this research continues to use 

this theory to explore the complexities of non-state global capitalist entities and to 

examine Indonesia’s case in this context. 

Dependency and WST further enable a comprehensive exploration of the issues 

faced by MI countries. Rather than solely analyzing these challenges within a 

broader systemic context, certain literature underscores the significance of domestic 

factors. These include technological investment, export orientation, fostering 

entrepreneurship and innovation, and associated policy measures. However, 

interdisciplinary groups of scholars in the political economy of development also 

recognize the heightened impact of international competition (Naseemullah, 2022, 

p. 2156). When MI countries from semi-peripheral and peripheral regions endeavor 

to upgrade domestically through foreign capital, they must navigate the 

coordination among all stakeholders involved, including public authorities, civil 
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society, and private actors. The need for coordination arises from the necessity for 

states to regulate and monitor FDI as well as TNCs during their activities in host 

countries. This ensures that development is sustainable and prevents the 

exploitation of labor and the environment. 

Raj-Reichert (2020, in Naseemullah, 2022: 2166) provides the example of Malaysia 

as an MI country deeply integrated into the electronics GVCs. Despite the country's 

efforts, it has not succeeded in capturing more valuable production niches. This is 

because its reliance on FDI and TNCs has resulted in foreign contract 

manufacturers maintaining low value-added production processes, thus entrapping 

the country in labor-intensive manufacturing. This illustrates that the broader 

perspective, exemplified by dependency and WST, which acknowledges the 

presence of foreign actors in MI countries, continues to significantly influence 

domestic development. Building on previous research, this study seeks to examine 

the application of the dependency and WST approach in analyzing the context of 

nickel industrialization in Indonesia as a developmental pathway. 
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3  Theoretical Frameworks 
This chapter explains the theories utilized for this thesis, mainly world-system 

theory (WST) and dependency theory. In the first section, WST explains its critique 

of capitalism and the concept of the division of the world based on countries’ 

capacity in the global political economy, comprising core, semi-periphery, and 

periphery countries. The second section discusses dependency theory, the 

predecessor of WST, explaining that not relying on core countries may improve the 

welfare of the state, but it does not necessarily help countries in peripheral and semi-

peripheral status be free from the grip of global capitalism. Dependency theory 

further examines the roles of Multinational Corporations (MNCs)/Transnational 

Corporations (TNCs), Foreign Direct Investment (FDI), as well as the involvement 

of countries in Global Value Chains (GVCs). The following section explains the 

middle-income (MI) trap issue from the perspective of dependency and WST. This 

chapter also further presents the potential costs of countries hosting foreign capital 

apart from economic aspects. Finally, the chapter closes with a summary of the 

chosen theories and their implications for further application in this thesis. 

 

3.1 World System Theory (WST) 

According to Wallerstein (2011, p. 347) regarding world system theory (WST), "a 

world system is a social system, one that has boundaries, structures, member 

groups, rules of legitimation, and coherence”. This statement could be explained 

as societies being interconnected within a larger system where their interactions are 

influenced by global dynamics and power structures (Hopkins and Wallerstein, 

1982, p. 42). This theory recognizes the concept of sovereign states in the modern 

world system that are linked to each other. Historically, sovereignty was introduced 

after the Westphalia Treaty in 1648, marking the existence of the modern state with 

autonomous state power, fixed boundaries, and the principle of non-interference in 

domestic affairs (Wallerstein, 2004, pp. 42–3). 

Today, the relations between societies in the world system can be observed through 

the interconnectedness and interdependence of nation-states. Wallerstein (1976, p. 

35; Cairó-i-Céspedes and Cívico, 2022, p. 1953) suggests that in this global system, 
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characterized by such interaction, the dynamics of capitalism are induced, resulting 

in a unified world system operating on capitalist principles. This implies that 

capitalism becomes the dominant economic framework governing the global 

political economy. This can be seen in the division of labor and the law of capital 

accumulation in driving economic progress for the nation's wealth. Capital 

accumulation refers to the expansion of the stock of capital, while the division of 

labor entails task specialization. Classical economics posits that the division of 

labor leads to lower costs and increased output, thereby offering producers high-

profit opportunities (Cypher, 2021, p. 154). 

With greater division of labor, more people worldwide will likely enjoy economic 

prosperity (Cypher, 2021, p. 155). Globalization then spread this idea, making 

extensive division of labor globally. Yet, WST is against this concept since the 

division of labor in the world system involves a hierarchy of occupational tasks 

where the range of economic activity is not evenly distributed globally (Wallerstein, 

2011, p. 350). This leads to some groups exploiting the labor of others and receiving 

a larger surplus value than others. The world system reflects the reality of the 

expansionist logic of global capitalism, driven by the pursuit of profit and economic 

dominance. The least developed countries (LDCs) and developing countries are 

exploited by the developed countries for their resources, labor, and markets. As a 

result, this continuous interaction leads to the dependence of LDCs and developing 

countries on meeting the needs and demands of developed countries to sustain the 

global capitalist economy (Cairó-i-Céspedes and Cívico, 2022, p. 1953). 

WST identifies three basic hierarchical types of countries in the world system as 

follows (Hopkins and Wallerstein, 1982, pp. 45–7; Wallerstein, 2004, pp. 28–9; 

Jacob, 2023, pp. 54–5). First, there are the core countries that focus on exporting 

manufactured products in international commerce. Core regions also have 

characteristics such as having a greater proportion of their workforce in higher-

waged labor and being composed of stable nation-states, which include 

industrialized countries of the North Atlantic plus Japan, commonly referred to as 

developed countries. Second, there are peripheral countries that tend to be exporters 
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of agricultural and extractive products. These regions, which include the rest of the 

non-Communist world, are part of peripheral regions and typically have weak state 

functions, lower-wage workforces, and lack free choice in the global market due to 

their dependency on their former colonizing powers. Peripheral regions are often 

also referred to as LDCs. Third, there are semi-peripheral countries that are 

classified as ‘in-between’ in the core-periphery structure. Semi-peripheries refer to 

countries that seek entry into core status while at the same time fearing their decline 

to the level of the peripheries. These countries are also characterized by combined 

and uneven development, where labor is more prevalent. Developing countries 

often belong to this category. 

Contrary to this, the division of labor, as perceived by WST, is considered irrelevant 

by globalists. Globalization has induced the transnationalization of production 

processes around the world, blurring the distinctions between the core-peripheral 

and semi-peripheral regions based on geographical location and nation-states 

(Robinson, 2011, pp. 17–9). Globalists further argue that there are emerging new 

relationships beyond the territorial boundaries of states, such as classes, institutions, 

and accumulation, including the rise of supranational agencies like the World 

Economic Forum and G20. However, another perspective suggests that multilateral 

economic cooperation is still dominated by the hegemony of core countries (Chase-

Dunn and Grimes, 1995, p. 411). Instead of eliminating the division in the global 

economy, globalization might intensify the benefits reaped by core nations as 

production activities expand across national boundaries. 

 

3.2 Dependency Theory 

In a broader perspective, WST is derived from the dependency theory. The 

dependency theory was inspired by the Singer-Prebisch hypothesis (Kutuk, 2022, 

p. 151). The hypothesis suggests that prices of primary commodities tend to 

decrease compared to manufactured goods. Dependency theory views the global 

'division of labor' by categorizing LDCs as producers of primary commodities such 

as agricultural products, minerals, and raw materials. Developing countries export 

intermediate goods, while developed economies transform these goods into 
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industrial products and commercialize them with the help of the international trade 

regime, which tends to favor core countries (Kvangraven, 2023, p. 150). 

According to Dos Santos (1970, p. 231), dependence occurs when the economy of 

certain countries is influenced by the development and expansion of another 

economy. The interdependence between two or more countries with an asymmetry 

of power leads to dependence, wherein dominant nations remain self-sustaining 

while dependent nations can only sustain themselves as a reflection of the dominant 

nations' expansion. The dependency theory further explains its premise that is 

against the concept of international trade. David Ricardo (in Deardorff, 2011, p. 28) 

argues that countries can produce and sell things that they are good at making and 

purchase things that they are not good at. He underlines his concept of comparative 

advantage that favors free trade and economic expansion, where countries can 

engage in export-import activities and mutually benefit from international trade. 

Dependency scholars, however, refute Ricardo’s argument, suggesting that the 

trade relationships among countries in the world system tend to be imbalanced and 

can lead to dependency (Galtung, 1971, p. 90). LDCs and developing countries that 

rely on exporting raw or intermediate goods will face challenges in international 

trade with developed countries. This is because the prices of their exports are falling 

relative to the prices of manufactured imports, resulting in long-term deterioration 

of the terms of trade for peripheral and semi-peripheral countries (Cypher, 2021, p. 

233). This also forces the LDCs and developing countries to produce increasingly 

more agricultural or raw material products to obtain the same quantity of imported 

manufactured goods. As a result, from the perspective of dependency theory, the 

world system can be explained further as follows: 

“The center nations are able to buy the periphery’s cheaper imported 

primary products with their own higher-profit manufacturing exports and 

with higher wages for workers, whole the periphery nations find that new 

technology only forces the prices of their exports down on the world market, 

thus requiring more to be exported just to be able to purchase the same 
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quantity of manufactured imports from the centre. All the benefits of new 

technology, which is constantly advancing, thus accrue to the already 

developed nations, as their incomes rise and prices of what is imported from 

the periphery fall” (Cypher, 2021, p. 239). 

Another debate mentions that notions such as dependence and modernization are 

not appropriate to address the issues of development and exploitation (Petras, 1981, 

p. 154). The theory is suggested to focus more on the complex class relationships, 

both at the internal and international levels, which are engendered in the process of 

accumulation in order to view political economy problems. However, foreign 

capital often controls the domestic market, leaving periphery and semi-periphery 

countries lacking the finance to enter the monopolistic phase of capitalist 

development (Kvangraven, 2023, p. 152). This suggests that the surplus extracted 

by monopoly capital may not necessarily flow to the host countries but rather be 

repatriated elsewhere by foreign capital originating from developed countries. 

To further understand dependency theory's perspective on global capitalism 

relations in the contemporary world system, three key concepts associated with this 

theory need to be reviewed. 

 

3.2.1 Transnational Cooperations (TNCs) 

Transnational Corporations (TNCs) or Multinational Corporations (MNCs) refer to 

companies operating in two or more nations with significant equity investment in a 

foreign branch plant, subsidiary, or affiliate (Cypher, 2021, p. 567). The existence 

of TNCs can actually be observed since the colonial era. The Dutch East Indies 

Company, for instance, played a major role in the economic life of Indonesia before 

its independence by providing capital and spurring international trade. In the post-

colonial era, many countries with weaker economies often seek assistance from 

TNCs because they lack the capacity and experience in production technology and 

capital (Kutuk, 2022, p. 152). This is in line with the modernist view on TNCs, 

arguing that these corporations may generate potential resources through their 

transnational activities in the form of new capital, products, advancement of 
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technologies, management/labor training, and other organizational innovations 

(Cypher, 2021, p. 584). 

TNCs can be observed through four main avenues: 1) trading companies controlling 

the marketing process; 2) resource-intensive vertically integrated transnationals; 3) 

stand-alone branch manufacturing plants; 4) global factory production sites 

(Cypher, 2021, p. 568). Additionally, TNCs are often found in specific locations, 

mainly in LDCs and developing countries, driven by their own interests which aim 

to lower the cost of production. This includes seeking out places with cheap labor, 

as well as locations where there is a lack of environmental and social awareness. In 

another way, dependency scholars view that the presence of TNCs may contribute 

to the emergence of a new form of dependency. They argue that industrialization 

under the control of TNCs ultimately leads to the dominance of these corporations 

over LDCs and developing countries, characterizing a ‘transnational capitalism’ 

(Cardoso, 1977, p. 18). This further affects weaker economic states and has 

implications for the core capitalist economies. 

 

3.2.2 Foreign Direct Investment (FDI) 
Foreign Direct Investment (FDI) refers to the ownership of productive assets by a 

parent corporation from another nation (Cypher, 2021, p. 581). It is assumed that 

international investment tends to flow to countries with stable and positive 

economic growth. From the perspective of liberalism, dependency theory 

oversimplifies and misleads the evidence of private foreign investment, considering 

it only exploitative (Namkoong, 1999, p. 142). According to neoclassical 

economists, developing nations are viewed as deficient in physical capital 

investment (Cypher, 2021, p. 582). FDI is considered to enhance economic growth 

by catalyzing the improvement of various kinds of capital, industrialization, and 

research and development (R&D). Thus, it would appear that inflows of FDI could 

only have a positive effect on the economic development and growth of poorer 

nations. 
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Another viewpoint sees the impacts of much penetration of FDI, especially for non-

developed countries. First, it is assumed that if many developing countries employ 

the strategy of FDI promotion at the same time, there is a tendency for failure 

(Cypher, 2021, p. 598). These developing countries may flood the global market 

with new manufacturing exports, inducing a fall in prices. It is also presumed that 

price falls may not be helped by the increasing volume of sales. Second, FDI, with 

the creation of fully foreign-owned businesses, tends not to improve industrial 

upgrading (Javorcik, 2004 in Anastasi, 2023, p. 186). TNCs established in a country 

do not automatically engage in technological transfers unless they are accompanied 

by the sharing of technology through collaboration with local companies. Finally, 

a recent paper from the World Bank mentions that the relationship between FDI 

and gross domestic product (GDP) growth is far from stable due to the global value 

chains (GVCs) revolution (Benetrix et al., 2023). 

 

3.2.3 Global Value Chains (GVCs) 

Global Value Chains (GVCs), also known as global integrated production systems, 

refer to borderless production systems that dominate TNC manufacturing and 

assembly operations (Cypher, 2021, p. 578). TNCs help coordinate and control a 

system of global and regional production that is functionally and geographically 

fragmented, resulting in trade no longer being related to the international exchange 

of ‘finished' goods (Phillips, 2017, p. 430). This is relevant to the idea of the 

division of labor, which highlights the role of countries' specialization in the world 

system in order to produce goods. For instance, the process in GVCs can be 

observed when LDCs and developing countries with abundant natural resources 

extract and export those goods to core countries that possess advanced technology 

to further process and add value. 

According to the neoclassical perspective, LDCs and developing countries that 

engage in GVCs would experience higher economic growth and a significant 

reduction in poverty levels (Cypher, 2021, p. 621). GVCs have also transformed 

the impact of FDI on economic growth (Benetrix et al., 2023). Since GVCs allow 

different parts of the production process to be distributed across multiple countries, 
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the idea of GVCs can help countries with less advanced capabilities participate in 

the global economy and attract more FDI. With the aid of the direct activities of 

TNCs, host economies can experience positive spillover effects on the domestic 

economy. 

On the other hand, TNCs can take advantage of low-wage workers in poorer 

countries. The involvement of periphery and semi-periphery countries in GVCs 

may encourage TNCs to exploit their power to reduce wages and profits for local 

corporations. This leads to weakened consumer demand within the country, as 

laborers receive low salaries and cannot afford high-priced goods produced by 

TNCs (Cypher, 2021, p. 620). GVCs can further exacerbate inequality in the labor 

market, with a growing demand for skilled labor and stagnant wages for unskilled 

workers. Overall, GVCs are viewed as creating a new form of dependence by 

perpetuating structures that leave some behind (Kvangraven, 2023, p. 158). The 

more unrestricted FDI and international trade flow, the further intensification of 

fragmented and arbitrage labor manufacturing processes within global production 

in the world system. 

 

3.3 The Middle-Income (MI) Trap from the Perspective of the World-Systems 

Theory (WST) 

The World Bank (2023) categorizes countries based on Gross National Income 

(GNI) per capita into four classifications, as depicted in the table below, aiming to 

provide a broad indicator of countries' economic capacity. However, GNI per capita 

does not directly measure a state’s welfare or level of development, nor does it 

reflect inequalities in income distribution within countries (World Bank, nd). 

Instead, it has been demonstrated to be a significant indicator closely correlated 

with other measures of quality of life in a country, including life expectancy at birth, 

child mortality rate, and school enrollment rates. The World Bank (2023) also 

mentions that MI countries are home to 75% of the world’s population, 62% of the 

world’s poor, and one-third of global GDP. This suggests that MI countries play a 

pivotal role in the world system, influencing global political economy dynamics 

and the distribution of welfare. 
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World Bank Group Country Classifications by Income Level 

 Low Income Lower-middle 

Income 

Upper-middle 

Income 

High Income 

GNI per 

capita 

≤ 1,135 1,136 - 4,465  4,466 - 

13,845 

 > 13,845 

Source: World Bank (2024) 

Since the mid-2000s, scholars have paid attention to the issue of the MI trap, 

including in Southeast Asia countries (Doner and Schneider, 2016, p. 608). 

Scholars, like Felipe et al. (2021 in Anastasi, 2023, p. 175), define the MI as a term 

describing a country that remains stuck in the MI range for a certain period without 

progressing to higher income (HI) levels. Specifically, if a country stays in the 

lower MI for 28 years, in the higher MI for 14 years, or remains in the MI range for 

42 years. Meanwhile, another perspective coming from a political economy 

perspective, articulated by Zhou (2018, p. 483) as well as Doner and Schneider 

(2016, p. 609), offers a different approach to explaining the MI trap. They state that 

MI countries can no longer compete with LI countries due to higher wages than 

those offered by LI countries, while MI countries struggle to compete with HI 

countries due to the gap in technological advancement. Hence, high wages and a 

lack of R&D capacities for technological advancement pose challenges for 

countries susceptible to being trapped in the MI status. 

In this regard, WST helps explain the reasons why some countries suffer from the 

phenomena in which they are trapped at an MI level. The argument of WST offers 

the perspective that suggests, due to the global division of labor facilitated by global 

capitalism, countries in periphery and semi-periphery regions struggle to advance 

their economies (Anastasi, 2023, pp. 175-7). When MI countries lose their 

comparative advantage due to the rising wage of labor, they need capacities like 

core countries, especially the need for investments in areas such as R&D, human 

capital, infrastructure, and education, to advance towards HI status. Without similar 

capacities to HI countries, MI countries risk revolving around low-value-added 

economic activities, trapping them in a stagnant position (Anastasi, 2023, p. 188). 
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Consequently, these circumstances compel MI countries actively involved in the 

global economy to struggle to retain their significant role in the world system. 

However, countries holding MI status still encounter difficulties despite their efforts 

to modernize their economic activities and compete in the global market. Doner and 

Schneider (2016, p. 612) mention that to upgrade industries and make 

improvements in human capital, states need to tackle social cleavages, including 

economic inequality, informal workers versus formal workers, and home-grown 

businesses versus TNCs. Meanwhile, excessive FDI can deter TNCs from investing 

in upgrading local institutions and industries, trapping the host countries in their 

place in the global supply chain (Anastasi, 2023, pp. 176-7). This situation can 

exacerbate broader social and environmental issues as TNCs prioritize profit 

extraction from LDCs and developing countries, exploiting their cheap labor and 

natural resources instead of actively promoting technological progress within the 

host country. 

Indeed, despite the influx of FDI into the country resulting in the absorption of a 

significant labor force, advancements in local industries, technology, and R&D 

within the host nation are still often neglected. Technological advancement is 

paramount in international trade and pivotal for avoiding the MI trap, as 

demonstrated by the higher income levels enjoyed by developed countries today, 

attributable to increased labor productivity facilitated by better technology (Zhou, 

2018: 485). These factors enable core economies in manufacturing advanced 

products for international trade. The dearth of R&D expenditure by TNCs in the 

host country, coupled with the flow of surplus value from LDCs and developing 

countries to core economies through exploitative practices, explains why FDI and 

TNCs may create barriers to development (Doner and Schneider, 2016, p. 616). 

This insight further informs the subsequent discussion on theories such as 

dependency and WST, which highlight how new actors in global capitalism can 

perpetuate hidden costs for semi-peripheral and peripheral countries, thereby 

prolonging sustainability issues and perpetuating their MI status. 
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3.4 Biased Economic Growth: The Potential Costs of Labor Division in the 

World System 

As a result of globalization, the spread of global capitalism through the roles of 

FDI, TNCs, and GVCs became pivotal in the new process of accumulation and 

central to the growth process, especially in the periphery and semi-periphery 

countries. This aligns with the principles of classical and neoclassical economics, 

which advocate for capital accumulation, economic growth, and poverty reduction. 

Globalization has led many nations to undergo dramatic industrialization and 

increase manufacturing exports, but most have not increased their value-added 

(Cypher, 2021, p. 597). This is because they still have to struggle to import 

machinery/equipment and technology, develop adequate infrastructure, as well as 

bear other hidden costs that need to be sacrificed alongside the rising exports. 

Considering the controversy surrounding these phenomena in the world system, 

other impacts of the foreign capital in the host country need to be highlighted. 

Firstly, Cypher (2021, pp. 592-5) discusses three potential costs associated with 

TNCs and FDI, which contribute to a process of biased economic growth. i) Profit 

shifting conduits involve significant outflows of capital through practices such as 

transfer pricing, debt shifting, and service fees on ‘intangibles’.4 While FDI inflows 

to LDCs and developing countries may increase their production capacity, profits 

are often shifted to tax havens, resulting in revenue loss for the governments of 

these countries. ii) Diversion effects suggest that TNCs may not prioritize 

indigenous knowledge and technological advancement through R&D. Another 

diversion effect is that top managers and skilled labor are often recruited from the 

best university graduates or from outside the local area, leaving local talent behind 

due to a lack of trained skills. iii) Increasing industrial concentration, characterized 

by TNC dominance in the market, may lead to suboptimal resource utilization and 

heightened corporate power. Corporations become more powerful as they can 

 
4 A transfer price is used by TNCs to avoid taxes in one country or another and avoid any profit 

repatriation taxes or other restrictions placed by any country within the company’s global operations. 

Debt shifting refers to unnecessary loans at high-interest rates from one TNC affiliate located in a 

low-jurisdiction to another profitable unit located elsewhere. The third form of profit shifting is to 

attribute to a tax-haven-based subsidiary intellectual property rights, R&D, and other intangibles. 
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control prices and limit competition. This results in income distribution becoming 

more unequal, with the majority of wealth flowing only to those at the top of the 

economic hierarchy rather than to the labor force. 

Furthermore, Wallerstein (2004, pp. 48–9) mentions three other potential costs that 

should be considered since corporations usually ignore or externalize them 

significantly. i) Costs of toxicity arise due to production processes that dispose of 

material or chemical waste. Environmental costs associated with GVCs, such as 

carbon dioxide (CO2) emissions from logistic transportation and excess waste due 

to packaging, are also significant (Cypher, 2021, p. 622). ii) Costs of exhaustion of 

materials imply the issue of exploiting natural resources without adequately 

considering their replacement. It is also echoed by Cypher (2021, p. 598) that one 

of the long-term costs of TNCs is environmental degradation. For example, 

rainforests that have been cut down for wood material, leading to consequences 

such as the loss of biodiversity. iii) Costs of transport suggest that companies do 

not pay for transportation infrastructure, as the government, through revenue from 

the public, covers these costs. This is evidence of the state's role in the accumulation 

of capital to support corporate operations. In the end, TNCs often do not fully 

account for the negative environmental and social impacts in the pursuit of profit. 

 

3.5 Summary  

To provide critical analytical tools for understanding the dynamics of global 

capitalism in relation to dissecting the complexities surrounding the Indonesian 

context, the choice of the theoretical framework for this thesis is motivated by WST 

and dependency theory. Specifically, WST offers insights into the imbalance of 

nation-states' economic capacities, highlighting this disparity due to the division of 

labor. Indeed, there is criticism suggesting that dependency and WST may not be 

entirely relevant due to the increasingly blurred lines of actors and division of labor 

in the world system. However, this study adopts new dependency theories that offer 

deeper insights into the complex relationships between states and other global 

capitalist entities, such as FDI and TNCs.  
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In today's global landscape, periphery and semi-periphery countries may not rely 

directly on core economies, potentially severing the dominant-exploited relations 

among the states. However, the involvement of LDCs and developing countries in 

GVCs may introduce a new form of dependence, wherein these countries become 

further dependent on global corporations. While it is recognized that other 

viewpoints prioritize the autonomy of subsystems in shaping development issues in 

MI countries, the selected theories offer alternative insights into how the 

proliferation of global capitalism impacts domestic concerns, particularly in the 

periphery and semi-periphery regions. These issues are emphasized for their 

potential to skew economic growth effects, ultimately hindering MI countries from 

attaining significant positions within the world system. 

Dependency theory and WST are employed in this study to examine Indonesia's 

nickel ore export ban, aimed at reducing the country's reliance on core nations for 

downstream commodities. This ban has prompted policies to meet domestic nickel 

processing needs, driving the necessity for nickel industrialization. Indonesia, 

currently classified as an MI country, aspires to achieve economic advancement 

through self-reliance in processing such commodities. However, this 

industrialization has led to a dependence on foreign capital, particularly FDI and 

TNCs, representing a new form of dependency. Rather than attaining a significant 

position in GVCs through the production of advanced goods, both theories suggest 

that nickel industrialization may conceal hidden costs of economic growth. These 

challenges could perpetuate Indonesia's MI status. 
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4  Methodology 
This thesis utilizes a qualitative perspective, grounded in philosophical and 

theoretical assumptions about the nature of reality and knowledge (Weiss, 1997, p. 

270). Given that the qualitative perspective incorporates subjectivity and enriching 

research explanations (Weiss, 1997, p. 252), this approach is chosen to provide a 

framework for understanding global issues comprehensively, while specifically 

considering the context of Indonesia. This approach influences data collection, 

which heavily relies on qualitative data, such as words, that are not quantified 

(O’Leary, 2014, p. 262). Quantitative data are also gathered in this study. Yet, they 

serve as supplementary and supporting information, elaborated upon further 

through qualitative analysis. This approach is advantageous as the research seeks 

to explain the significance of Indonesia’s policy on the nickel ore export ban, which 

cannot be adequately assessed solely through numeric data. Instead, qualitative 

research methods enable the capture of perspectives and motivations of various 

stakeholders involved in this case. 

In this chapter, several sections are presented to discuss the methodology employed 

in this thesis. Firstly, document analysis, along with the rationale for its use in data 

collection for this research, is explained. In this section, the source material and 

time scope of this research are also elaborated upon. The subsequent section 

introduces the data analysis employed in this thesis. Thirdly, various ethical issues 

related to this research are discussed. Finally, this chapter includes a discussion of 

the limitations of this thesis and the potential for future research. 

 

4.1 Document Analysis 

According to Bowen (2009, p. 27), document analysis is one of the analytical 

methods in qualitative research that involves a systematic procedure for reviewing 

or evaluating documents. Although documents encompass more than just written 

text, this thesis primarily focuses on text form. As O’Leary (2014, p. 474) mentions, 

document analysis is a research tool used for collecting, reviewing, interrogating, 

and analyzing various forms of written text as primary sources of research data. 

Document analysis differs from content, narrative, and discourse analysis, which 
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focus on the meaning in speech and interpret the stories of individuals or language 

within a power-knowledge context (O’Leary, 2014, p. 599). This method is chosen 

to examine and interpret data from various sources of documents to elicit meaning, 

gain understanding, and develop empirical knowledge, particularly in the context 

of the global political economy, as explored in this thesis. 

A document can serve as a significant carrier of messages (Prior, 2003, p. 21). In 

this thesis, documents offer insights into various viewpoints and experiences from 

different stakeholders, including government entities and non-state actors, such as 

businesses, TNCs, and the public. By examining textual evidence from these 

documents, researchers can gain a better understanding of the context within which 

these stakeholders are involved (Bowen, 2009, p. 29). Another specific function of 

documentary material in this thesis is as a means of tracking change and 

development material (Bowen, 2009, p. 30), as documents can provide 

chronological events within the time span of the research, specifically before and 

after the implementation of Indonesia’s policy on nickel ore export prohibition. 

Furthermore, document analysis can prove to be more efficient and cost-effective 

compared to other methods, especially with the assistance of online resources 

(Bowen, 2009, p. 31; O’Leary, 2014, p. 464). Through document analysis, data 

collection can be both time and location-efficient, which is essential given the 

limited duration of the research and geographical constraints. Document analysis 

facilitates the mapping of perspectives from various stakeholders simultaneously, 

without the need for field trips (Weiss, 1997, pp. 260–1). This method is particularly 

useful for addressing the second research question concerning the policy's broader 

societal, business/capitalist, and environmental impacts. Additionally, this thesis 

necessitates data collection from governmental sources to capture the state’s 

perspective, assisting in answering the first research question regarding the 

significance of Indonesia’s policy in consolidating its MI status. Unlike other 

qualitative methods such as interviews or observations, which may be influenced 

by normative biases and subject to changes based on sensitivity to the issue or 
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national interests, documents remain consistent and stable upon repeated review or 

study (Bowen, 2009, p. 31). 

 

4.1.1 Source Materials 

Secondary data collection is essential for the document analysis method. Secondary 

data refers to existing data gathered and analyzed from available documents, rather 

than newly created or collected as part of the research process (O’Leary, 2014, p. 

462). As mentioned above, the secondary data in the documents used in this thesis 

mainly focus on fixed and static texts from internet sources. Nevertheless, 

documents are unidimensional forms without a researcher’s intervention, and they 

may contain pictures and diagrams, which are also considered for inclusion in this 

research (Prior, 2003, p. 5; Bowen, 2009, p. 27). 

In more tangible materials, sources of secondary data can include laws, regulations, 

proposals, contracts, minutes of meetings, reports, and brochures for the public 

(Weiss, 1997, p. 260). Referring to O’Leary (2014, pp. 470-1), the types of existing 

data employed in this research comprise: 1) official data and records, including 

policy summaries, report documents, academic journals/papers, statistical data, and 

market research, sourced from international organizations (IOs), national and local 

governments/departments, universities, non-governmental organizations (NGOs), 

and various public and private sectors; 2) official organizational communication, 

documents, and records, including but not limited to institution websites, press 

releases, catalogues, pamphlets, and memos; 3) the media, such as newspapers, 

magazines, and articles. The media becomes a significant data source as it often 

presents contemporary news and covers various stakeholders’ messages, including 

updated information on the activities of both state and non-state actors related to 

the thesis topic. 

 

4.1.2 Time Scope 

This research scrutinizes pertinent documents dating back to the emergence of 

'mineral nationalism' in 2009, marked by the issuing of relevant legislation, 

including those related to mineral downstreaming, domestic processing 
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requirement, raw material export bans, and the comprehensive export prohibition 

on raw nickel. This study also extends until the topic attracted significant focus in 

Indonesia's presidential debate during the present year of 2024. 

 

4.2 Data Analysis  

By the guidance of O’Leary (2014, pp. 474-8), this thesis conducts the process of 

document analysis as follows. Firstly, it involves planning the range of documents 

considered as potential sources and determining how to obtain these documents. 

This thesis primarily collects data from online documents published by 

governments to extract information about the policy and legislation, as well as its 

rationale for implementing the nickel ore export ban. Additionally, documents from 

NGOs, such as organizations related to the global political economy, businesses 

operating in the nickel refining industry in Indonesia, and media sources that voice 

grassroots perspectives are gathered. 

Secondly, the process involves gathering, reviewing, and interrogating the texts. 

This step emphasizes the need to verify the credibility of the text, including factors 

such as the author/creator, audience, circumstances of production, tone, and 

document style. The research not only focuses on finding information for data 

collection but also on identifying accurate and credible sources, which can be 

achieved by utilizing official institution/organization websites to ensure reliability. 

Lastly, the process includes reflecting, refining, and analyzing the gathered data. 

Similar to other methods, this step requires critically reflecting on the collected data 

with the guidance of the theoretical framework in this thesis to uncover and address 

the research questions. 

 

Furthermore, this research follows a deductive logic approach. This logic entails 

drawing conclusions about specific facts to answer the research question by having 

certain ideas or theories in mind as the framework of the research and searching for 

data to potentially confirm these (O’Leary, 2014, p. 579). In this research, WST and 

dependency theory serve as the main guidance to analyze and provide an empirical 

explanation for the case of Indonesia. The analysis chapter of this study is structured 
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according to the theoretical framework, facilitating the examination of the collected 

data from documents. The first section analyzes the trajectory of Indonesia’s nickel 

ore export prohibition, which led to nickel downstreaming and industrialization. It 

employs WST and dependency theory to understand Indonesia's significance in the 

division of labor in the world system. In the subsequent section, the study examines 

Indonesia's position as an MI country with the assistance of Dependency and WST 

in examining the challenges towards achieving HI status akin to other core 

economies. The third section delves into the dilemma of nickel industrialization, 

considering the hidden costs posed by global capitalism actors in Indonesia as a 

host country, thereby creating new dependency problems. Finally, the conclusion 

discusses all the interconnected threads from the three analysis sections to address 

the research questions. 

 

4.3 Ethical Considerations 

Ethics are integral to research, influenced by various factors such as competing 

interests, sets of values, and regulations (Mason, 2018, p. 84). According to 

O’Leary (2014, pp. 115-8), researchers must uphold professional integrity in their 

quest for knowledge production, ensuring that research is conducted impartially and 

conclusions are reached without unrecognized bias. In this regard, this thesis 

endeavors to maintain professional integrity by addressing ethical considerations as 

follows. Firstly, this research utilizes publicly available documents as research 

materials and obtains permission and informed consent for data collection. Relying 

on publicly available sources on the internet helps mitigate the risk of accessing 

visual documents and sensitive materials that may be private or confidential 

(Mason, 2018, p. 99). 

Secondly, this thesis acknowledges two potential sources of bias. While document 

analysis with existing data minimizes researcher involvement, reducing the risk of 

bias (O’Leary, 2014, p. 464), bias in document selection may still occur. To address 

the potential bias in document selection, this research endeavors to gather 

documents from balanced sources. This entails not relying heavily on governmental 

documents alone but also seeking balance from news/media sources, both national 
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and international. Bowen (2009, pp. 31-2) emphasizes the importance of evaluating 

the quality of documents by assessing their content and background. Since each 

document varies in terms of authorship, publication, and content, providing insights 

into people’s thoughts, ideas, and beliefs, it is crucial to consider the dynamics 

involved in the relationships between the content, document producers, and 

intended audience. 

Another source of bias that may arise in this thesis is bias in interpreting the 

documents. As social science researchers, it is imperative to recognize that their 

own worldview can influence how they perceive and interpret issues (O’Leary, 

2014, p. 120). Researchers' backgrounds, including their institutional affiliation, 

discipline, nationality, and religion, may shape their responses and conclusions 

(Mason, 2018, pp. 84-9). Additionally, institutional pressures can influence 

research outcomes by promoting certain viewpoints. To mitigate these biases, 

researchers must acknowledge their subjectivities and appreciate their own 

worldview and alternative realities (O’Leary, 2014, p. 123). This thesis endeavors 

to explore broader personal and societal assumptions that may be distinct from the 

researcher's own understanding and aims to incorporate diverse perspectives from 

all stakeholders involved in the research, often those whose voices are 

marginalized. It is anticipated that the richness and pluralism of viewpoints will 

enhance the thesis. 

 

4.4 Limitations and Recommendations for Future Research  

This thesis is aware of its limitations due to its research topic and methodology. 

Firstly, it is challenging to establish a direct linear correlation between the 

prohibition of nickel ore export policy and a country's progression towards HI 

status. There may be other variables that contribute to a country's advancement 

towards the core economy. In this case, the research aims to specifically focus on 

correlation rather than causality when examining variable relationships. Therefore, 

future research may consider exploring Indonesia’s strategy of transitioning away 

from the MI status through broader downstreaming on raw material policies, not 

limited solely to the nickel ore or mineral sector. 
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Furthermore, this thesis acknowledges that utilizing document analysis poses 

challenges, particularly in collecting data from the government of Indonesia and the 

grassroots. Data in Indonesia, whether from the government or public sources, is 

often confidential and difficult to obtain, and it can be fragmented and disorganized. 

Since documents may not always provide sufficient detail, this could potentially 

limit the scope and depth of analysis (Bowen, 2009, p. 31). In future research, 

employing a triangulation method is encouraged to support document analysis as a 

data collection method. 

It is suggested that a robust methodology requires information from one source to 

be cross-validated against information from other sources (Weiss, 1997, p. 84), thus 

not relying solely on a single data collection method to answer research questions. 

This research, in the future, can utilize focus group discussions (FGDs) with 

governmental departments working on trade and mineral issues in Indonesia, 

interviews with experts on the global political economy, and engagement with 

NGOs representing businesses and local communities. Quantitative methods can 

also be employed to further enhance the research, providing insights into the impact 

of Indonesia’s policy in terms of economic development and inequality issues. 
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5  Analysis  
5.1 From Nickel Ore Export Bans to Nickel Industrialization  

This section first outlines the trajectory leading up to the prohibition of nickel ore 

exports by the government of Indonesia, including the pertinent legislation related 

to this case. Such measures, coupled with Indonesia's policies designed to attract 

FDI, have resulted in the proliferation of TNCs within the country. This section 

further examines the background that prompted the government of Indonesia to 

implement such measures by comparing figures with developed countries that hold 

significant value in the global nickel trade. It is anticipated that this analysis section 

offers a comprehensive understanding of Indonesia’s rationale as a raw material 

exporter striving to become an industrialized nation. This transformation aims to 

enhance Indonesia's participation in GVCs and increase its value as a leading 

producer in the nickel industry.  

 

5.1.1 The Significance of Natural Resources for Indonesia: The Rationale 

behind Nickel Ore Export Prohibition 

The year 2009 marked a turning point for Indonesia, prompting a reconsideration 

of the country's approach to its abundant natural resources. The President of 

Indonesia at that time, along with key industry stakeholders, believed that 

Indonesia's resources were being depleted rapidly without commensurate benefits 

to the nation (Tritto, 2023). This led to increased state intervention and a rise in 

nationalism within the mineral sector. In 2009, the government of Indonesia 

introduced a new licensing system instructing mining companies to prioritize 

domestic mining services over foreign ones. This policy was intended to create 

more opportunities for Indonesian businesses to own mining concessions. 

Subsequently, the government of Indonesia decided to halt the export of raw 

materials progressively.  

One of the significant minerals that has recently become controversial in the global 

and domestic markets is nickel. Nickel was the initial natural resource to be banned. 

According to a press release on the Ministry of Energy and Mineral Resources 

(MEMR) website, since January 1, 2020, nickel ore with less than 1.7% nickel 
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content can no longer be exported (ESDM, 2019). The MEMR, as the focal point 

ministry responsible for energy and mineral resources management in Indonesia, 

stated that the policy was implemented due to the limited resilience of nickel 

reserves. Indeed, Indonesia has estimated reserves of 2.8 billion tons of nickel 

(ESDM, 2019). Yet, further exploration is required, including obtaining 

environmental permits and undergoing other technical processes. The nickel 

reserves in Indonesia, specifically lateritic nickel, play a crucial role in the global 

nickel industry. Lateritic nickel contributes to 40% of the total global nickel 

production of 1 million tons (Radhica and Wibisana, 2023, p. 78). This type of 

nickel is primarily used as the main material for manufacturing high-quality lithium 

batteries for EVs. As many global industries transition from fossil fuel 

transportation to electric transportation to reduce emissions and improve efficiency, 

the demand for lateritic nickel is expected to increase. 

Although Indonesia plays an important role in the nickel industry, its contribution 

to the export of processed nickel products5 remains relatively small. According to 

ITC Trademap6 in 2021, during the period from 2011 to 2020, Indonesia was not 

among the top five exporters of nickel and nickel articles (Revindo et al., 2021, p. 

6). These five countries are predominantly developed countries, including Russia, 

Canada, the US, Germany, and Norway. For comparison, this study also utilizes 

data from the World Integrated Trade Solution (WITS) of the World Bank. To 

facilitate comprehension, a table has been created containing information on the top 

three exporters of nickel and nickel articles, their trade value, and quantity units, 

alongside data for Indonesia as an exporter. 

 

 
5 Nickel mattes, nickel oxide sinters and other intermediate products of nickel metallurgy (HS 7501); 

Unwrought nickel (HS 7502); Nickel waste and scrap (HS 7503); Nickel powders and flakes (HS 

7504); Nickel bars, rods, profiles and wire (HS 7505); Nickel plates, sheets, strip and foil (HS 7506); 

Nickel tubes, pipes and tube or pipe fittings (couplings, elbows sleeves) (HS 7507); and other articles 

of nickel (HS 7508). 
6 Trade Map was developed by the International Trade Centre (ITC) United Nations Conference on 

Trade and Development (UNCTAD)/World Trade Organization (WTO) to provide data regarding 

national and product-specific trade performance.  
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Nickel and Other Articles Thereof Exports (HS Code 750800) by Country 

during 2017-2021 

Year Reporter Trade Value 

1000USD 

Quantity unit 

(Kg) 

2017 United States 381,989.92 2,576,760 

European Union  276,952.13 1,815,480 

United Kingdom 157,954.03 1,780,010 

Indonesia 15,121.48 134,408 

2018 United States 652,074.40 3,004,270 

European Union 341,418.80 2,087,110 

United Kingdom 196,220.88 2,279,080 

Indonesia 10,785.71 175,430 

2019 United States 894,952.47 4,149,170 

European Union 412,217.30 2,314,660 

United Kingdom 259,529.17 NA 

Indonesia 16,911.68 122,113 

2020 United States 620,371.77 3,793,390 

European Union 238,119.80 2,063,620 

United Kingdom 217,061.67 1,753,340 

Indonesia 13,922.85 NA 

2021 United States 686,327.09 5,276,420 

United Kingdom 314,384.77 1,640,720 

European Union 255,573.21 1,547,980 

Indonesia 12,805.62 108,804 

Source: WITS (2022) 

 

WITS data from 2017 to 2021 shows that the US, EU, and UK consistently rank as 

the top three exporters of nickel and nickel articles, with trade values exceeding 
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100,000 USD. Interestingly, these developed nations are not among the top global 

nickel producers. This contrasts with other developing countries like Indonesia, 

which has never reached a trade value of more than 100,000 USD, despite being 

the largest producer of nickel in the world, as reported by the United States 

Geological Survey (Serapio and Lopez, 2023). Meanwhile, when compared to 

developed economies like the EU, which has contested Indonesia at the WTO over 

the nickel ore export ban, these countries hold an essential position in the global 

nickel processing market. According to the official website of the EU in 2020 (in 

Radhica and Wibisana, 2023, p. 80), the EU produced more than 177 million tons, 

or approximately 11% of the total global stainless steel production. This reveals 

that EU countries rely heavily on nickel ore, consuming 700,000 tons of nickel 

annually as the primary material for stainless steel and EV production.  

 

Top Global Nickel Producers in 2022 (tons) 

 

Source: Serapio and Lopez (2023) 

 

Realizing this significant gap, Indonesia began to recognize the need to preserve its 

raw materials. To provide a comprehensive understanding of the progression 

towards the prohibition of nickel ore exports, the table below presents a 

chronological overview of the policy decisions, highlighting Indonesia's approach 

in this case. 
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Indonesia’s Legislation regarding the Nickel Ore Export Prohibition   

No Year Legislation Subject Significance 

1 2009 Law Number 4 

Year 2009 

Coal and Mineral 

Mining 

This law establishes 

national policies for the 

management and 

regulation of mineral and 

coal mining, delineating 

the responsibilities of 

relevant authorities. 

2 2010 Government 

Regulation 

Number 23 

Year 2010 

Implementation 

of Mineral and 

Coal Mining 

Business 

Activities 

This regulation mandates 

that mining companies 

process and refine 

minerals to add value to 

their products before 

exporting them. 

However, the 

government grants a 

relaxation period of up to 

five years for mining 

businesses with special 

mining licenses to equip 

their smelters with 

necessary facilities for 

operation and production. 

3 2012 MEMR 

Regulation 

Number 7 Year 

2012 

The Increment 

Added Value of 

Mineral through 

the Activities of 

Processing and 

Refining/Smelting 

Mineral 

This regulation stipulates 

that holders of mining 

business permits for 

production operations 

and community mining 

permits are forbidden 

from exporting raw 

mineral ore. During the 

current year, the 

government of Indonesia 

also implemented an 

export tariff. However, 

the Indonesian Nickel 

Association has raised 

objections, arguing that 

the policies impose 

burdens on them 

regarding the exportation 

of mining goods to 
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designated countries, 

potentially leading to 

adverse effects on 

businesses, particularly 

for small-scale 

enterprises. 

4 2014 Government 

Regulation 

Number 1 Year 

2014 

Implementation 

of Mineral and 

Coal Mining 

Business 

Activities 

This regulation was 

enacted to alleviate 

restrictions, allowing 

mining companies with 

permits and processing 

and purification facilities 

to export raw materials up 

to a specified limited 

quantity. 

5 2014  MEMR 

Regulation 

Number 1 Year 

2014 

The Increment 

Added Value of 

Mineral through 

Domestic Mineral 

Processing and 

Refining 

Activities   

This regulation provides 

guidelines on what 

constitutes adding value 

to minerals through 

purification activities, 

which include processing 

the minerals 

domestically.  The 

regulation also stipulates 

the minimum standards 

for processing and 

refining that must be met 

before minerals are 

eligible for export. 

6 2017 Government 

Regulation 

Number 1 Year 

2017 

Implementation 

of Mineral and 

Coal Mining 

Business 

Activities 

This regulation permits 

mining companies to 

export raw minerals 

under several conditions: 

1) companies must 

convert their contract of 

work permits into special 

mining business permits, 

and 2) mining companies 

are required to build a 

smelter or refinery within 

five years. 
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7 2018 MEMR 

Regulation 

Number 25 

Year 2018 

Mineral and Coals 

Businesses 

This regulation permits 

the mining company to 

export raw minerals as 

long as the minimum 

requirements for 

processing and refining 

are met. With this 

regulation, the nickel ore 

export ban policy was 

planned to be fully 

enforced starting from 

January 11, 2022. 

8 2019 MEMR 

Regulation 

Number 11 

Year 2019 

Mineral and Coals 

Businesses 

The government of 

Indonesia explicitly 

decided to ban the export 

of nickel ore, citing 

considerations such as 

downstreaming, job 

creation, increased 

investment, and national 

development. 

9 2020 Law Number 3 

Year 2020 

Coal and Mineral 

Mining 

The national law 

enforcing the nickel ore 

export ban came into 

effect two years prior.  

 Sources: Yozami (2012); Pandyaswargo et al. (2021, pp. 5-6); IMF (2023); 

Firdaus in (Radhica and Wibisana, 2023, pp. 79-80) 

 

From the table above, it is evident that Indonesia began to address downstreaming 

issues in 2009. In the subsequent years, the government adopted a more lenient 

policy, allowing mining companies to continue exporting raw materials up to a 

specified amount and granting them time to adjust to the new regulations. This 

adjustment was partly due to the concerns raised by local businesses in Indonesia, 

who argued that the ban on raw material exports posed challenges for them, as many 

lacked the capacity to process the raw materials domestically. However, in the 

following years, the regulations became more stringent, with earlier enforcement. 

This was further complemented by the introduction of the Omnibus Law on Job 

Creation in 2020, aimed at attracting FDI in general. While the Omnibus Law is not 

solely intended to facilitate easier domestic processing of raw materials, it plays a 
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significant role in fostering the growth of the local nickel industry with foreign 

assistance. 

The Omnibus Law on Job Creation has become a pivotal legislation for investment, 

representing one of the key factors driving economic growth. According to the 

Cabinet Secretariat of Indonesia, there was a pressing need to enhance 

competitiveness and innovation due to Indonesia's low ranking in ease of doing 

business, an unfavorable investment climate, and overlapping regulations (Setkab, 

2020). The Omnibus Law on Job Creation aims to support economic transformation 

towards Indonesia's 2045 vision, which includes stimulating economic 

development, reducing poverty, supporting Small and Medium Enterprises (SMEs), 

and bolstering research and innovation (Dikti, 2020). This law underscores the 

government of Indonesia’s commitment to fostering a conducive investment 

climate, providing legal certainty, and empowering Indonesia's skilled workforce 

by improving and simplifying regulations in key sectors, namely ease of doing 

business, investment, taxation, labor, and land issues. 

With supportive legislation aimed at encouraging FDI and domestic processing 

requirements before exporting, Indonesia aims to maximize the benefits of the 

mining trade industry. To follow the path of nickel downstreaming, the government 

of Indonesia has also outlined a roadmap spanning from 2023 to 2035, allocating a 

potential of USD 545.3 billion for eight other priority commodities (Antara, 2023).7 

On the official website of the Ministry of Communications and Informatics of 

Indonesia, the Indonesian president reaffirmed his commitment to maintaining the 

downstreaming and nickel ore export ban policy (Kominfo, 2023). Despite being 

challenged at the WTO, the president emphasized that Indonesia should persevere, 

as the measures taken by the government are believed to be pivotal in transitioning 

the country from a developing to a developed nation. Such strong statements 

suggest that through downstreaming and the raw material export ban, Indonesia 

aims to reduce its dependence on developed countries for adding value to goods. 

 
7 Minerals, coal, oil, natural gas, plantations, fisheries, maritime, and forestry. 
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Consequently, the government believes that Indonesia needs to develop robust 

domestic industries to process and add value to its natural resources. 

 

5.2.2 Nickel Industrialization as the Pathway for Indonesian Development   

In 2022, Indonesia recorded USD 43 billion in FDI, marking the highest FDI in the 

country’s history and representing a 44% increase from 2021 (Medina, 2023). The 

metal mining and mining sectors dominated FDI in 2022, totaling more than USD 

16 billion combined, or approximately 24% of the total FDI received by the country. 

FDI in the metal mining sector is anticipated to persist as Indonesia aims to restrict 

the export of more raw minerals. In 2023, FDI increased by 13.7% on an annual 

basis, reaching a total of USD 47.37 billion (Munthe and Suroyo, 2024). The base 

metal industry continued to attract the largest FDI, amounting to USD 11.8 billion. 

According to the Indonesian Investment Coordinating Board, the enactment of the 

Omnibus Law on Job Creation in 2020, which streamlined business permit 

procedures and revised labor rules, stimulated investor interest in Indonesia 

(Sulaiman and Suroyo, 2023). Additionally, the cessation of outbound shipments 

of nickel ore in 2020, ensuring sufficient supply for domestic processing, also 

contributed to the growth of investment in metal mining. 

FDI in Indonesia’s mineral sector has attracted attention from numerous countries. 

The figure below illustrates the evolution of FDI sources in Indonesia’s mineral 

sector from 2005 to 2019 (Tritto, 2023). In 2005, FDI in the mineral sector in 

Indonesia predominantly originated from Australia, India, the UK, and other 

European countries. Most developed countries investing in Indonesia focused on 

gold and silver extraction, steel manufacturing, and the extraction industry, with a 

focus on nickel, copper, and gold. Between 2009 and 2012, Japan and the United 

Arab Emirates emerged as the largest investors in Indonesia’s mineral sector, 

primarily in steel and alumina production. After 2012, Chinese companies became 

the most prominent source of investment in this sector. Another source, specifically 

from the IMF (2023), also mentions that China and Hong Kong emerged as the 

leading foreign investors in nickel downstream sectors, contributing to a 47% 

increase in 2022.  
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FDI in Indonesia’s Mineral Sector between 2005 and 2019 

Source: Tritto (2023) 

 

With the increase in FDI in Indonesia following several mining restriction policies 

issued by the government of Indonesia since 2009, the development to support 

nickel industrialization has also grown. As of October 2023, the MEMR recorded 

that there are 47 smelters spread across Indonesia (ESDM, 2023). This represents a 

significant increase compared to 2014, when the number of nickel smelters in 

Indonesia was only three. During 2021-22, following the endorsement of related 

policies, investment realization in nickel smelters reached approximately USD 5.5 

billion (IMF, 2023, p. 27). The government of Indonesia perceives that the existing 

number of smelters is sufficient to adequately process and refine nickel ore within 

the country. In order to maintain a balance between the supply and demand for 

nickel ore domestically, the government of Indonesia even restricts the 

establishment of nickel smelters. If the proliferation of nickel smelters is not 

accompanied by a balance in extraction, the government of Indonesia is concerned 

that it will need to import nickel ore instead. 

The Coordinating Minister for Maritime Affairs and Investment believes that 

industrialization activities have succeeded in boosting per capita gross regional 

domestic product in the last two years (Arkyasa, 2023). Two regions with abundant 

metal mining resources and impacted by the establishment of nickel facilities by 
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foreign investors are Central Sulawesi and North Maluku. The income per capita in 

both regions has increased from 2020 to 2022.8 The government of Indonesia 

mentioned that the downstreaming strategy can create new jobs in remote areas in 

the formal sector and generate positive spillovers across sectors, as FDI bring in 

technology and skills that can be utilized to enhance productivity in local industries 

(IMF, 2023, p. 25). 

One of the largest industrialization projects for nickel is the Indonesia Morowali 

Industrial Park (IMIP), located in Central Sulawesi. This project commenced in 

2013 with the involvement of Chinese and Indonesian companies, supported by 

Chinese banks for financialization (Ginting and Moore, 2021). Initially intended for 

stainless steel production, IMIP now focuses on expanding nickel production, given 

its critical role in the renewable energy transition, and has become the largest 

nickel-based industrial area in Indonesia. As of 2020, IMIP employed 

approximately 43,000 workers and indirectly supported at least another 30,000 

small service providers and local businesses (Tritto, 2023). Economic spillovers are 

perceived by the government to occur as industrialization not only benefits the 

nickel facilities themselves but also leads to the development of new housing, 

hotels, restaurants, telecommunications infrastructure, and transportation services 

in the surrounding areas. 

This aligns with the perspective of modernists, who argue that industrialization in 

a country can have a positive impact on economic growth and development 

(Hawkins, 2022, pp. 19-20). The effects of nickel industrialization in certain regions 

of Indonesia are believed to have spillover effects not only for the mining industry 

but also for other informal sectors. With the aid of modern technology, modernists 

believe that nickel industrialization can stimulate massive economies of scale in 

production and enhance wealth for a larger population (Heath, 2004, p. 675). The 

notion of industrialization enabling a country to process raw materials such as 

 
8 North Maluku’s per capita income increased from IDR 33.1 million per year in 2020 to IDR 53.7 

million per year in 2022; Central Sulawesi’s per capita income increased from IDR 66.31 million 

per year in 2020 to IDR 105.55 million in 2022 (Arkyasa, 2023). 
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nickel is considered by the government of Indonesia as a means to reduce 

dependency on developed nations, which typically benefit more from global nickel 

trade. Ultimately, such strategies undertaken by the government of Indonesia are 

expected to combat poverty and propel the nation toward becoming a core 

economy. This aims to prevent the country from remaining trapped as an MI nation, 

as further elaborated in the subsequent section of this study's analysis. 

 

5.2 Dependency and World System Theory in Viewing Indonesia as a Middle-

Income (MI) Country  

The second section delineates Indonesia as a semi-peripheral region that primarily 

exports commodities or raw materials in the global market. This section also 

highlights Indonesia's status as an MI country, boasting a substantial GDP. The 

government of Indonesia is keen to capitalize on opportunities to align itself with 

developed nations. Guided by the selected theories above, this section examines the 

challenges faced by Indonesia in its pursuit to transition its economy towards the 

core economy in the world system. Given the significant influence of global 

capitalism within the country, Indonesia may risk continuing to rely on emergent 

capitalist actors and may struggle to progress towards becoming a developed 

country. 

 

5.2.1 Indonesia as a Middle-Income (MI) Country  

The economic status of Indonesia has been fluctuating. Indonesia attained MI status 

in 1993 (ADB, 2012). However, Indonesia regressed due to the Asian financial 

crisis of 1997-98. Following six years, specifically in 2003, Indonesia reclaimed its 

MI status. In 2019, Indonesia achieved the title of an upper MI country. However, 

due to the impact of the Covid-19 pandemic, the subsequent year in 2020, 

Indonesia's economic status, which is quite susceptible, was downgraded to the 

lower MI group (Rivani, 2023, pp. 16–7). According to the latest data from the 

World Bank (2023), Indonesia has been reclassified as an upper MI country. In this 

regard, the government of Indonesia has mentioned that Indonesia is now included 

in the 'alert' MI trap since it has held the MI status for a considerable period. 
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Referring to Felipe et al. (2021 in Anastasi, 2023, p. 175), a country can become 

stuck in the MI trap if it remains in the MI range for 42 years.  

To address concerns about being trapped in the MI category, Indonesia prioritizes 

industrialization. In line with the modernist perspective, industry fosters 

productivity and increases the quality of job opportunities. The government of 

Indonesia believes that industry adds value to the economy and generates dual 

effects, including backward and forward linkages, not only within the industrial 

sector itself (Bappenas, 2022). The industrial sector has also become one of the 

most prominent economic sectors contributing to Indonesia’s GDP, averaging 40% 

during the period from 2012 to 2022 (Statista, 2022). This stands in contrast to the 

agriculture sector, which consistently contributes below 14% despite Indonesia's 

tropical climate and vast fertile soils. The significance of the industry sector 

prompts the government of Indonesia to optimize industry through conducive 

regulations, business opportunities, and resource availability, including industrial 

human resources (Bappenas, 2022). 

As a country included in semi-peripheral regions9, Indonesia tends to be more 

conscious of its domestic economy during uncertain times caused by globalization. 

Wallerstein (1976, p. 472) refers to this phenomenon as 'economic nationalism' 

among semi-peripheral countries during periods of world economic downturn. This 

trend can be observed in several policies implemented by the government of 

Indonesia to enhance domestic independence and promote domestic industry. These 

policies include the 35% import substitution program in 2022, programs to increase 

domestic production, downstreaming of the natural resources industry, and the 

omnibus law on job creation aimed at creating a favorable climate for FDI. All these 

programs are interconnected, aiming to reduce Indonesia's reliance on other 

countries for resource processing, minimize imports of industrialized goods, and 

meet domestic needs (Kemenkoekon, 2022). This aligns with Wallerstein's 

 
9 Referring to Wallerstein (1976, p. 465), Indonesia is included in the semi-periphery regions. This 

region actually includes a wide range of countries in terms of economic strength and political 

background. In the case of Indonesia, the country also continues to produce various intermediate 

goods. 
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assertion (in 2004, pp. 29-30) that semi-peripheral states, which have a relatively 

mixed production base due to pressure from core states and exert pressure on 

peripheral states, tend to be more competitive. This reflects Indonesia's ongoing 

efforts to compete with other semi-peripheral states, as evidenced by its active 

participation in the G20 and its aspirations to join the Organisation for Economic 

Co-operation and Development (OECD). Indonesia's involvement in GVCs and 

several advanced economic organizations demonstrates its desire to be perceived as 

an emerging economy, moving away from its semi-peripheral status. 

From the perspective of GPE, particularly through the lens of dependency theory 

and WST, Indonesia may find itself trapped in the MI status category when it 

struggles to compete with both LI and HI countries due to disparities in wages and 

technological advancement (Doner and Schneider, 2016, p. 609). Compared to low-

wage income countries, Indonesia, as a member of the G20, which comprises the 

top 20 economies in the world, appears somewhat more advanced in this regard. 

According to the latest global wage report issued by the International Labour 

Organization (ILO), Indonesia has shown rapid growth indices in line with other 

emerging G20 economies such as India, Russia, and South Africa (Vazquez-

Alvarez et al., 2022, p. 51). However, this may impact the country’s 

competitiveness in the global market. This is because some TNCs often opt to 

outsource their business from core to semi-peripheral and peripheral countries to 

leverage cheaper labor costs and suppress production costs (Cypher, 2021, p. 622). 

It is a concern that LDCs and developing countries engage in a ‘race to the bottom’, 

lowering wages and labor rights to attract more FDI and TNCs. 

In comparison with HI countries, Indonesia also lags in technological advancement. 

This is evident from Indonesia's efforts to bolster domestic industrialization, as well 

as its export profile. Indonesia primarily exports unprocessed primary commodities, 

as supported by data from the WITS (2021), indicating fluctuations in export 

product groups, with raw materials and consumer goods consistently comprising a 
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huge portion of Indonesia’s total exports.10 It is noteworthy that exports of goods 

and services significantly contribute to Indonesia's GDP. Specifically, in 2022, 

exports of goods and services accounted for almost a quarter of Indonesia's GDP 

(Trading Economics, 2022). Natural resources have emerged as one of the primary 

sources of exports, alongside non-oil and gas exports, according to the official 

website of the Ministry of Trade of Indonesia (Satudata, 2024). Coal, vegetable oils 

(palm oil), and ferro-alloys or nickel have been prominent commodities exported 

by Indonesia from 2019 to 2023. 

 

5.2.2 Navigating Indonesia's Challenges as a Middle-Income (MI) Country 

within Global Value Chains (GVCs) 

With the tendency to export raw materials, international trade is argued to 

contribute to unequal exchange within the world system (Wallerstein, 2004, p. 12). 

The perspectives of dependency and WST explain that international trade, mainly 

for countries primarily exporting raw materials, perpetuates trade dynamics that 

facilitate the flow of surplus value from weaker countries to the core. Core 

countries, such as the US and countries in the EU, continue to demand that states in 

the rest of the world open their borders to flows of manufactured goods and services 

from them (Wallerstein, 2004, p. 55). Meanwhile, they restrict the import of 

competitive products from peripheral or semi-peripheral regions, such as 

agricultural products, by exerting pressure on weaker states to conform to the policy 

needs of the stronger states. This can be observed in the case of palm oil and other 

agricultural products in Indonesia, which face challenges in being exported to the 

EU due to sustainability concerns. However, the situation differs when it comes to 

nickel, despite its unsustainable extraction practices. 

In the current global context marked by such trade competition, war, climate 

change, and the post-pandemic era, Indonesia is concerned about the potential 

negative impact on its domestic economic development. Wallerstein (1976, p. 480) 

suggests that during world economic downturns, semi-peripheral states can 

 
10 Indonesia's share of exports in raw materials and consumer goods products reached 59.92% in 

2021. 
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improve their bargaining position on the world market, enabling them to profit from 

shifts in world terms of trade. This prompts Indonesia to seek foreign capital and 

advance its trade by exporting more advanced processed goods. In support of the 

downstreaming industry policy, Indonesia has invited foreign companies, primarily 

from China. The government of Indonesia anticipates that the proliferation of FDI 

and TNCs in the country will facilitate the transfer of knowledge and technology. 

This support is expected to aid Indonesia in its industrialization efforts and 

ultimately assist in transitioning from its MI status. 

As stated in the theoretical framework, countries that lose their comparative 

advantage to LI countries require capacities akin to those of core countries 

(Anastasi, 2023, p. 175). These capacities include the need for investment in 

industrial upgrading and human capital within the country. Without these 

capacities, MI countries are prone to engaging in low-value-added economic 

activities. In the case of nickel industrialization in Indonesia, doubts arise regarding 

the extent to which TNCs present in Indonesia would support homegrown 

businesses and industries. Some research conducted in Indonesia highlights 

challenges related to the transfer of technology and R&D in developing countries, 

attributed to issues such as patent rights and a lack of skilled knowledge. The TNCs 

tend not to deploy advanced technology in developing countries until more 

sophisticated technology emerges (Soekirno, 1995, p. 14). This impedes the growth 

of local industries in Indonesia, as they lack the capacity to develop their own 

technology for their respective sectors. The development of the automotive industry 

in Indonesia serves as an illustrative example (Sabini, 2013). Despite being a 

prominent producer in Southeast Asia, Indonesia has never established a local car 

or local EV company comparable to those in Vietnam or Malaysia. Instead, 

Indonesia consistently relies on the production of foreign companies in the country, 

such as Toyota (Japan) or Hyundai (South Korea), even for the domestic market. 

Another research also mentions that one obstacle to the transfer of technology is the 

lack of skills or knowledge (Sulastri, 2014, pp. 276–7). When the human resources 

of developing countries and LDCs are not sufficient to accept and absorb 
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advancements brought by foreign capital, foreign companies may find it 

challenging to rely on local human capital. This scenario appears to be challenging 

in Indonesia, where, according to the Ministry of Home Affairs (in GoodStats, 

2023), only 6.41% of the population attends university out of 275.36 million people. 

Additionally, based on the UN's Human Development Index (HDI)11 in 2022, 

Indonesia ranks 112th globally and 6th in Southeast Asia (UNDP, 2024). This 

indicates that Indonesia still struggles to balance its capacity to resemble core 

economies in terms of human capital, infrastructure, and education. As highlighted 

by scholars previously, MI countries still need to address such challenges, as they 

can contribute to broader issues such as economic inequality and disparities across 

states, society, and markets (Doner and Schneider, 2016, p. 612; Anastasi, 2023, 

pp. 175–7). While countries like Indonesia are keen on progressing, periphery or 

semi-peripheral nations must also be prepared to confront challenges associated 

with industrialization, including social cleavages. 

In summary, it can be explained that Indonesia, as a semi-peripheral region, aspires 

to ascend to the status of core economies and aims to avoid being trapped in the MI 

status with stagnant standards of living. Through its involvement in GVCs, 

Indonesia expects to establish an independent industrial state to meet domestic 

needs and enhance the export of processed advanced goods. However, despite the 

government's efforts to enact policies encouraging foreign capital influx into the 

country, Indonesia still faces challenges due to its comparative lack of capacities 

compared to HI states. Naseemullah (2022, p. 2163) further contends that even if 

developing countries upgrade their institutions and achieve the potential to produce 

higher value-added goods, entry into GVCs at higher levels is not guaranteed due 

to the complex dynamics of power asymmetry within GVCs, influenced by global 

capitalism's control. Although productivity and output growth in nickel production 

are increasing with the assistance of TNCs and FDI, it remains uncertain whether 

this will propel Indonesia to become a core country through mineral 

 
11 HDI is a crucial indicator to measure human development performance in a country, covering 

health, education, and a decent standard of living.  
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industrialization. Instead, the economic development pursued by the government 

may exacerbate disparities and environmental impacts. These ensuing issues are 

discussed in the next section. 

 

5.3 The Dilemma of Nickel Downstreaming 

The final section explores the dilemma of nickel downstreaming resulting from the 

prohibition of nickel ore export policies that necessitate domestic nickel processing 

requirements. This section delves into the hidden impacts of such measures, 

particularly on grassroots levels, including the local communities residing around 

the nickel extraction and smelting industries. The section also analyzes the potential 

additional costs due to Indonesia's ambitious involvement in GVCs with the 

assistance of excess FDI and TNCs, despite the government's belief that Indonesia 

has reduced its dependency on core nations by not exporting nickel ore to developed 

nations.  

 

5.3.1 Dynamics of Nickel Industrialization: Unveiling Multifaceted Hidden 

Costs     

Following the modernist view on capitalism and industrialization, the government 

of Indonesia posits that policies regarding the nickel ore ban and downstreaming in 

the country can generate jobs in remote areas, reduce income inequality, 

unemployment, and improve economic welfare in the medium to long-term (IMF, 

2023, p. 26). Conversely, this research aims to explore alternative perspectives on 

such developments. Drawing from the dependency theory and WST, there are 

potential costs arising from power asymmetry in the involvement of GVCs, 

particularly between global corporations and grassroots actors. Cypher (2021, pp. 

592-5) outlines three aspects that developing countries and LDCs may neglect when 

assessing the impacts of excessive FDI and TNCs. 

First, after reviewing the relevant documents, this research reveals that TNCs, 

predominantly originating from China, continue to reap the most significant 

benefits from nickel extraction in Indonesia. Data from China’s customs office 

indicates that the country imported nickel ore from Indonesia despite the ban, with 

a recorded quantity of 5.56 million metric tons between 2020 and 2023. On the 
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other hand, Jakarta refuted these claims, asserting that less than 2 metric tons of 

nickel ore were exported from Indonesia from 2020 to 2022 (Nangoy and Nguyen, 

2023). It is argued that China and Indonesia have different concepts regarding the 

iron and nickel ore content in trading. Apart from that, Indonesia traditionally 

supplied nickel pig iron to China for processing into stainless steel. Presently, 

Indonesia still engages in this practice, but refined nickel exports now include 

battery chemicals such as nickel matte and mixed hydroxide precipitate (Mills, 

2024). These materials are essential components for battery production in EVs. 

Although it appears that Indonesia has processed the nickel, the intermediate goods 

are still transferred to other companies in China for further processing into 

advanced goods. 

According to a member of the Indonesian House of Representatives, Chinese 

companies have dominated Indonesia’s nickel industry (Costa, 2022). One of the 

biggest mining companies in Indonesia, which also owns several branches 

worldwide, is Tsingshan Holding Group (Huang, 2023). Such a company gains an 

absolute advantage from its complete industry chain, encompassing upstream and 

downstream operations of nickel globally. This strategic move by the company 

ensures China’s power battery industry has secured raw materials from various 

parts of the world. This illustration reflects profit shifting, where Indonesia still 

receives low profits while other large companies avoid losses by consolidating all 

processes in one country. Another clear example of profit shifting occurs when the 

Indonesian government provides incentives such as tax holidays and import tax 

exemptions for investors (Costa, 2022). This policy has drawn criticism due to its 

perceived peculiarity, particularly considering that minerals are non-renewable 

resources, while foreign companies stand to gain higher profits. Yet, the 

government still implements these measures to attract more FDI. 

Secondly, diversion effects are evident in the lack of involvement of local 

communities residing near nickel extraction sites in Indonesia in decision-making 

processes (CRI, 2024). However, nickel industrialization directly impacts their 

rights, such as their land and resources. Given that local communities possess 
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valuable knowledge about their surroundings, prioritizing their input would be 

beneficial for those foreign companies. Indeed, those TNCs also implement 

Corporate Social Responsibility (CSR) programs, such as community development 

and training for locals, to involve them in the industrialization process (Rosada et 

al., 2023, pp. 106–7; Tritto, 2023). However, CSR initiatives involving local 

communities and their surroundings are deemed insufficient for long-term social 

development.12 Additionally, the government's industrial policy over the last decade 

has primarily focused on promoting tax incentives for FDI and implementing non-

tariff measures, such as imposing domestic processing requirements, rather than on 

enhancing local involvement and local R&D (Tundang and Mercurio, 2023). 

Nevertheless, R&D, the involvement of communities, and domestic firms have 

played significant roles in local development. This is illustrated by Zhou's study 

(2018, p. 497), which compares South Korea's emphasis on developing local R&D 

facilities to Brazil's heavy reliance on FDI from multinational firms. In this 

comparison, South Korea's approach is considered more successful, leading to the 

domestic production of many advanced goods. 

Another diversion effect, as mentioned by Cypher (2021, p. 593), is the prevalence 

of non-local personnel in top-level positions within companies. At IMIP, for 

instance, Chinese employees often occupy supervisory, technical, or managerial 

roles, whereas Indonesian employees, especially the local communities, are 

primarily placed in the main workforce (Tritto, 2023). This situation is exacerbated 

by indications of differential treatment between foreign and local workers. Chinese 

workers receive higher salaries and utilize travel visas for work, while Indonesian 

workers receive slightly higher than average local salaries but face greater risks in 

their roles (Kumparan, 2023). This resonates with the concept of the ‘race to the 

bottom’, wherein TNCs seek to reduce costs by relocating production to semi-

peripheral and peripheral countries, offering lower wages to employees 

(Wallerstein, 2004, p. 30). The issue of labor in the nickel industry is further 

 
12 CSR programs, such as electrifying surrounding villages and providing education and training 

opportunities for young individuals, aim to prepare them for future roles in nickel companies. Skilled 

workers from outside the region are expected to transfer technology to the local workforce. 
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exacerbated by the negligence of many local labor safety standards, leading to 

incidents such as explosions at nickel smelters resulting in fatalities among local 

workers (Handayani, 2024). This also serves as a critique of the government, as 

despite providing numerous incentives, both fiscal and non-fiscal, for FDI and 

TNCs to operate in Indonesia, the government of Indonesia appears negligent in 

ensuring labor rights and safety. 

Thirdly, Cypher (2021, p. 595) highlights the risk of increased industrial 

concentration, a phenomenon also observed in the Indonesian context. The 

Indonesian Resources Study (IRESS)13 contends that Chinese investors and 

companies control 90% of Indonesia’s nickel industry (Costa, 2022).14 While 

smelter companies operate under Indonesian legal entities, local firms play a 

negligible role. As foreign corporations gain more power, they can control prices 

and stifle competition, leaving many local miners unable to sustain their exports. 

After numerous TNCs entered Indonesia and as a result of a series of Indonesian 

policies, local miners have been compelled to sell their nickel ores to these large 

corporations. However, the TNCs, which control the nickel industry and domestic 

smelters, offer them low prices in return (Costa, 2022). This trend ultimately 

underscores how the accumulation of foreign capital can empower foreign actors at 

the expense of local miners. The local miners, who should have been able to benefit 

from their resources, find themselves disadvantaged by global capitalism and reliant 

on new entrants, primarily FDI and TNCs. 

Another perspective from WST considers other potential costs often overlooked in 

the context of GVCs (Wallerstein, 2004, p. 48–9). Some of these relate to 

sustainability aspects, particularly environmental concerns, as exemplified in the 

case of nickel industrialization in Indonesia. First, the cost of toxicity resulting from 

the production process. Besides labor conditions, the potential damage to local 

communities and ecosystems due to mineral extraction in Indonesia is another 

 
13 An Indonesian NGO focusing on minerals and energy. 
14 Among them are Tsingshan Holding Group, Zhejiang Huayou Cobalt, Shandong Xinhai, China 

National Machinery Import, China Wanxiang, Fujian Pan-Chinese Mining Co.Ltd, Jiangsu Delong 

Nickel Ind.Co.Ltd, and China Huadi Nickel Alloy. 
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serious issue. To extract nickel, companies employ coal-fired smelters utilizing 

High-pressure acid leaching (HPAL) technology (Mills, 2024). This method 

generates considerably high carbon emissions that can be harmful to human health 

and the ecosystem in general. Moreover, the waste from this process is often 

disposed of as tailings dumped into the sea, known as Deep-Sea Tailings (DST). 

Although the government of Indonesia purportedly banned this waste dumping into 

the ocean via submerged pipelines in 2021, it continues to occur unabated (Mills, 

2024). 

Wallerstein (2004, p. 48) also discusses cost exhaustion, suggesting that natural 

resources, especially mining materials, can be depleted if exploited unsustainably. 

Furthermore, exploiting natural resources without considering restoration measures 

may lead to long-term damage to the environment. This phenomenon is becoming 

evident in Indonesia, particularly in Central Sulawesi. According to Global Forest 

Watch (in Ginting and Moore, 2021), Morowali, where IMIP is located, lost 8.2% 

of its forest cover between 2002 and 2020, representing 58% of its total forest cover 

loss. Deforestation rates in the area increased following Indonesia's nickel ore 

export ban and the commencement of nickel industrialization in 2013. In another 

area, particularly in Halmahera, North Maluku, Climate Rights International 

(CRI)15 and AI Climate Initiative University of California found that 5,331 hectares 

of tropical forest were cleared for nickel mining concessions (CRI, 2024). This 

exacerbates the issue as the region lost around 2.04 metric tons of CO2 that would 

have been sequestered by the forest. 

The ecological damage resulting from nickel industrialization further impacts the 

local community in Indonesia. Firstly, the government removed the national 

geopark site label from Goa Boki, an area surrounding the nickel industry in North 

Maluku (Pardede, 2023). This is concerning because, according to MEMR 

Regulation Number 31 Year 2021 regarding the establishment of a national 

geopark, the national geopark label aims to preserve and monitor geo-heritage, 

 
15 An NGO that partners with local and international groups to conduct research and documentation, 

as well as advocacy on the issues of climate change and protecting human rights. 
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biodiversity, and cultural diversity for conservation, education, and sustainable 

development. With the revocation of the geopark status, the Goa Boki area becomes 

more vulnerable to and threatened by mining activities. Consequently, the TNCs in 

these areas tend to disregard the impact of local and environmental issues. 

It is also interesting that the government of Indonesia is now prioritizing the 

protection of TNCs over environmental restoration and the well-being of local 

communities. Some national strategic areas built to facilitate industrialization in 

local regions are guarded by Indonesian authorities. In IMIP, for instance, a military 

base was constructed close to the park to safeguard the growing investment in the 

area. In 2014, armed personnel had to be deployed during labor strikes sparked by 

low wages and complaints about exploitative conditions, including occupational 

health hazards (Ginting and Moore, 2021). It is paradoxical that the government 

tends to favor FDI and TNCs operating in local regions over addressing the welfare 

and ecological concerns that could impact the spillover effect. 

Other hidden effects stemming from the toxicity and exhaustion costs include the 

loss of livelihood for local communities due to nickel industrialization. In North 

Maluku, locals have voiced concerns about rapid population growth resulting from 

an influx of foreigners to their land (Pardede, 2023). This population increase, 

coupled with environmental degradation from industrialization, has forced locals to 

transition from farming to other occupations, such as driving or setting up stores, 

or to become laborers in mining companies. Additionally, in Central Sulawesi, 

waste dumped from IMIP has been found to harm ocean ecosystems and fisheries 

(Ginting and Moore, 2021). Such outcomes are particularly unfortunate given 

Indonesia's position as part of the global coral triangle, renowned for its marine 

biodiversity. This has profound implications for traditional fisheries, upon which 

local communities have historically depended for their livelihoods. As a result of 

mining industrialization, fish populations have declined, as well as the seawater and 

land that local communities rely on for their daily needs have become polluted. 
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Lastly, Wallerstein (2004, p. 49) argues about the cost of transport, suggesting that 

TNCs do not substantially contribute to infrastructure development. This assertion 

is exemplified by the case of Indonesia. Between 2014 and 2022, the Indonesian 

president announced the construction of a 1,900 km highway and several other 

major infrastructure projects aimed at promoting industrialization and attracting 

FDI, including special zones for the nickel industry, as well as seaports and airports 

throughout Indonesia (BBC, 2022). However, these developments have been 

criticized for lacking feasibility studies, thereby failing to attract many investors, 

and TNCs have not significantly contributed to them. While TNCs may implement 

some CSR programs aimed at infrastructure development, these initiatives typically 

operate on a smaller scale and yield short-term impacts on local communities. 

Additionally, many of these infrastructure projects remain underutilized, 

particularly outside of Java Island, where there are still sparse populations, 

primarily serving industrial purposes. Some international airports have even been 

forced to close due to operational costs outweighing revenues. Critics argue that 

these infrastructure developments have left the country with considerable debt and 

have consumed a huge portion of the national budget (BBC, 2022). 

 

5.3.2 Biased Economic Growth 

Issues persist in regions where nickel industrialization is growing due to external 

costs, contrary to the modernist notion of always positive economic development 

facilitated by GVCs. This is evidenced by the arguments of dependency and WST 

scholars, indicating that FDI and TNCs, coupled with governmental capacity 

limitations in managing global capitalism, give rise to sustainability issues and 

biased economic growth. This research seeks to gather extensive data on economic 

development in regions with nickel industries to conduct the further examination. 

It has been found that despite the general increase in wages in Indonesia, along with 

nickel production and the export value of processed nickel, as well as the country's 

macroeconomic stability as an MI nation, poverty continues to grow within the 

country, contributing to inequality. 
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North Maluku and Central Sulawesi, where prominent nickel industries are located, 

have indeed experienced accelerated economic growth. However, despite this 

growth, poverty rates in both regions have increased. According to the Indonesian 

Central Bureau of Statistics (in Arkyasa, 2023), poverty in Central Sulawesi 

increased from 12.33% to 12.41% (yoy) in March 2023. Ironically, the poverty rate 

in Central Sulawesi exceeds the national poverty line of Indonesia, which stood at 

9.4% in 2023 (Statista, 2024). Similarly, in North Maluku, although below the 

national poverty line, the poverty rate increased from 6.23% to 6.46% (yoy) in 

March 2023. This data is further supported by documents from the MEMR (in 

Santika, 2023), which collected poverty percentages in regions with nickel mining 

presence in 2020. According to this data, five out of seven provinces with nickel 

industry permits, including North Maluku and Central Sulawesi, experienced an 

increase in poverty between September 2022 and March 2023. 

Another source, the Center of Economic and Law Studies (Celios)16, also examined 

the disparity among regions where nickel smelters are built. Using the Williamson 

index to measure regional income inequalities, Celios found that nickel 

downstreaming only had a small impact on increasing the economic gap among the 

regions (Nurdifa, 2024). In nickel industry regions, the level of disparity ranged 

from 0.74 to 0.73, which tends to be close to 1, indicating a relatively large gap. It 

is assumed that the change in livelihoods and the loss of jobs due to nickel 

industrialization in some regions may contribute to the rising disparity. In Central 

Sulawesi in 2023, it was also observed that the farming sector contributed to 

38.85% of employment, contrasting with the mining sector at 2.39% and the 

processing industry at merely 9.36% (Nurdifa, 2024). Nevertheless, the focus of 

development remains on the mining sector. This highlights how Indonesia is 

entrapped by GVCs and the idea of global capitalism, where the increasing trend in 

nickel and the necessity of nickel industrialization are perceived as the only means 

to reap benefits and develop the country's economy. 

 
16 Celios is an Indonesian research institute that specializes in economics and public policy. Its goals 

are to promote economic equality, foster a sustainable economy, and enhance the quality of digital 

innovation. 
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Based on the numerous data presented above, it becomes evident that nickel 

industrialization, while stimulating development, does not always yield positive 

impacts for local regions. The government of Indonesia may perceive foreign 

capital accumulation as a means to industrialize the country and boost its economy. 

However, the presence of FDI and TNCs in the country brings forth additional 

challenges. The explanations provided reveal that regions hosting mining extraction 

and downstreaming activities still experience poverty growth and disparity, likely 

stemming from ecological, social, and health impacts of nickel industrialization in 

those areas. Ultimately, these conditions impose significant burdens on regional 

development and grassroots levels. 
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6 Discussion 
Indonesia's abundant natural resources suggest that the country should have 

garnered greater benefits from international trade. In the case of nickel, Indonesia 

has the potential to become a global leader in the nickel industry. However, as 

explained above, many developed countries from core regions, despite not having 

abundant natural resources, hold significant positions in the global nickel market. 

This disparity is evident as many developed countries export more processed nickel 

and advanced goods, such as stainless steel-related products and EVs, which are 

often exported back to the countries that supply their raw materials. Recognizing 

this gap, Indonesia has implemented domestic nickel processing requirements and 

a nickel ore export ban, with the expectation of reducing dependency on processing 

raw materials in other developed nations. 

The prohibition of nickel ore exports ultimately catalyzes nickel industrialization 

in Indonesia. According to the Ricardian model thinking, a country with superior 

technologies will likely possess a higher labor rate and enjoy absolute advantages 

in international trade (Zhou, 2018: 485). With Indonesia's nickel industrialization 

initiative, governmental authorities envision a multiplier effect, expecting 

economic growth through the creation of more job opportunities, increased nickel 

processing production, and higher export values. Such developments are hoped to 

elevate Indonesia from its MI status, advancing the country towards core 

economies. To bolster the nickel industrialization endeavor, Indonesia has also 

enacted legislation and policies aimed at attracting foreign capital to the country. 

Capital accumulation from abroad is necessary to establish additional smelters and 

enhance the domestic nickel processing industry. 

In this study, dependency theory and WST are employed to elucidate that Indonesia 

will remain in the semi-peripheral regions if it continues to solely export raw 

materials or intermediate goods to core economies. As a country within the semi-

peripheral region, Indonesia is at a disadvantage because the export of intermediate 

goods yields less value compared to the production of advanced goods with higher 

value-added in core economies. Conversely, it is more convenient and cost-
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effective for core countries to acquire primary goods from periphery and semi-

peripheral regions, which serve as the basic materials for manufactured goods 

(Cypher, 2021, p. 239). To alleviate Indonesia's dependency on core countries for 

processing raw materials, the development of domestic industries is imperative. 

Hence, Indonesia can meet domestic demands and enhance its bargaining power 

with value-added goods in the global market. 

WST and dependency theory offer further insights into the challenges encountered 

by Indonesia as it endeavors to transition from an MI to an HI country. In the case 

of the prohibition of nickel ore export, nickel industrialization in Indonesia is 

expected to propel the country out of its MI status. To facilitate this transition, this 

thesis emphasizes two key points derived from the aforementioned discussion. 

Firstly, Indonesia's inclusion in the G20, comprising the world's top 20 economies 

that are actively involved in the GVCs, underscores its significant economic stature. 

Concurrently, Indonesia experiences growth in wage labor, a trend that may deter 

global corporations from investing in the country due to rising labor costs. This shift 

signifies Indonesia's turning point from being a LI country, yet it risks losing its 

comparative advantage to LI countries. However, concerns arise regarding the 

emergence of a 'race to the bottom', where countries compete to ease business 

regulations at the expense of labor rights to attract FDI and TNCs. Moreover, 

various incentives provided to foreign capital enable TNCs to maximize profits 

from exploiting Indonesia's natural resources. 

Secondly, Indonesia cannot be equated with HI countries, which possess more 

advanced technology, cutting-edge R&D capabilities, and robust industries. It is 

anticipated that with the influx of TNCs and FDI, Indonesia can secure a significant 

position in GVCs by producing more sophisticated goods akin to core countries. To 

align itself with HI countries, Indonesia endeavors to enhance its manufacturing 

capacity and domestic industries by inviting more FDI and TNCs into the country. 

However, this study reveals that foreign capitalist actors often fail to uplift the local 

industry and instead engender new forms of dependency. These emerging 

dependencies are evident in the following aspects. 
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The flow of foreign capital into the country is expected to lead to improvements in 

technological and industrial advancements domestically in Indonesia. However, 

TNCs often refrain from technology transfer due to patent issues, competition with 

local industries, and the limited capacity of the host country. This is demonstrated 

by the scarce representation of local industries that have effectively established 

recognizable brands in the global nickel sector. It is also interesting that TNCs and 

FDI, predominantly originating from China17, are flooding the nickel industry 

development in Indonesia. Indonesia relies on these Chinese companies with the 

hope that local R&D and industries could improve. However, local firms and 

communities often have minimal involvement in this massive nickel industry, 

primarily providing raw materials for sale to TNCs and workforce services at a low 

cost. Despite the apparent absorption of many job opportunities by foreign capital 

and the potential for Indonesia to export more value-added nickel, refined nickel 

(intermediate goods) still primarily flows to parent companies in China, where the 

global nickel industry is headquartered. 

Moreover, reliance on foreign capital, coupled with the lack of capacity in 

Indonesia's institutions to monitor and regulate these FDI and TNCs, can lead to 

broader sustainability issues. The nickel mining and processing industry can cause 

long-term environmental damage, with its waste polluting the land, air, and sea. 

This, in turn, affects various aspects, such as the health and livelihoods of local 

populations. Sacrificing environmental and social concerns due to nickel 

industrialization can exacerbate poverty in the region, widen disparities, and even 

contribute to increased foreign debt and higher expenditure from the national 

budget. Additionally, the hidden costs required to remediate environmental and 

social problems further compound these challenges. Such development inevitably 

fosters biased economic growth, rendering Indonesia more vulnerable within the 

GVCs and perpetuating its status as an MI country. 

 
17 Similarly to Indonesia, China is also considered part of the semi-peripheral regions and an upper 

MI country (Wallerstein, 1976, p. 465; World Bank, 2024). 
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With various policies implemented in Indonesia and the assistance of Chinese 

corporations, Indonesia should ideally be able to move towards achieving HI status. 

However, this endeavor faces challenges as Indonesia must consolidate its 

intermediate position amidst its reliance on Chinese corporations, ironically leading 

to biased economic growth in the country. From the context of this research, it can 

be argued that exploitation does not solely emanate from HI countries within core 

regions. Instead, it also arises from global corporations originating in emerging 

countries within the world system, which can exert pressure on a country to 

maintain a stagnant position within GVCs. It contrasts with Wallerstein's 

assumption (2004, pp. 55-7) that modern colonies typically arise when strong states 

from core regions, such as Western Europe and the US, expand economically into 

weaker states in semi-peripheral and peripheral regions. This circumstance is 

noteworthy for demonstrating a form of dependency that encompasses not just 

LDCs and developing countries' reliance on developed nations but also their 

dependence on global corporations from non-core regions. 

 

6.1 Conclusion 

The prohibition of nickel ore export significantly impacts Indonesia's mineral sector 

and industry development. This is expected to alter the dominant-exploited 

relationship between developed nations and Indonesia as a developing country, as 

nickel ore no longer needs to be processed in core countries with sophisticated 

processing industries and technology. Consequently, the prohibition of nickel ore 

export, leading to downstreaming of other commodities, is anticipated to propel 

growth and economic development in Indonesia, facilitating its transition towards 

core economies.  

However, Indonesia faces challenges as an MI country if it overly relies on global 

capitalism. The proliferation of FDI and TNCs from China introduces new forms 

of dependency for Indonesia. Despite the potential rise in exports and production 

of processed nickel, the lack of improvement in local industries due to challenges 

posed by big corporations in technology transfer, local R&D, and involvement 

continues to hinder value-added growth. This is exemplified by the fact that 
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exported nickel, primarily classified as intermediate goods, is predominantly 

channeled to parent companies in China. This trend is facilitated by Chinese TNCs, 

which maintain branches in multiple locations in other LDCs and developing 

countries like Indonesia to bolster the production of goods assembled in China. 

Moreover, engaging in GVCs through excessive FDI and TNCs in Indonesia 

exacerbates existing disparities. While Indonesia may no longer export nickel ore 

to core regions, this presents an opportunity for global corporations from non-core 

countries to exploit resources further, particularly when Indonesian authorities lack 

sufficient control over excessive foreign capital. This exploitation results in hidden 

costs affecting sustainability issues, leading to biased economic growth and 

perpetuating Indonesia's challenges as an MI country in its consolidation towards 

developed or core nations. 
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