China Australian Institute
Matters of International Affairs

PRC’s approach to Indonesia:

Competing for regional influence
by Yun Jiang

- In competition for regional influence with the US, the PRC pursues its

Executive Summary interests with Indonesia by appealing to Jakarta’s domestic priorities and
generally choosing to use incentives over coercion.

. The PRC is not worried about Indonesia’s refusal to pick a side between
Beijing and Washington or Jakarta’s lack of trust in Beijing because it is
preferable to Indonesia aligning with the US.

- Despite being the cornerstone of the bilateral relationship, trade and
investment links have led to anti-PRC sentiment in Indonesia. Yet, the PRC’s
treatment of Uyghur Muslims or activities in the South China Sea, have not
caused significant damage to the relationship.

- PRC domestic media downplays anti-Chinese sentiment in Indonesia to
avoid provoking nationalist retaliation. A stable bilateral relationship is more
important to the PRC government than the Chinese diaspora in Indonesia.

- Australia should work together with the PRC and Indonesia on global
governance issues such as climate change and digital standards.

Geopolitical competition between the People’s Republic of China (PRC) and the

|ntrOdUCtiO|’] United States is intensifying in the Indo-Pacific region, where both countries
are stepping up efforts to court others into their sphere of influence. As the
PRC anticipates a new Cold War with the West, it seeks closer cooperation
with countries outside Europe and the Anglosphere. Indonesia is a prized
partner!In this report, | examine how the PRC pursues its geopolitical interests
with Indonesia by appealing to Jakarta’s domestic priorities of economic
development and national unity. | show how, contrary to the mainstream
narrative in Australia, the PRC prefers incentive-based tools of engagement
over coercive methods, because Indonesia responds well to Beijing’s overtures
and has been reciprocally pragmatic. This explains why, according to the
Lowy Institute’s Asia Power Index, the PRC is more influential than the US in
Indonesia.?

Indonesia is of significant strategic importance to Australia. It is the first
international destination for many new prime ministers. A stable and secure
Indonesia that is not strategically aligned with the PRC is important to Australia’s
security interests, particularly given rising concern in Canberra regarding a
potential conflict between the US and the PRC, which may lead to Australian
or PRC military operations in Indonesian territorial waters.?

| argue, however, that Canberra should not be unduly anxious about the
warming relationship between the PRC and Indonesia under Presidents Xi
Jinping and Joko Widodo (popularly known as Jokowi). The PRC is unlikely to
force Indonesia to choose between Beijing and Washington. It may not like
the answer, and any attempt at coercion would likely backfire. Indonesia does
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The PRC’s evolving
approach to Indonesia

By having a closer relationship
with Indonesia, the PRC hopes
it can also cultivate better ties

with other ASEAN countries.

not want to choose either, electing instead to continue hedging between the
two great powers.

The report begins by outlining a history of the PRC’s policies and approaches
towards Indonesia, and then it examines current opportunities and tensions
in the bilateral relationship from the PRC’s perspective. Finally, | assess the
implications for Australia and offer policy recommendations.

Over the last decade, the PRC has ramped up engagement with Indonesia,
particularly under the Belt and Road Initiative (BRI). This reflects Beijing’s
recognition of the increasing geoeconomic importance of countries in the
Association of Southeast Asian Nations (ASEAN) and of Indonesia’s expanding
influence in Southeast Asia.

Southeast Asia has become a focal point for PRC-US geopolitical competition,
especially following the Obama administration’s so-called “pivot” to Asia in 2011.
This year, Indonesia assumed the ASEAN chair. Indonesia is seen by the PRC
as the “bellwether” of ASEAN and as a “natural leader.”

By having a closer relationship with Indonesia, the PRC hopes it can also
cultivate better ties with other ASEAN countries.®

ASEAN has been the PRC’s largest trading partner since 2020, while the PRC
has been ASEAN’s largest trading partner for the last 13 years. Between 2010
and 2022, two-way trade quadrupled from US$235.5 billion to US$975 billion
per annum.®

The ASEAN economies are likely to become increasingly important to the PRC.
An analyst from ANBOUND, a PRC-based think tank, says: “US containment
of China’s technology and economy will become the norm [...] China needs
to locate new external growth space [and] Indonesia is likely to become an
important partner of China in ASEAN in the future.”

Apart from ASEAN, the PRC also sees Indonesia as being influential in global
affairs due to its membership of the G20, its identity as a Muslim-majority
country, its growing economy, and its geographical location as a maritime
country close to many international shipping lanes and strategic passages.®

The PRC believes its bilateral relationship with Indonesia is currently stable
because there is no clash of fundamental interests.® In 2022, in a meeting
with Jokowi, Xi described the two countries as “having similar stages of
development, joint common interests, shared ideas and intertwined destinies.”"

A turbulent history

The PRC and Indonesia established diplomatic relations in 1950. Indonesia then
hosted the Bandung Conference for the Non-Aligned Movement in 1955, which
paved the way for positive relations.

However, the ascendency of the avowedly anti-Communist General Suharto
dealt a blow to the relationship. Indonesia suspended diplomatic relations in
1967, blaming the PRC for a failed coup. By then, with the Cultural Revolution in
full swing, Beijing’s attention had turned inward.

Relations began to thaw in 1985 with a visit to Indonesia by the PRC foreign
minister for the 30th anniversary of the Bandung Conference. Gradually, direct
trade restarted. Diplomatic relations were officially restored in 1990, and the PRC
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foreign minister reassured Jakarta that Beijing would not interfere in Indonesia’s
domestic affairs."

These improvements in relations accelerated after Suharto stepped down in
1998. Around that time, three developments brought the two countries closer.

First, the PRC’s decision to not devalue its currency in the aftermath of the
1997-98 Asian Financial Crisis greatly enhanced its reputation in the region.
The Western-led International Monetary Fund was viewed less favourably.

The crisis strengthened financial and economic links between the PRC and
Southeast Asia. It led to stronger regional cooperation and laid the groundwork
for the rising importance of economics in the PRC’s approach to Southeast Asia.

The second development in relations was the PRC’s subdued response to
the 1998 Indonesian anti-Chinese riots. Indonesia has always regarded PRC
statements on the protection of Chinese Indonesians as interference in its
domestic politics.

By the 1990s, the domestic priorities of the PRC had shifted. The Five Principles
of Peaceful Coexistence, including non-interference in internal affairs, began
guiding Beijing’s foreign policy towards Indonesia.? Developing better relations
with countries in the region became more important than supporting foreign
communist movements or managing the Chinese diaspora.

The PRC curtailed its public statements on the riots” Over time, Beijing has
avoided commenting on any anti-Chinese sentiment in Indonesia.

The third development in relations happened during the 1999 East Timorese
independence referendum. The US imposed an arms embargo on Indonesia
over human rights concerns. Trust in the US subsequently diminished in
Indonesia, especially in the military® The PRC’s approach to the crisis was
more pragmatic, prioritising the bilateral relationship. Beijing supported a United
Nations intervention only after Indonesia had already agreed to it®

Indonesia learnt that the US was not a benign provider of security® From the
PRC’s perspective, Indonesia became more susceptible to a charm offensive,
which began in the 2000s, to prevent countries from becoming too close to
the US”

Trade and investment ties

Since the launch of the BRI in 2013, trade and investment has become the
cornerstone of Indonesia—PRC bilateral cooperation. The PRC sees trade and
investment ties as “win-win” and one area where it has a visible advantage
over the US.

The PRC has been Indonesia’s largest trading partner since 2005. Economic
links between the two countries are likely to grow under the Regional
Comprehensive Economic Partnership (RCEP), the world’s largest free-trade
agreement by members’ GDP, covering 15 countries in the Indo-Pacific region,
in force from 2022.

Since 2017, the PRC has also been Indonesia’s second-largest source of
foreign investment. Indonesian officials have said that, compared to the US,
PRC companies “never, ever dictate.”® Beijing’s favourable attitude and scale
of investment are mentioned by PRC observers as reasons why Indonesia
resists US pressure to pick a side®

Indonesia is the PRC’s second-largest investment destination in ASEAN.2°
Xi launched the 21st Century Maritime Silk Road, a key pillar of the BRI, in
Jakarta in October 2013.
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Opportunities
and tensions in the
bilateral relationship

Washington’s economic
initiatives have not had as
much impact in the region.

After the election of Jokowi in 2014, the PRC promoted the BRI as complementary
to his “Global Maritime Fulcrum” strategy. Frequent references are made to the
two visions in joint leaders’ declarations.?' With Jokowi due to step down next
year, this is unlikely to be carried over to the next administration.??

The landmark project connecting the BRI and the Global Maritime
Fulcrum strategy is the Jakarta—Bandung high-speed railway. This is scheduled
to commence operation this year, after extensive delays and problems
with, for example, budget, land acquisition, and environmental concerns.
Other key BRI projects include industrial parks under the “Two Countries, Twin
Parks” banner.

Another important aspect of the BRI in Indonesia is cooperation in the digital
economy. PRC technology companies are at the forefront of driving this Digital
Silk Road. Huawei is installing telecommunication infrastructure in Indonesia, as
well as providing training to Indonesian officials, professionals, and university
students.?

For Indonesia, this digital training fills a much-needed capacity gap. For Beijing,
it enmeshes Indonesia in the PRC’s digital ecosystem, making it difficult for
Indonesia to decouple from PRC technology if pressured by the US to do so.

The current PRC—Indonesia bilateral relationship is generally positive. Issues
that might generate tension, such as the Natuna Islands in the South China
Sea or the PRC’s treatment of Uyghur Muslims in Xinjiang, have not caused
significant damage to the relationship. However, ironically, aspects of the
relationship that the PRC sees as providing ballast, such as investment, have
sometimes led to anti-PRC sentiment in Indonesia.

Public opinion in Indonesia has turned increasingly negative against the PRC,
according to numerous recent surveys.? Negative sentiments have been
downplayed by PRC domestic media. Beijing is confident that the relationship
has strong foundations and that they can work with whomever is in power
following the next Indonesian election.?

Trade and investment

The PRC believes that economic cooperation is the main driver of the bilateral
relationship.?® Beijing promotes itself as a partner for development.

In talks with Southeast Asian governments, Beijing often highlights its free-trade
credentials. The ASEAN—China Free Trade Area (ACFTA) is ASEAN’s oldest
free-trade agreement among its dialogue partners.?” Negotiations on revisions
(or “upgrades”) of ACFTA occur over time. More recently, the PRC and ASEAN
countries have become parties to the RCEP.

PRC officials frequently disavow “unilateralism, protectionism and hegemonism”
when interacting with Indonesian officials.?® The PRC intends to provide a
contrast to the security-focused approach of the US in the region. Until recently,
the US has not been actively involved in trade negotiations in the Indo-Pacific
region, since withdrawing from the Trans-Pacific Partnership in 2017.

Washington’s economic initiatives have not had as much impact in the region.
President Joe Biden’s Indo-Pacific Economic Framework for Prosperity,
launched last year, crucially does not include market access.?? One observer
was quoted saying: “The joke here is the Chinese have worked their way
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Beijing believes anti-Chinese
sentiment is drummed

up by political opposition

in Indonesia for political
gain, and remains largely
unconcerned by it.

through a five-course meal and are onto dessert, while the West are still
looking outside at the menu.”*°

Even though economic cooperation is a positive aspect of the bilateral
relationship, it has also proven to be a source of domestic tension in Indonesia,
contributing to a negative view of the PRC. A poll conducted in Indonesia
in 2021 by the Lowy Institute found that less than half of Indonesians think
the PRC’s economic growth has been good for Indonesia. Another survey
conducted by the ISEAS — Yusof Ishak Institute in 2022 showed that more
than 40 per cent of Indonesians are worried about the BRI.*

Critiques of trade with the PRC focus on the influx of cheap products made in
the PRC, which threatens domestic Indonesian industries and employment.
Criticism of PRC investment centres on the use of PRC migrant workers over
domestic Indonesian workers.3?> PRC companies attempt to curb such criticism
by making donations and helping local organisations, schools, and mosques,
among other corporate social responsibility initiatives.®?

Despite domestic concerns in Indonesia, the PRC still sees trade and
investment as the most promising and positive aspect of bilateral relations.
Beijing is confident this will bring the two countries closer politically in the
long run.

Anti-Chinese sentiment

Resentment in Indonesia towards the PRC and PRC migrant workers is conflated
with general distrust of Chinese Indonesians. According to a 2022 survey, more
than 40 per cent of Indonesians think that Chinese descendants are loyal to
the PRC.3

This emotionally charged issue was politicised during the 2019 Indonesian
election, with disinformation circulating, claiming that Indonesia was facing
an influx of millions of Chinese workers.®® This follows the 2017 Jakarta
gubernatorial election, in which the Chinese Indonesian incumbent governor
Basuki Tjahaja Purnama (known as Ahok) was accused of blasphemy by his
opponents and subsequently imprisoned.

Public response in the PRC has mostly been muted. Beijing and state media
have refrained from commenting or reporting on anti-PRC or anti-Chinese
sentiment during Indonesian elections. This is a deliberate strategy to prevent
an outpouring of nationalism from derailing the bilateral relationship. In addition,
it also makes the PRC policy towards Indonesia appear more effective to the
domestic audience.

Beijing believes anti-Chinese sentiment is drummed up by political opposition
in Indonesia for political gain, and remains largely unconcerned by it.

When Prabowo Subianto was running in the 2018 presidential election, he
attacked Jokowi as being a communist and ethnically Chinese. PRC analysts
portrayed this as a struggle between progressivism and conservatism rather
than as anti-Chinese sentiment.

Prabowo appeared to become more conciliatory towards Beijing after he joined
the Jokowi administration as defence minister. His speech at the 2022 Shangri-
La Dialogue was publicised in the PRC, quoting him saying: “We are convinced
that the leaders of China will stand up to their responsibility with wisdom and
benevolence.”®
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The Natuna Islands

The way the PRC approaches the South China Sea issue with Indonesia is
different from the way it approaches disputes with other Southeast Asian
countries. This is because Indonesia asserts that it is not a claimant to the
South China Sea. The two countries agree that Indonesia has sovereignty
over the Natuna Regency.

However, the PRC’s nine-dash line overlaps the exclusive economic zone of
Natuna, and PRC Coast Guard and fishing vessels have been operating in that
maritime area without permission from the Indonesian Government. The PRC
says these maritime areas are part of Chinese “traditional fishing grounds.””

For the PRC, the nine-dash line is the foundation of Beijing’s wider claims in the
South China Sea. Giving in on this issue would signal Beijing’s lack of resolve
with regard to other claims. For Indonesia, its territorial integrity is sacrosanct.

While Indonesia has vocally protested incursions by PRC vessels, Beijing is
largely satisfied with Jakarta’s handling of these incidents. The two countries
appear to have reached a tacit understanding by which both sides stand firm
publicly and conduct low-key diplomatic negotiations.*®

In 2020, after PRC fishing vessels were found in Natuna waters, Jokowi visited
Natuna to show his resolve on territorial integrity. The Indonesian foreign
minister summoned the PRC ambassador and lodged an official protest,
while the foreign ministry cited the 2016 arbitral tribunal ruling on the
South China Sea.

However, at the same time, the Coordinating Minister for Maritime Affairs
and Investments was careful to link the importance of Indonesia’s exclusive
economic zones to the economy, not to sovereignty.?® He expressed
appreciation for the PRC’s efforts in reducing the number of fishing vessels in
the area. Defence Minister Prabowo also downplayed the dispute, saying: “We
can resolve this amicably. After all, China is a friendly nation.”*°

It has been Beijing’s strong preference not to internationalise the dispute.
Attempting to resolve issues bilaterally gives the PRC more flexibility to offer
inducements in exchange for a more muted response from Indonesia.

Nevertheless, as Indonesia starts to develop its offshore gas project near the
Natuna Islands, the PRC is likely to send its Coast Guard vessels to the area
more frequently, as it has done with gas projects in Malaysia and Vietnam. This
may cause greater friction in the bilateral relationship in the future.

Xinjiang

Indonesia is a Muslim-majority country. However, despite regular rallies in
Indonesia against the PRC’s treatment of Muslim Uyghurs in Xinjiang, the
government has not been vocal in criticising the PRC, and President Jokowi
has dismissed questions on this issue. This is due to several considerations.

First, the two governments are aligned in their opposition to secession. The
PRC knows Indonesia would not support any push towards independence
or autonomy for the Uyghurs in Xinjiang, because Indonesia does not want
other countries to support the secession of West Papua. Similarly, the PRC
understands that Indonesia is reluctant to raise human rights concerns in
Xinjiang because doing so would draw attention to Indonesia’s own human
rights record in West Papua.” Both the PRC and Indonesia consider human
rights criticisms as interference in their domestic affairs. The way in which the
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Strategic alignment

What does this mean

for Australia?

PRC frames its actions in Xinjiang as “counterterrorism” also helps Beijing
garner Indonesian support.

Second, since 2016, the PRC has been active in faith diplomacy towards
Nahdlatul Ulama and Muhammadiyah, the two largest Islamic faith groups
in Indonesia.*> The PRC regularly invites clerics and scholars to attend
exchanges and dialogues, and it donates money to these organisations for
charitable causes, such as orphanages and schools.*

Third, domestic Indonesian politics has subdued public criticisms of the
PRC’s actions in Xinjiang. The groups in Indonesia that are most vocal on
Xinjiang also tend to be anti-government. For example, the Islamic Defenders
Front protested the treatment of Uyghurs outside the PRC embassy in 2018
and 2019.44 The group also made frequent racist remarks against Chinese
Indonesians and intimidated religious minorities, and was subsequently
banned by the Indonesian Government in 2020.%

Beijing is appreciative of Indonesia’s steadfast refusal to pick a side between
the PRC and the US. Analysts in the PRC praise Indonesia’s resistance to
US pressure. Guancha analyst Xiong Chaoran observed: “Despite the US
continuously ‘fanning the fire’ in the Asia-Pacific region, and some people
deliberately provoking tensions, Southeast Asian countries, led by the
largest country Indonesia, have already stated that they will not take sides.”*®
Some analysts have contrasted this with Australia joining the Quadrilateral
Security Dialogue and the trilateral security pact AUKUS, which they perceive
as a choice of the US over the PRC.%

While Beijing is confident that the trajectory of positive PRC—Indonesia
bilateral relations will continue, the two countries are unlikely to develop a
strategic alignment.

This is because there is still significant distrust of the PRC among both
Indonesia’s elites and the wider population. For Indonesia’s elites, PRC
militarisation in the South China Sea and fear of PRC influence over Chinese
Indonesians remain obstacles.*® Among the wider population, negative
perceptions and distrust stem from anti-Communist sentiment, as well as
grievances at the economic dominance of the PRC. Nearly half of Indonesians
see the PRC as a threat in the next decade.*

Beijing is not overly worried about Indonesia’s lack of trust in the PRC, because
it understands that Indonesia does not fully trust the US either. The PRC
prefers countries to take a non-aligned or hedging position instead of joining
a bandwagon with the US against PRC interests. As countries such as Indonesia
seek to cooperate with both the PRC and the US when it suits their interests, the
PRC can be more agile in offering more substantial economic opportunities.>®

Instead of seeing Indonesia as a passive target in a geopolitical tug-of-war
between the US and the PRC, Australia should support Indonesia in becoming a
regional and global player in its own right, especially as the Indo-Pacific region
becomes increasingly multipolar.

Indonesia could soon have substantial international influence of its own.®
This is largely due to anticipated future economic growth in the region.
Goldman Sachs has projected that Indonesia will be the world’s fourth-largest
economy by 2050.%2
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This necessitates a re-orientation in how Australia thinks about Indonesia. In
particular, Australia needs to accept that Indonesia will play a bigger role in
international affairs than Australia, as its economy grows to be one of the biggest
in the world.®?

It is in Australia’s interest that Indonesia remains stable and secure. A military
conflict would devastate growth prospects. The Indonesian Government
is gravely worried about an arms race and militarisation in the region.
The Indonesian ambassador to Australia has previously raised concerns
regarding an arms race in the context of AUKUS .®*

The PRC uses a regional arms race as a way to criticise US deployment in the
region, including in Australia. For example, in 2022, the PRC foreign ministry
spokesperson criticised the US for its deployment of B-52 nuclear-capable
bombers in Australia, thereby “seriously undermining regional peace and
stability, [which] may trigger an arms race in the region.”®®

Unlike Australia, Indonesia has refused to be a military base for any country,
including both the PRC and the US.®¢

To engage more effectively with Indonesia and build a closer relationship,
Australia should recognise and work with Indonesia’s domestic and foreign
policy interests.

One of Indonesia’s top interests is its economic development and global
integration. Australia has been successful in getting the US more engaged
militarily in the region, but less successful in doing so economically, due to a
powerful protectionist sentiment in the US. As a close ally of the US, Australia
should encourage more regional economic engagement from Washington,
including through the Indo-Pacific Economic Framework for Prosperity.®’

Australia should also explore areas of cooperation with the PRC in Indonesia.
This would benefit Indonesia’s economic development while at the same time
advancing the Australia—China bilateral relationship. In 2017, Australia signed a
memorandum of understanding with the PRC on cooperation in investment and
infrastructure in third countries. As the PRC expands investment in clean energy
in Indonesia, Australia should consider partnering with Beijing on delivering
climate and energy commitments. One example would be helping Indonesia
to develop its electric vehicle battery industry.

The three countries should work together on global governance issues such
as climate change and digital standards. Australia and Indonesia have a good
track record of working together at multilateral forums such as the G20. This
not only helps build trust between the three countries, but it can also shape
the future of regional and global rules and institutions.

US efforts to technologically decouple from the PRC mean that Indonesia is
under pressure from the US to choose US technology in order to continue
defence cooperation and ensure interoperability.®® However, PRC technology
companies such as Huawei have become an important part of Indonesia’s
telecommunication and technology landscape. Australia should consider
how to work with Indonesia regardless of what technology it chooses.
This can include advocating for technologies that can work with both PRC
and US systems.
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Finally, Australia should humbly learn from Indonesia and other Southeast
Asian countries.®® Indonesia has been managing ambiguity and complexity
in geopolitics for far longer than Australia.

Yun Jiang

Yun Jiang is the inaugural AllA China Matters Fellow
at the Australian Institute of International Affairs (AllA)
and China Matters. She was previously co-founder
and editor of the newsletter China Neican, and a
managing editor of the China Story blog. She is a
former researcher in geoeconomics at the Australian
National University and a former policy adviser in the
Australian Government.

The Australian Institute of International Affairs and China Matters do not have an institutional view on the subject of
this report; the views expressed here are the author’s.

The AllA China Matters Fellowship is an investment in the next generation of Australian China specialists. The Fellow will publish
well-researched and publicly accessible reports on developments in the People’s Republic of China (PRC) which are especially
relevant to Australia and add depth and alternative views to the vital debate about Australia’s relationship with the PRC.

Established from 1924 as branches of the Royal Institute of International Affairs (Chatham House) and as a national body in 1933 as
the Australian Institute of International Affairs, the AllA is Australia’s longest established private research institute on international
affairs and foreign policy. The institute’s mission is to have Australians know more, understand more, and engage more in
international affairs. AllA branches in every state and territory capital city, as well as a national office based in Canberra, arrange
over 150 events per year, and the institute publishes premium publications such as the Australian Journal of International Affairs
and Australian Outlook, its online publication.

China Matters is an independent Australian policy institute that strives to advance sound China policy by injecting nuance and
realism as well as a diversity of views into debates about the PRC and the Australia-China relationship.

The author is grateful to two anonymous reviewers who each did a blind review.
For endnotes please visit chinamatters.org.au/aiia-china-matters-fellowship

August 2023 9



