CHAPTER 1
Introduction

1.1. Research Background

Indonesia is endowed with an abundance of mineral resources, especially nickel, which plays a
critical role in global industrial supply chains. According to the Indonesian Geological Agency (Pusat
Sumber Daya Geologi, 2016), the country possesses approximately 5.76 billion tons of nickel reserves,
distributed across Sulawesi, Maluku, and Papua. These reserves have elevated Indonesia's status as one
of the largest nickel producers globally. Yet, despite this natural advantage, Indonesia has long
struggled to extract maximum economic value from its mineral wealth. The historical focus on
exporting raw nickel ore (HS 260400) has limited national revenue generation, job creation, and
industrial development. This situation underscores the urgency of transforming Indonesia’s
comparative advantage into a competitive one.

The problem lies not in resource availability but in the structure of the value chain. Raw nickel
exports, although profitable in the short term, represent the lowest rung of the global supply ladder.
These exports are priced cheaply and do not capture the full economic potential inherent in nickel
processing (Yunianto, 2014). This structural inefficiency has prompted Indonesia to adopt a
downstream policy framework, including the implementation of an export ban on raw nickel ore in
2014 and its full enforcement in 2020. This move forced international buyers and investors to relocate
value-added processing activities within Indonesia, setting the stage for a fundamental transformation
of the national nickel industry (Ministry of Energy and Mineral Resources, 2020).

Indonesia's downstream policy represents a bold industrial strategy aimed at increasing the
economic value captured from its natural resources. By banning raw nickel exports, the government
compels the development of domestic smelting infrastructure, promotes technology transfer,
encourages foreign direct investment (FDI), and stimulates job creation (Yusuf, 2023). The shift from
exporting HS 260400 to refined products under HS 7501 (nickel mattes and unwrought nickel)
symbolizes a broader shift in Indonesia’s trade and industrial priorities. It is a pivot from a resource-
exporting economy to a processing and manufacturing hub.

Globally, this transition aligns with rising demand for nickel in the electric vehicle (EV) industry,

where nickel is a critical input for lithium-ion batteries. As countries intensify their decarbonization



strategies, the need for battery-grade nickel has surged (IEA, October 2024). Indonesia, with its massive
reserves and ambitious industrial policies, is well-positioned to become a dominant player in this
evolving market. This alignment between national industrial strategy and global market demand
provides an unprecedented opportunity for Indonesia to elevate its global economic position (Santoso,
Rahmawati, & Prasetyo, 2021).

However, realizing this potential is fraught with challenges. Policy implementation gaps, legal
uncertainties, environmental degradation, and infrastructure limitations threaten to undermine the
progress made so far. For instance, although the number of smelters has grown significantly—from 2
in the early 2000s to over 50 by 2023—not all are operating efficiently or producing high-value outputs.
Many still produce lower-grade products like nickel pig iron, which do not fully capture the value-added
potential of Indonesia’s reserves. In addition, overlapping regulations and bureaucratic delays hamper
the ease of doing business, particularly for foreign investors seeking clarity and consistency.

Moreover, the environmental impact of nickel mining and processing cannot be overlooked. Nickel
extraction is energy-intensive and often linked to deforestation, water pollution, and greenhouse gas
emissions. While the government has introduced environmental regulations to mitigate these impacts,
enforcement remains inconsistent. In the long run, global buyers—especially from Europe and North
America—are likely to demand nickel products that meet rigorous environmental, social, and
governance (ESG) standards. If Indonesia fails to align its practices with these expectations, its
competitive edge could be compromised (Greenpeace, 2021).

Equally important is the role of supporting industries and infrastructure. Industrial parks such as
the Indonesia Morowali Industrial Park (IMIP) and Weda Bay Industrial Park have been instrumental
in clustering mining, smelting, and logistics activities. These parks offer economies of scale and
facilitate supply chain integration, but their success depends on continued investment in roads, ports,
energy, and digital infrastructure. Without robust support systems, the entire downstream initiative risks
inefficiency and stagnation (Widodo, Nickel Processing Developments in Indonesia, 2022).

From a theoretical standpoint, Indonesia's nickel strategy reflects the principles of Michael Porter's
Diamond Model, which identifies four determinants of national competitive advantage: factor
conditions, demand conditions, related and supporting industries, and firm strategy, structure, and
rivalry. Indonesia excels in factor conditions, with its abundant reserves and cost-effective labor.
Demand conditions are increasingly favorable due to the global shift toward electric mobility and
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renewable energy. Related and supporting industries, although still developing, have seen rapid growth
due to FDI and industrial clustering. Firm strategy and rivalry, however, remain uneven, with state-
owned enterprises and foreign firms operating under different mandates and efficiency levels.

This research is particularly timely given the dynamic global context in which Indonesia operates.
The global nickel market is highly volatile, influenced by geopolitical tensions, technological
innovation, and sustainability concerns. Countries like the Philippines, Russia, Canada, and Australia
also possess significant nickel resources and are competing for market share. To remain competitive,
Indonesia must continuously innovate, enhance regulatory transparency, and build trust with
international partners.

In conclusion, Indonesia's journey from a raw nickel exporter to a refined nickel powerhouse
represents one of the most ambitious industrial transformations in the Global South. The policy choices
made today will shape the country’s economic trajectory for decades to come. This research seeks to
analyze the effectiveness of these policies and identify the key factors that influence Indonesia’s
competitiveness in the international nickel market. It aims to provide a comprehensive evaluation of the
country's transition from comparative to competitive advantage, drawing on empirical data, trade
performance metrics, and theoretical frameworks.

In doing so, this study not only contributes to the academic discourse on industrial policy and trade
competitiveness but also offers practical insights for policymakers, investors, and industry stakeholders.
By examining the evolution of Indonesia’s nickel industry through the lens of global trade dynamics
and national strategic planning, this research aspires to inform more effective and sustainable resource

governance in the years ahead.cc

1.2. Problem Formulation

Despite possessing one of the largest nickel reserves in the world, Indonesia has historically been
dependent on raw nickel ore exports, limiting value creation. To enhance global competitiveness, the
government has implemented export bans, infrastructure development, and investment incentives to
shift towards refined nickel production. However, challenges remain, including:
1. How effectively have these policies enhanced Indonesia’s competitiveness in the global nickel

market?



2. What factors (e.g., innovation, FDI, domestic rivalry) drive the success of Indonesian finished
nickel products?

3. To what extent do related and supporting industries contribute to Indonesia’s competitive
advantage?

4. What additional strategies can be implemented to strengthen Indonesia’s position in the

international nickel value chain?

1.3. Research Objectives
1. To analyze the competitiveness of Indonesian Nickel Industries
2. To assess competitiveness of Indonesian Processed Nickel in the world market

3. To assess the factors that influence Indonesian Nickel Export

1.4. Research Contribution
1. Application of Porter’s Diamond Model in a Developing Economy Context

The study enhances theoretical understanding by applying Porter’s Diamond Model to analyze the
competitiveness of Indonesia’s nickel industry. This extends the model’s relevance beyond developed
nations to resource-rich emerging economies.
2. Empirical Evaluation Using RCA, DRCA, and RSCA Indices

By employing trade competitiveness indices such as Revealed Comparative Advantage (RCA),
Dynamic RCA (DRCA), and Revealed Symmetric Comparative Advantage (RSCA), the study provides
data-driven insights into Indonesia’s transition from exporting raw nickel to refined nickel products.
3. Integration of Econometric Analysis with Policy Variables

The research builds a regression model using variables derived from Porter’s framework—such as
domestic production, global nickel prices, battery market size, and smelter development—to identify
key determinants of international competitiveness.
4. Policy-Relevant Findings and Recommendations

Based on theoretical frameworks and empirical results, the study offers actionable policy
recommendations for improving Indonesia’s downstream strategy. These insights support more
informed decision-making in public and industrial sectors.
5. Relevance to Other Resource-Based Developing Countries
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The findings and policy lessons from Indonesia’s nickel sector provide a useful reference for other

developing countries aiming to shift from raw material exports to value-added industrialization.

1.5. Research Limitations
1. Data Availability and Reliability
The study relies heavily on secondary data sourced from government publications, international trade
databases (such as UN Comtrade), and scholarly articles. In some cases, access to up-to-date or
disaggregated data—especially at the firm level or regarding technological processes—was limited.
Consequently, certain inferences had to be drawn from proxy indicators or estimations.
2. Temporal Constraints

The scope of the research is limited to data collected from 2004 to 2023. While this timeframe
covers key policy changes and market shifts, some recent or emerging developments in Indonesia’s
nickel industry (post-2023) may not be fully captured in this analysis.
3. Focus on Selected HS Codes

This research specifically examines HS 260400 (nickel ores and concentrates) and HS 7501
(unwrought nickel and nickel mattes). Other forms of nickel products and their respective value chains
are not explored in depth, which may limit the generalizability of the findings across the entire nickel
industry.
4. Comparative Scope with Other Nations
Although Indonesia’s competitiveness is the primary focus, comparisons with other major nickel-
exporting countries—such as the Philippines, Russia, Canada, and Australia—are only addressed
briefly. A more detailed comparative analysis could offer further insights into Indonesia’s relative
positioning.
5. Environmental and Social Impacts

While the study acknowledges environmental and labor-related issues associated with nickel
mining and processing, it does not undertake a detailed environmental impact assessment. As such,
sustainability dimensions are discussed only to the extent that they influence trade competitiveness.

6. Policy Evaluation Complexity



Government policies are often multidimensional and evolve over time. Measuring their
effectiveness in a single study is inherently challenging due to lag effects, administrative variability,

and the influence of external factors like global commodity prices and geopolitical tensions.

1.6. Writing Structure
The structure of this thesis is organized into seven main chapters and an appendix section, as outlined
below:
CHAPTER 1: Introduction

This chapter introduces the research by presenting the background on Indonesia’s nickel resources,
industry status, and export policies. It formulates the core research problems, objectives, contributions,
and scope. The importance of downstream processing and enhancing Indonesia’s competitiveness in
the global nickel market is emphasized.
CHAPTER 2: Theoretical Basis and Literature Review

This chapter discusses relevant theories and literature, including Porter’s Diamond Model,
comparative and competitive advantage, and sustainability in trade. It reviews past studies on nickel
industries, downstream policy impacts, and international competitiveness, establishing the theoretical
framework for the study.
CHAPTER 3: Export Status Quo and International Competitiveness Analysis of Indonesian Nickel
Finished Product

This chapter analyzes Indonesia’s nickel export performance using trade data. It compares raw
nickel (HS 260400) and refined nickel (HS 7501) exports before and after the export ban, utilizing tools
such as RCA, RSCA, and DRCA indices to evaluate international competitiveness.
CHAPTER 4: Factors Affecting Competitiveness

This chapter identifies and explains the key factors influencing Indonesia’s competitiveness in the
refined nickel market, structured around Porter’s Diamond Model. It includes factor conditions, demand
trends, related industries, and firm strategies.
CHAPTER 5: Research Design

This chapter outlines the methodology, data sources, and analytical tools used in the study. It
defines the selected variables and describes the construction of the econometric regression model used

to assess competitiveness.



The empirical analysis presents the results of the regression analysis, evaluating the impact of
various factors on Indonesia’s international competitiveness in nickel exports. It includes interpretation
of findings, statistical significance, and discussion.

CHAPTER 6: Conclusion and Policy Recommendation
This final chapter summarizes key findings, answers the research questions, and proposes policy

recommendations for enhancing Indonesia’s competitiveness in the global nickel industry.



