
Indonesia 
 

 
CLIENT UPDATE 
12 FEBRUARY 2016 

 
 

 
© Assegaf Hamzah & Partners 
 
 
 
 
 
 

1 

Government moves to loosen foreign 
direct investment restrictions   

 

1. Introduction  

As part of its 10th economic reform package (and possibility the most significant to date), the 

Government has announced that it will revise the Negative Investment List (Daftar Investasi 

Negatif / “DNI”) so as to permit foreign direct investment (“FDI”) for the first time in a number of 

sectors and increase FDI limits in others. The proposed changes are clearly influenced by the 

need to attract greater FDI inflows so as to counter the current economic slowdown and to boost 

the country’s competitiveness in the Asean Economic Community (“AEC”). No doubt the 

Government also has its eye on the prospect of stiff competition from Trans-Pacific Partnership 

(“TPP”) countries such as Vietnam.  

In an official release issued on Thursday (Feb 11), the Coordinating Ministry for the Economy 

outlined the various changes that will be instituted, and explained the necessity for these 

changes. The Ministry said that they were required to, among other things, break up economic 

concentrations that only served to benefit vested interests, reduce the cost of such things as 

medicines and medical equipment, effectively respond to greater competition as a member of 

the AEC and enhance the competitiveness of domestic industry, both at home and overseas. 

As a Presidential Regulation implementing the changes has yet to be issued, we need to stress 

that it is not yet clear whether they are definitive or whether there continues to be room for further 

revisions.  

2. Highlights 

According to the ministerial release, the following sectors will be completely removed from the 

DNI, meaning that ventures in these sectors will be 100% open to FDI: 

 Crumb rubber (foreign ownership currently restricted to 49%) 

 Cold storage (currently 33%) 
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 Tourism, including restaurants, cafes, recreation, arts and entertainment and sports 

facilities (currently 51%) 

 Film industry, including film distribution (currently totally off-limits to FDI). 

 E-commerce, subject to the provision that should a foreign investor wish to acquire an 

Indonesian e-commerce company, such company must be valued at more than Rp 100 

billion (currently completely closed to FDI); 

 Film processing laboratories (currently 49%) 

 Telecommunications equipment testing (currently 95%);  

 Tolled expressways (currently 95%); 

 Processing and disposal of non-hazardous waste (currently 95%). It is not clear why 

hazardous waste should be excluded. As the country’s industrial sector continues to 

develop, it will generate increasing volumes of such waste. The big question is whether 

domestic players have sufficient technical and financial capacity to tackle it? 

 Pharmaceutical raw materials (currently 85%). This marks a significant change as the 

current local-partner requirement could be off-putting to international players given the 

importance of intellectual property in the pharmaceutical industry. Unfortunately, 

Indonesia’s domestic pharmaceutical industry has failed to develop and deepen its 

supply chain so that, according to some estimates, up to 90% of the raw materials used 

in the production of even the most basic drugs continues to be imported, thereby making 

drug prices dependent on foreign exchange fluctuations, to the obvious detriment of 

consumers.  

It is further proposed that the maximum foreign ownership limit in the following sectors be 

increased: 

 Distribution and warehousing (67% compared with 33% currently); 

 Vocational training, travel agencies, golf courses, aviation support services (67% versus 

49% currently); 

 Construction services (67% from 55% currently); 

 Telecommunications networks integrated with telecommunications services (67% from 

65% currently) 
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In addition, the following sectors, which are at present completely off-limits to FDI (100% closed), 

will be opened up: 

 High- and extra-high tension electricity installations (up to 49% foreign ownership to be 

permitted); 

 Land-based public transportation (49%) 

 Healthcare support services (67%) 

Besides increases in FDI limits and the opening up of new sectors to FDI, the Government also 

plans to further streamline the investment process. For example, recommendations from the 

relevant governmental authorities will no longer be required for FDI in the hotel sector (for non-

starred and one- and two-star hotels). In addition, a number of classifications in the DNI have 

been combined so as to make it more manageable and comprehensible, including the 

consolidation of building construction, building development and building repair as “Construction 

Services.” 

3. What exactly is the DNI? 

The DNI sets out a long list of business sectors that are either completely closed, completely 

open or conditionally open to foreign investment. This list of business sectors is based on the 

comprehensive classification of sectors set out in the 2009 Indonesian Business Sector 

Classifications (“KBLI”), drawn up by the Central Statistics Bureau. However, the classifications 

are very general in nature, with no definitions being given. The current DNI is incorporated in 

Presidential Regulation No. 39 of 2014. 

4. Caveat 

Despite the relaxations outlined above, there continue to be various other restrictions on FDI in 

practice. For example, the Investment Coordinating Board (“BKPM”) requires a minimum 

investment of USD 300 thousand, rising to USD 1 million within one year (depending on what is 

stated in the BKPM’s preliminary approval), for the setting up of a foreign direct investment 

company, which is a prerequisite for an overseas investor wishing to establish a venture in 

Indonesia (although portfolio investments by foreign investors in Indonesian listed companies 

are not subject to restriction). Consequently, there is no question of foreigners flooding into Bali, 

for example, to snap up small-scale restaurants and hotels.  
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Further, the BKPM has a great deal of discretion in interpreting which precise business activities 

come within the ambit of each business line listed in the DNI. Even if a particular business is not 

specifically mentioned in the DNI (which one would therefore expect to be 100% open to foreign 

investment), the BKPM may still decide that that business in question comes within the scope of 

another sector. For example, engineering procurement (EPC) services are not referred to in the 

current DNI, and should therefore, at first sight, be 100% open to FDI. However, this is not 

necessarily the case as there is nothing to stop the BKPM from determining that they come 

within the ambit of, say, construction consultancy services (currently capped at 55%). Such 

discretion is possible due to the lack of definition of business sectors in the KBLI, as mentioned 

in section 3 above. Thus, potential investors need to test the waters first by consulting with the 

BKPM before taking the plunge.  

In addition, various sectors are reserved to Indonesia SMEs, or minimum investment thresholds 

are imposed below which FDI is not permitted. As a developing nation, Indonesia obviously has 

a strong interest in nurturing its SME sector, something that the Government has stressed it will 

continue to do.  

Conclusion 

The changes announced by the Coordinating Ministry of the Economy are to be welcomed, not 

least the simplification of business lines in the DNI, which has traditionally been difficult to get to 

grips with due to its complexity.  

The Coordinating Ministry for the Economy stressed in its release that it remains committed to 

protecting and nurturing SMEs. This is also to be welcomed as the country’s small enterprises 

have long faced significant hurdles in attempting to develop their businesses, such as lack of 

access to financing, and underdeveloped management and marketing skills. However, while this 

sector needs protection, it is also incumbent on government to do more to ensure that real 

assistance and mentoring is provided on the ground.  

On a final note, it is to be hoped that the current changes will be permanent in nature and that 

Indonesia’s FDI rules will continue to be relaxed going ahead. In particular, it is to be hoped that 

the present changes will not be rolled back after the economy enters recovery mode, as it 

inevitably will.  
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Based in Jakarta, and consistently gaining recognition from independent observers, Assegaf Hamzah & Partners has established itself as 
a major force locally and regionally, and is ranked as a top-tier firm in many practice areas.  Founded in 2001, it has a reputation for 
providing advice of the highest quality to a wide variety of blue-chip corporate clients, high net worth individuals, and government institutions. 
 
Assegaf Hamzah & Partners is part of Rajah & Tann Asia, a network of local law firms in Singapore, China, Lao PDR, Vietnam, Thailand 
and Myanmar, as well as associate and affiliate offices in Malaysia, Cambodia, Indonesia and the Middle East. Our Asian network also 
includes regional desks focused on Japan and South Asia.  
 
The contents of this Update are owned by Assegaf Hamzah & Partners and subject to copyright protection under the laws of Indonesia 
and, through international treaties, other countries. No part of this Update may be reproduced, licensed, sold, published, transmitted, 
modified, adapted, publicly displayed, broadcast (including storage in any medium by electronic means whether or not transiently for any 
purpose save as permitted herein) without the prior written permission of Assegaf Hamzah & Partners. 
 
Please note also that whilst the information in this Update is correct to the best of our knowledge and belief at the time of writing, it is only 
intended to provide a general guide to the subject matter and should not be treated as a substitute for specific professional advice for any 
particular course of action as such information may not suit your specific business and operational requirements. It is to your advantage to 
seek legal advice for your specific situation. In this regard, you may call the lawyer you normally deal with in Assegaf Hamzah & Partners.  

 
 
With the launch of the ASEAN Economic Community (“AEC”) in December 2015, businesses looking to tap the opportunities presented 
by the integrated markets of the AEC can now get help a click away. Rajah & Tann Asia, United Overseas Bank and RSM Chio Lim 
Stone Forest, have teamed up to launch “Business in ASEAN”, a portal that provides companies with a single platform that helps 
businesses navigate the complexities of setting up operations in ASEAN.  
 
By tapping into the professional knowledge and resources of the three organisations through this portal, small- and medium-sized 
enterprises across the 10-member economic grouping can equip themselves with the tools and know-how to navigate ASEAN’s business 
landscape. Of particular interest to businesses is the "Ask a Question" feature of the portal which enables companies to pose questions 
to the three organisations which have an extensive network in the region. The portal can be accessed at 
http://www.businessinasean.com/.  
 

http://www.businessinasean.com/

