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​Legal Mechanisms of Foreign Investment in Indonesia


Introduction

Indonesia is one of the largest and most dynamic economies in Southeast Asia, making it an attractive destination for foreign  investors.  The  country's  natural  resources,  strategic  location,  and  growing  middle  class  offer  abundant opportunities across various sectors, from infrastructure and technology to energy and manufacturing. 

However,  foreign  investment  in  Indonesia  is  governed  by  a  set  of  legal  regulations  that  are  essential  for  foreign investors  to  understand.  This  book  provides  a  comprehensive  guide  to  the  legal  mechanisms  governing  foreign investment in Indonesia, from the basic framework to the chal enges and procedures foreign investors face. It aims to help investors and legal practitioners navigate the complexities of the investment process while ensuring compliance with Indonesian laws. 

Purpose of the Book

The main goal of this book is to provide an in-depth understanding of foreign investment regulations in Indonesia from a lawyer's perspective. By exploring the various legal aspects involved in foreign investment, this book wil  serve as a valuable  resource  for  investors  and  legal  professionals  who  wish  to  engage  with  or  advise  foreign  investors  in Indonesia. Through clear explanations of key laws, regulatory bodies, and the investment process, readers wil  gain the knowledge needed to approach foreign investment with confidence. 

​Legal Mechanisms of Foreign Investment in Indonesia

Chapter 1: Basics of Foreign Investment in Indonesia

Indonesia,  as  the  largest  developing  country  in  Southeast  Asia,  offers  numerous  opportunities  for  foreign  investors. 

Before starting an investment, investors must understand two important aspects: the types of investments they can make and the legal framework that governs them. 

Definition and Types of Foreign Investment

Foreign investment can be divided into two main categories:

1.Foreign Direct Investment (FDI): Involves direct investment in Indonesia, either through establishing a new company or purchasing shares in an existing company. 

2.Portfolio Investment: Investment in the form of stocks, bonds, or other capital market instruments without direct control over the invested company. 

Legal Framework for Foreign Investment

Foreign investment in Indonesia is regulated by Law No. 25 of 2007 on Investment. This law provides general guidelines regarding the rights and obligations of foreign investors, as wel  as the procedures they must fol ow to begin investing in  Indonesia.  Additional y,  various  derivative  regulations  govern  technical  matters  regarding  sectors  that  can  be invested in and the restrictions that exist. 

Indonesia Investment Coordinating Board (BKPM)

The  Indonesia  Investment  Coordinating  Board  (BKPM)  is  the  institution  responsible  for  facilitating  and  monitoring investment  in  Indonesia.  BKPM  plays  a  vital  role  in  issuing  permits  and  expediting  the  licensing  process  for  foreign investors wishing to invest in Indonesia. 
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Chapter 2: Key Legal Considerations for Foreign Investors

As a foreign investor seeking to enter the Indonesian market, it is essential to understand the legal landscape in which you wil  be operating. Several key legal considerations can directly impact the success of your investment and business operations in Indonesia. 

2.1 Foreign Ownership and Investment Restrictions

One of the primary concerns for foreign investors is understanding the limitations on foreign ownership in Indonesian companies.  While  Indonesia  is  general y  open  to  foreign  investment,  certain  sectors  are  subject  to  ownership restrictions. These restrictions are designed to protect national interests, ensure economic stability, and promote local business growth. 

List  of  Closed  and  Open  Sectors:  The  Indonesian  government  has  established  a  list  of  sectors  that  are  either

"closed"  to  foreign  investment  or  have  specific  limitations  on  foreign  ownership.  For  example,  sectors  such  as defense,  energy,  and  natural  resources  may  have  strict  regulations  regarding  foreign  involvement.  Conversely, industries such as technology, manufacturing, and retail are general y more open to foreign investment. 

Negative Investment List (DNI): The Negative Investment List (Daftar Negatif Investasi) outlines the sectors where foreign investors face restrictions. These restrictions may include limits on the percentage of foreign ownership or even a complete ban on foreign investment in certain sectors. 

Understanding these regulations is crucial for foreign investors to determine whether they can ful y own a business in Indonesia or whether they wil  need a local partner. 

2.2 Business Structures for Foreign Investors

When establishing a business in Indonesia, foreign investors must choose the appropriate business structure that suits their goals and complies with Indonesian laws. The main business structures available to foreign investors include: Foreign Investment Limited Liability Company (PT PMA): The PT PMA is the most common and preferred business structure for foreign investors. It al ows foreign investors to establish a legal entity in Indonesia with a minimum required local shareholding, as specified by the Negative Investment List. In this structure, the foreign investor can retain ful
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