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Abstract

This thesis examines how developing countries, with a specific focus on Indonesia, respond

to the reconfiguration of Global Value Chains (GVCs). Previous research has overlooked the

policy perspectives in this context. Using a qualitative approach and a case study design, the

thesis explores the perceptions of Indonesian policymakers regarding deglobalization and

decoupling narratives, as well as strategic objectives set by the Indonesian government.

With the use of an abductive approach, a conceptual model was established through a

theoretical framework focusing on Deglobalization, Porter's diamond on competitive

advantage and lastly, policy implementations in regards to GVCs. This conceptual model was

then used to further analyze data and findings that was carried out with Indonesian

policymakers.

The findings reveal that Indonesian policymakers view deglobalization as an opportunity

rather than a threat. They prioritize a differentiated strategy beyond cheap labor and

productivity, capitalizing on Indonesia’s strength in critical minerals. They focus on

developing their sustainable competitive advantage in the EV value chain. These objectives

aligned with Indonesia’s broader economic goal of economic upgrading and becoming a

developed country by 2045. However, the findings also reveal that Indonesia still needs to

develop other dimensions of the Porter’s Diamond model to enhance its competitiveness,

rather than solely relying on one factor conditions in its critical minerals. The research

highlights that developing countries like Indonesia are not significantly affected by GVC

reconfiguration and instead see it as a chance to leverage their natural resources for national

development.

Key words: Deglobalization, GVCs, government policies, EV, competitive advantage,

developing countries, Indonesia
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1. INTRODUCTION
—————————————————————————————————————

The introduction chapter includes a background that discusses the trend of deglobalization

and its effects on the global value chains. This is followed by a problem discussion about the

lack of research in developing countries' perspective towards the phenomenon leading to the

purpose, research question and lastly the delimitations of the study.

—————————————————————————————————————

1.1 Background

Despite the growing expansion of the Global Value Chains (GVCs) over the last few decades

there is a growing trend of de-globalisation. Protectionism is a phenomenon that has been

more frequently documented over the years during times of crises and economic downturns.

It has manifested itself in governments' actions to discriminate against foreign commercial

interests through trade policies (Evenett, 2019). Additionally, Kano et al. (2020) argue that it

is becoming more relevant today, particularly in light of Brexit, US-China trade war, and the

general pushback against globalization. The trends inevitably give rise to risks for GVCs,

specifically with regards to activities such as re-localisation or reshoring, which are being

promoted by developed countries as a means of enhancing stability and reducing exposure to

foreign shocks (OECD, 2021).

UNCTAD (2020) mentioned that there is a growing tendency among the developed countries’

policymakers toward reshoring of their strategic value chain, such as the electric vehicles

(EVs). EVs are becoming a strategic component of transportation plans for many

governments worldwide due to concerns towards climate change and the shift away from

petroleum as a source of energy in the transportation industry, resulting in the increasing

prevalence of EVs (Needell et al, 2016; Bakhtyar et al, 2022). Jetin (2020) further mentions

that only nations or regional groups that have enacted policies to guarantee access to essential

metals and foster domestic battery manufacturing have a chance to take the lead in the global

market for electric vehicles. According to Jetin (2020), China is currently the dominant

player in the global EV market due to its extensive public policy. In the upstream EV value

chain it has dominant control of raw materials needed for EV batteries (Sanderson, 2019;

Coles, 2019) and in the downstream value chain it leverages its massive and lucrative

domestic market (Gomes et al., 2023). The EV value chain over reliance on China therefore
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has raised concern, as reliance on foreign players is seen as a source of vulnerability in an

environment of growing great-power competition (Moraes and Wigell, 2022).

According to Khorana et al. (2022), GVCs are likely to become increasingly regional and

centered around the current global hubs of China, Europe, and North America. Despite their

differences, Europe and North America are anticipated to work together and put up a unified

front against China. The idea of the entire "decoupling" initiative is to reduce the reliance of

American and European businesses on China. Witt et al. (2023) also argue that

deglobalization and decoupling away from China will continue as it is supported by political,

economic, and technological factors. Khorana et al. (2022) contend that strengthening the

domestic value chain, which can be accomplished by reshoring outsourced segments or by

capturing more value-added domestically, is crucial from the standpoint of the governments

of large economies.

The reassessment of supply chains can further be seen in companies, looking at a survey of

3000 companies from North America, Europe, and Asia Pacific (excluding China) from a

range of industries including autos, semiconductors, and medical equipment (Rabouin, 2020).

It shows that more than 80 percent of the respondents have shifted or are planning on shifting

at least part of their supply chain from the current locations. The preferred destinations are

North America, India, and Southeast Asia (ibid). Simchi-Levi and Haren (2022) further

mentioned that this shift is already happening, bringing examples such as Schneider Electric

that built three new manufacturing facilities in North America, or several automakers and

battery manufacturers that plan to build 13 new electric vehicle battery factories in the USA

within the next five years. Similar decisions can be seen in the semiconductors, solar, and

biotech industries. As quoted by Business Wire (2021), some factors that drive these

investment decisions are the pursuit for a more resilient and sustainable supply chain.

However, Witt et al. (2023) discuss how some supply chains cannot be entirely reshored since

essential resources may only be sourced from a few locations in the world, e.g. the EV supply

chain with the critical mineral for battery production that is only available in some countries.

That being so, they further suggest two dimensions should be considered in the reshoring

decisions, which are the degree of strategic importance and the degree of reshorability. For

activities that have high strategic importance but with low reshorability (e.g. the EV supply

chain) friend-shoring is a more feasible option, which means moving to nations that are allies

and provide a favorable setting for their activities.

2



1.2 Problem Discussion

The state will undoubtedly continue to be a major force in influencing the global economy, as

claimed by Dicken (2015). He further mentions that the states compete to strengthen their

global trading position in order to seize the largest possible proportion of the benefits from

trade. They are thought to actively participate in mediating GVCs to safeguard the interests of

national policy through the act as facilitator, regulator, producer, and buyer (De Marchi and

Alford, 2022). Horner (2017) describes that as facilitator, the states are said to be the primary

architects of the emergence and spread of the GVCs, for example by removing market

distortions through trade, investment, and innovation policies. While, as regulators, the states

consistently promote and facilitate GVCs and economic globalization by limiting the

negative externalities of private market transactions and reducing the uneven distributional

effects of markets. As a producer, they participate actively in state-owned production

operations. Finally, they can act as a buyer by making purchases through state-led value

chains, which may include various economic, social, and environmental standards. Pietrobelli

et al. (2021) further suggests a range of socioeconomic tools and activities that governments

employ to affect GVCs and their actors in order to secure local, regional, and national

interests in a variety of domains that are defined as GVC-oriented policies. They propose four

types of GVC policies based on the policy goals which consist of GVC participation, value

capture, inclusiveness, and resiliency policies.

However, Miroudot (2020) asserts that the current GVC discussions solely pay attention to

resilience GVC policies for developed countries and overlook developing and emerging

economies. A report published by the World Bank (2020) highlights the need for greater

attention to be given to developing countries in GVC discussions. The report emphasizes that

developing countries have increasingly become significant players in global trade and value

chains, yet their specific challenges and opportunities are often overlooked. It underscores the

importance of understanding the dynamics and implications of GVCs for developing

economies.

Barbieri et al. (2021) also pointed out the lack of research in policy responses from

developing countries in the current reconfiguration of GVCs. This is further strengthened by

a study conducted by UNCTAD (2020), which examined the policy responses of developing

countries to GVC challenges. The study found that while some developing countries had
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implemented targeted policies to enhance their participation in GVCs, there was still a need

for more comprehensive research and analysis of policy responses in different contexts.

Furthermore, it is briefly suggested that the current reconfiguration of GVCs could provide

other Asian Countries with opportunities, particularly in the context of decoupling from

China by lead firms and developed countries. It is believed to be able to benefit other

developing Asian countries as long as they create the needed precondition (Gopalakrishnan et

al., 2022). This idea aligns with a report published by Lund et al. (2019), which explores the

potential benefits for other developing Asian countries resulting from the reconfiguration of

GVCs. The report highlights that companies and countries seeking to reduce their

dependence on China are exploring alternative production locations, presenting an

opportunity for other developing Asian countries to attract investment and participate in

GVCs. However, it also emphasizes the need for these countries to establish the required

foundations such as by improving infrastructure, strengthening institutions, and developing

skilled labor forces.

As such, it is useful to have further discussion about developing countries’ policies and

efforts to capture these opportunities. By using a qualitative approach, this study aims to

address the gap to gain a better understanding of how the policy response of governments in

developing countries is in the era of GVC reconfiguration. OECD (2022) highlights the need

for research collaboration between policymakers and the academic community to generate

insights and knowledge that can inform evidence-based policies for GVC development.

Government involvement plays a crucial role in facilitating GVCs and harnessing the

economic, social, and environmental benefits acquired from domestic industrial activities.

Since governments need a multiple understanding of wider commercial GVC dynamics,

working with numerous and sometimes competing stakeholders to achieve their

developmental goals. It is useful to have a discussion on GVC policies, especially in

developing countries, to provide relevant knowledge that could help foster policy

improvement. As also pointed out by De Marchi and Alford (2022), understanding and

guiding effective government policy in an era of GVCs is a growing research agenda, one

that can and should continue to be co-developed with the academic community.
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1.3 Purpose & Research Question

Within the context of the current era of protectionism and GVC reconfiguration, this study

highlights the overlooked policy response of developing countries’ governments. The

purpose of this study is to develop a deeper understanding of how developing countries adapt

their strategies and navigate the reconfiguration of GVCs. The following research questions

have been developed in light of the background and purpose that have been provided:

- How do governments of developing countries respond towards GVCs reconfiguration

by MNCs driven by the resilience policies of developed countries?

1.4 Delimitations

In order to maintain the relevance and credibility of this thesis, certain delimitations have

been established due to the wide-ranging nature of the topic related to government policies.

First, it is important to emphasize that the thesis does not aim to draw broad conclusions

about the government's overall stance on deglobalization and the reconfiguration of GVCs.

Rather, the focus is on gaining insight into policymakers' perceptions and attitude towards

this phenomenon. The scope of the thesis is specifically restricted to the perspectives of

policymakers who are directly engaged in Indonesia's EV value chain as the research seeks to

examine the policy responses from one developing country. Second, our examination of

strategic objectives and policy instruments is limited to those directly associated with the

development of the EV value chain in Indonesia. By adopting this narrow scope, we can

conduct a contextual analysis of the topic through a single case study approach. It is

important to note that the results obtained from this research approach are highly influenced

by the contextual settings and background of the informants.
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2. Theoretical Framework
—————————————————————————————————————

The theoretical framework presents core concepts for this study. The first section introduces

the concept of GVCs, connected to its benefits and lastly the deglobalization that is currently

happening. Second section discusses Porter's Diamond in relevance to governance quality.

This leads to the third section that tries to connect the government and policy objective,

followed by policy instruments. Lastly a conceptual model has been created to display how

the theories will assist us to answer the research question.

—————————————————————————————————————

2.1 Global Value Chains

According to Buckley et al. (2018), GVCs evolved from the global factory model that

emerged in the late 1970s. It represents a form of global production that is organized around

cross-border value chains, where firms are connected through inter-firm networks. This

extends from the design phase to the final delivery of goods to end-users, facilitating the

integration of production activities across different countries and regions. Kano et al. (2020)

describes GVCs as the web of interrelated processes and activities that enable the production,

distribution, and consumption of products and services on a global scale. Gereffi et al. (2005)

further defines it as networks of interconnected value-adding activities, resources, and actors

that are dispersed globally and centered around a certain good or service. They further

describe that these networks connect nations, organizations, and consumers in the global

economic landscape, and may encompass businesses of any size, from small and

medium-sized businesses (SMEs) to multinational corporations (MNCs). GVCs have their

roots from the practice of multinational enterprises (MNEs) seeking to improve efficiency by

incorporating their strategically located partners, specialized suppliers, and customer bases

into complex structures and leverage the host countries' competitive advantage such as lower

operational cost, resource availability, or cheaper labor (Kano et al., 2020). Such competitive

advantages have attracted foreign investment, which in turn give opportunities for businesses

and firms in the host countries to join GVCs initiated by MNEs. Therefore, as argued by

Gölgeci et al. (2021), GVC cannot be solely explained by the behaviors of the lead MNEs

since it is a complex system made up of both business and non-business actors, as well as

internalized or externalized activities of the lead firms.
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2.1.1 Benefits of Participating in the GVCs

The World Bank (2020) states that participation in GVC boosts per capita income, it creates

better jobs. Thus it is associated with the reduction of poverty. There are two key mechanisms

in how GVCs can benefit and boost economic performance, which is either through

functional specialization and knowledge connectedness (Pietrobelli et al., 2021). Where GVC

first gave rise to finer-grained international division of labor. It allowed countries or regions

to specialize and focus on the areas of the value chain they had a comparative advantage,

using domestic resources to its fullest potential (Grossman & Rosi-Hansberg, 2008; Gereffi,

2018). Developing countries might not be capable of producing complete products, however

the specialization in GVCs gives them the possibility to accelerate their industrialization by

utilizing simpler production stages for developed economies. This also means that it's easier

for developing countries to access foreign markets at lower costs with all of their output, yet

at a much lower cost (World Bank, 2020).

The second key mechanism Pietrobelli et al. (2021) discuss is the connection of global

knowledge which generates economic growth. According to Ambos et al. (2021) and

Amendolagine et al (2019), the connection between local firms and production partners the

value chain offers around the globe gives access to foreign knowledge that can help increase

domestic technological capabilities, thus helping local firms' innovation capabilities.

Additionally, GVC can also contribute to knowledge spillover due to foreign companies'

foreign direct investment (FDI) initiatives that could help domestic companies in the

developing country (Pietrobelli et al. 2021).

2.1.2 Deglobalization, Decoupling and Reshoring

It is a heated debate in academia, questioning whether the world is entering a phase of

deglobalization, decoupling and reshoring (Atkinson et al. 2022; Williamson, 2021; Gong et

al, 2023). Deglobalization is defined as the process of weakening interdependence among

nations (Witt, 2019). Witt et al. (2023) describes deglobalization as a process and not an

outcome, where the hypothetical endpoint would be a complete deglobalized economy where

no economic activities happen between countries. Witt (2019) however argues that

deglobalization has been in progress for several years as it concerns both the dimensions

directly relevant to international business, trade and FDI. This means that countries on

average would rely less on goods and services or on investments from other countries,
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relative to levels of domestic economic activity. In essence, meaning that trade and

investment flows as percentages of gross domestic product (GDP) should be on the decline.

There are records since the second half of the 2000s where both trade and FDI have fallen

relative to the world GDP (Witt et al., 2023). Witt (2019) is not the only arguing for this, as

reshoring and backshoring of manufacturing activities has been observed in the developed

world in certain industries and sectors by several researchers (Bailey and de Propris, 2014;

Dachs et al., 2019; Kinkel, 2012; Lund and Steen, 2020).

However, Witt et al. (2023) argue that complete reshoring of certain supply chains may not be

feasible due to the exclusive availability of essential resources in a few specific locations.

They propose considering two key dimensions when considering the reshoring decisions: the

degree of strategic importance and the degree of reshorability. This is especially the case in

the decoupling agenda from the West, and specifically the scenario of the US decoupling

from China (ibid). For activities that are strategically important but have low reshorability,

they suggest an alternative approach called “friendshoring”. This involved relocating these

activities to allied nations to the West, or less likely future allies of China, that offer a

favorable environment for conducting such operations. Gopalakrishnan et al. (2022) further

believe that Asian countries will benefit from this diversification of GVC,

2.2 Understanding Competitive Advantage through Porter's Diamond

Porter's (1990) diamond of national advantage explains how and why some nations are more

successful than others. He defines four attributes that make up the systematic diamond (as

shown in Figure 1), these being factor conditions, demand conditions, related and supporting

industries, as well as firm strategy, structure and rivalry. These attributes create the

environment of the nation in which companies are born and compete. In order to achieve

international competitive success, these conditions are essential as the availability of

resources and skills are necessary for competitive advantage. When the national environment

permits, it supports certain conditions, such as giving access to information, insight into

products and at the same time force innovation and investments, companies accumulate

competitive advantages and enhance it over time. The systematic nature of the diamond is

that it promotes clusters of competitive industries that are linked vertically and horizontally

together throughout the economy.
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Figure 1 - Porter's Diamond of Competitive Advantage

2.2.1 Factor Conditions

In Porter's (1990) perspective, a nation's factor conditions refer to its position in factors of

production like skilled labor and infrastructure. He argues that a nation's success in advanced

industries is not determined by what it has inherited but rather by its ability to efficiently

generate, improve, and apply these factors in specific industries. These factors are scarce,

difficult to copy, and require continuous investment. Porter (1990) also posits that

disadvantages in certain industries can prompt innovative and upgrade initiatives, which can

be advantageous in a dynamic environment. However, certain conditions must be met,

including favorable access to skilled labor, domestic market signals, active competition, and a

clear strategic focus. This requires sustained investment and innovation before foreign

competitors. With these prerequisites, a nation can achieve a competitive advantage in

advanced industries.

2.2.2 Demand Conditions

Porter (1990) refers to demand conditions as the characteristics of the domestic market's

demand for a particular industry's product or service. Although one might assume that

globalization would lessen the significance of domestic demand, the nature of the home

market often has a significant impact on how companies perceive, understand, and respond to
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customer needs. Countries can acquire a competitive advantage in industries where the home

market offers their firms a clearer or earlier understanding of emerging customer needs and

where demanding customers push companies to innovate faster and achieve more advanced

competitive advantages than their foreign competitors. More broadly, a nation's firms can

forecast global trends if the country's values and preferences are spreading, indicating that it

is exporting not only its products but also its values and tastes. Countries disseminate their

values and tastes through various channels, such as media, training programs for foreign

personnel, political influence, or the international activities of their citizens and firms.

2.2.3 Related and Supporting Industries

The third major determinant of national advantage, according to Porter (1990), is the

presence of related and supporting industries that are competitive on an international level.

These industries are critical to downstream industries, providing cost-effective inputs and

supporting innovation and upgrading through close working relationships. The proximity of

suppliers and end-users facilitates efficient communication and exchange of ideas, allowing

companies to influence their suppliers' technical efforts and accelerating the pace of

innovation. For the greatest benefit, the nation's companies should have global competitors as

suppliers, rather than captive domestic suppliers. It is unnecessary for a country to be

competitive in all supplier industries to gain a competitive advantage, as companies can

source materials, components, or technologies from abroad without significantly affecting the

performance of the industry's products. Home-based competitiveness in related industries

also increases the likelihood of companies embracing new skills and offers a source of

entrants who will bring a novel approach to competition.

2.2.4 Firm Strategy, Structure, and Rivalry

Porter (1990) argues that the circumstances and context of a nation strongly influence the

creation, organization, and management of companies, as well as the nature of domestic

rivalry. The competitiveness of an industry results from the convergence of management

practices and organizational modes favored in the country and the sources of competitive

advantage in the industry. Companies and individuals in different countries have different

goals, which reflect the characteristics of national capital markets, compensation practices,

and individual motivation. Outstanding talent is a scarce resource in any nation, and a

nation’s success largely depends on the types of education its talented people choose, where
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they choose to work, and their commitment and effort. Domestic rivalry is the most important

point in the diamond, according to Porter (1990), as it creates pressure on companies to

innovate and improve. Local rivals push each other to lower costs, improve quality and

service, and create new products and processes. Moreover, domestic rivalry creates pressure

for constant upgrading of the sources of competitive advantage and ultimately pressures

domestic companies to look at global markets and toughens them to succeed in them.

2.3 Government Quality and Its Role in Enhancing Competitiveness

According to Chobanyan and Leigh (2006), governments have direct influence on national

advantages in regards to the investment-driven stages. They argue that governments should

play a role in creating and developing industrial and export clusters, moreover generate and

maintain domestic rivalry and efficient corporate governance to stimulate dynamism and

innovation. However, Porter (1990) argues that governmental institutions indirectly affect

competitiveness, more specifically that ‘antitrust’ policy affects domestic rivalry, investment

in education can alter factor conditions and regulation alter the home demand conditions.

Porter (1990) further discusses how government policy drives competition through targeting,

protection, import promotion and subsidies, meaning that the government's role is that of a

catalyst and a challenger, one who encourage or pushes companies to a higher competitive

performance by amplifying the diamond.

Nevertheless, many have challenged the argument where government institutions may in fact

directly affect national competitiveness, such as Chobanyan and Leigh (2006), Wickham

(2005), Rugman et al. (2012) and Fainshmidt et al. (2016). Rugman et al (2012) arguing that

Porter (1990) views government narrowly as background conditions, and the others arguing

for how governance quality deserves a more direct central role in the diamond model.

Fainshmidt et al. (2016) argues about three distinctive, however overlapping ways

governments can add value to the national economic system directly, rather than

strengthening the national diamond.

The first aspect would be political stability that may increase national competitiveness by

decreasing uncertainty around laws and policies (ibid). Whereas political instability threatens

economic transactions where contractual obligations might not be honored over longer time

spans. The second aspect is the strong rule of law and government institutions towards

property rights protection. This is essential as assets are key to competitive advantage in
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technologically advanced organizations (Poppo and Zenger, 1998). Lastly, the control of

corruption is another factor that can directly influence national competitiveness (Chikan,

2008; Delgado et al., 2012).

Fainshmidt et al. (2016) further argue that weak governance shapes production and resource

allocation decisions that can impose cost upon organization. Firms in countries with effective

governance help safeguard the future, yet also instead of using time and resources towards

transaction cost considerations it can be put towards learning and innovation.

2.4 Government Policy and Objective

Pietrobelli et al. (2021) define GVC-oriented policies as a spectrum of socio-economic tools.

Tools that governments use to influence GVCs and their actors in order to secure local,

regional, and national interest. It has three different dimension which define it starting with

policy objective, which can be divided into three main distinctions such as (1) strengthening

the local economies participation; (2) increase the local economy’s value capture in GVCs;

and lastly, (3) improving the local social and environmental conditions in the GVCs.

However, after the pandemic a fourth objective was added in the name of strengthening the

countries own resiliency against shocks (Miroudot, 2020).

The second dimension is the rationale that governments adopt in order to justify their policy

interventions. This is done in order to eliminate market distortions which can prevent local

GVC activities reaching desired goals, where trade policies such as tariffs and subsidies can

shift the focus to resources and sectors which don’t foster any comparative advantage

(Pietrobelli et al., 2021). Hence policy intervention exists to eliminate and improve

participation, value capture, attract social and environmental upgrades and resilience.

Moreover, intervention can also be used to address externalities, such as risk, uncertainty and

incomplete information which can limit private investment for companies in order to join

GVCs and in a way limit investment in innovation and learning activities aimed at upgrading

the GVCs (Pietrobelli et al., 2021). Buckley and Liesch (2022) argue that while it can be

effective when dealing with negative externalities, it can also be problematic in the case of

when externalities are created by the GVCs themselves. This is due to the fact that it's more

difficult to measure costs and benefits when it happens across national borders, thus it can be

less effective. It's more relevant when more knowledge of the value chain exists, meaning
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when it's more strongly integrated. Another externalities related to GVCs is the imbalanced

distribution of power and economic benefits between the lead firms and their suppliers, as the

lead firms hold the authority to establish the rules and requirements for participating in the

value chain, which can impact the extent and method of involvement of local suppliers and

employees (Buckley and Strange, 2015; Gereffi et al., 2005). Moreover, this can shape their

ability to develop new skills and knowledge, which may either support or impede economic

and social upgrading (Pietrobelli and Rabellotti, 2011).

The last dimension is the instruments and actions that are at disposal to the policymakers to

reach the GVC-oriented policy objectives (Pietrobelli et al., 2021). Governments can use

either action depending on whether the government wants to support or harness GVCs.

Depending on the type of stance, Pietrobelli et al. (2021) propose four different GVC policies

that states can take, (1) participation policies, (2) value capture policies, (3) inclusiveness

policies and (4) resiliency policies.

2.4.1 Participation Policies in GVCs

According to Smichowski et al. (2020), the dominant narrative about the development of

global value chains (GVCs) previously suggested that if a country increases its involvement

in GVCs, it should see a positive impact on its economic and social conditions. This positive

scenario was essentially grounded in the concept of comparative advantage, which

emphasizes the advantages of specialization and the potential for knowledge transfer (Romer,

1993). Pietrobelli et al. (2021), discuss how participation policies are centered on two policy

pillars that aim to minimize market distortions. Firstly, market-enabling policies that aid the

private sector in reorganizing productive activities based on a country's inherent comparative

advantage, and secondly, connectedness policies that decrease the costs associated with

linking domestic firms to foreign partners in the value chain (ibid).

The objective of market-enabling policies is to tackle market distortions that impede the

allocation of private resources toward sectors and activities within the value chain that

represent a comparative advantage (Pietrobelli et al., 2021). The elimination of such market

distortions is viewed as critical to encouraging participation in GVCs and encouraging a

country's functional specialization in activities within GVCs that align with their latent

comparative advantage. These policies may include deregulating factor markets, bolstering
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competition, removing barriers to business creation and operation, and creating an

environment that is conducive to foreign direct investments (ibid).

Connectedness policies strive to enhance participation in GVCs by lowering the expenses for

local businesses to receive or transmit goods and information across borders, making them

more appealing partners within the GVC network (Pietrobelli et al., 2021). Further examples

mentioned are policies aimed at reducing trade costs on the products side involve measures

such as eliminating tariff and non-tariff barriers and customs reforms to address delays and

uncertainty.

2.4.2 Value Capture Policies in GVCs

Although participation policies can help firms and locations to effectively learn and develop

themselves, market forces do not imply that the GVC participation equals an increased value

capture by itself (Pietrobelli & Staritz, 2018). Pietrobelli et al. (2021) argues that value

capture policies tend to be more vertical in nature targeting more specific sectors, tasks, or

firms. Hence governments need to adopt far more interventionist GVC value capture policies

in order to ensure a strong connection between participation and industrialization (Mayer &

Phillips, 2017). The emphasis shifts from creating market-friendly circumstances by

remedying market distortions to reinstate favorable conditions for attracting and integrating

into global value chains, to a more discerning approach that addresses externalities.

To obtain the most significant benefits from participating in the GVCs, it is crucial to enhance

the development of production and innovation capabilities, allowing countries to increase the

value they can generate and capture within a GVC by learning and innovating domestically

(Pietrobelli and Rabellotti, 2011). This process is known as economic upgrading, and it

involves strategies that countries can adopt to shift towards higher value-added activities

(Gereffi et al., 2005). Various types of economic upgrading have been recognized, such as

product and process upgrading. This involves advancing vertically along the value chain to

enhance the quality of products or processes. Moreover, functional and interchain upgrading

is more complex, which involves moving horizontally towards new markets or functions

(Humphrey and Schmitz, 2002). The key focus is whether and how the improvement in

certain domestic firms can spread to the rest of the economy (Pietrobelli et al., 2021). As

suggested by Hansen and Hansen (2020), the upgrading of even a single producer within a

GVC may lead to opportunities for multiple other domestic companies due to knowledge
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transfer that occurs through labor mobility, demonstration effects, supplier relations, and

collaborations between universities and industries.

According to Pietrobelli et al. (2021), policy instruments that can affect economic upgrading

include the implementation of local content requirements and restrictions on foreign

investment. China's electric vehicle industry provides an example where these restrictions

were imposed to encourage major international companies to work with domestic

manufacturers, promoting the exchange of cutting-edge technologies (De Marchi and Alford,

2022). However, Pietrobelli et al. (2021) suggests that this kind of knowledge transfer is

dependent on both the willingness of lead firms to share their knowledge and the capability of

local firms to absorb, master, and adapt the knowledge and capabilities transferred to them.

Therefore, government intervention to facilitate this knowledge transfer is sometimes needed.

Lema et al. (2020) further suggests that the government can have a significant role in

establishing the domestic market which is an important factor in supporting the upgrading of

the domestic industries. This can be done by focusing on specific sectors and investments to

improve domestic production and innovation capabilities, as such the domestic companies

can be gradually upgraded within the GVCs. Furthermore, Anzolin and Pietrobelli (2021)

point out that local content requirements must be accompanied by policies that promote

domestic capability building. Without such policies, local content rules lose their economic

justification.

De Marchi and Alford (2022), also present some examples of policy instruments that aimed

at value capturing. One approach involves constructing and enhancing various types of

infrastructure i.e. logistical, digital, and productive infrastructure, which can attract

investment and also enable upgrading within the GVCs. In addition to improving a country's

knowledge infrastructure, value capturing policies should also focus on enhancing local

capabilities to satisfy the evolving and expanding demands of domestic manufacturers. This

entails developing educational and training initiatives to cultivate the specific skills needed

by local firms to integrate and upgrade within the GVCs, as well as forging connections

between universities, vocational centers, and the firms participating in these chains (ibid).

2.4.3 Inclusiveness Policies in GVCs

Policies regarding inclusiveness have emerged in order to tackle the sustainability challenges

that have occurred as it aims to narrow the income inequalities, overcome social
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discrimination and protect the environment. Market forces have however failed to accomplish

these tasks according to Sachs and Sachs (2021). This is further supported by Pietrobelli et al.

(2021), participation in GVC and economic upgrading does not necessarily result in social

and environmental upgrading. While there may be significant economic gains, these benefits

are often not equitably distributed (Lund-Thomsen and Lindgreen, 2014).

According to Pietrobelli et al. (2021), social upgrading refers to the improvement of job

quality and working conditions, including better protection and rights for workers. On the

other hand, environmental upgrading involves making changes in the value chain that lead to

a decrease in the negative impact of firms on the environment, such as reducing greenhouse

gas emissions, preventing biodiversity loss, and avoiding overexploitation of natural

resources.

According to Narula (2019), lead firms have the potential to drive social and environmental

upgrading effectively. As they have the authority to establish the requirements for

participation in the GVC, lead firms can use their power to encourage their suppliers to

adhere to social and environmental standards. This adherence can then be passed down to

lower-tier suppliers if sustainability standards are made a prerequisite for participating in the

GVC (ibid). Essentially, lead firms can be a potent force for promoting sustainability if they

exercise their corporate influence appropriately. To address labor issues within their supply

chains, many multinational enterprises (MNEs) have taken the initiative to implement

corporate social responsibility (CSR) programs, which may include the creation of codes of

conduct and the use of third-party monitoring to ensure compliance with working and

environmental regulations (Pietrobelli et al., 2021).

Goerzen et al. (2021) further suggests that collaboration between policymakers and lead firms

is essential in order to achieve social and environmental upgrading, and one way to achieve

this is by acknowledging certifications accredited by private bodies are just as valid as those

issued by public standard agencies. Additionally, Nachum (2021) suggests that in order to

promote social and environmental upgrading, it's necessary to have shared goals between

producing and consuming countries. The collaboration between lead firms, domestic

suppliers, employees, and national governments in both producing and consuming countries

is crucial for ensuring the desirable value distribution in GVCs.
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2.4.4 Resiliency Policies in GVCs

Miroudot (2020) argues that in today's globalized economies, a disruption in one area of the

economic system has the potential to cause a severe worldwide economic downturn. Global

value chains (GVCs) frequently contribute to this transmission process. Pietrobelli et al.

(2021) further suggest that GVCs have become overly complex and are ill-suited to function

in the current volatile geopolitical environment. As a result, there is a growing demand for

GVC policies that could improve a country's resilience to worldwide economic shocks. The

concept of a country's resilience typically denotes its capability to promptly recover and

resume in providing societal well-being following an economic disruption (Miroudot, 2020).

Pietrobelli et al. (2021) propose that building resilience entails that countries should avoid

relying too heavily on a single source or strategy, as this can increase their vulnerability to

unforeseen circumstances.

For policymakers, a more relevant concern regarding resilience is how to guarantee that a

society's capacity to provide fundamental goods and services can withstand both domestic

and foreign disturbances (Miroudot, 2020). Pietrobelli et al. (2021) further suggest two

factors that are essentials to build a country’s resilience. The first one is diversifying the

supply base of essential goods to avoid excessive dependence on GVC links with specific

countries that may be vulnerable to production or trade disruptions. The second factor is

having alternatives readily available in the event of a disruption to an existing GVC linkage.

Pietrobelli et al. (2021) propose several ways that the government can take to improve

resilience, such as by incentivizing or supporting local production of essential goods or taking

on state ownership, promoting reshoring and diversification of the supply chain, public

procurement policy, and lastly by building international cooperation.

2.5 Conceptual Model

The conceptual model constructed from the theoretical framework aims to provide insights

into how governments of developing countries respond to the reconfiguration of GVCs by

MNCs, driven by the resilience policies implemented by developed countries. This

conceptual model focuses on three key elements: policymakers' perception towards

deglobalization, their strategic objectives, and the policy instruments they employ. The

conceptual model emphasizes the interplay between these elements, highlighting the
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influence of policymakers' perception towards deglobalization on their strategic objectives

and the subsequent choice of policy instruments.

Figure 2 - Conceptual Model based on the Theoretical Framework

Section 1: The conceptual framework proposed in this study begins with the perception

towards deglobalization. It focuses on how policymakers perceive and interpret the

phenomenon of deglobalization, encompassing their understanding of its causes,

implications, and potential effects on their country’s economic and social landscape.

Policymakers’ perceptions can be influenced by a variety of factors, including economic

indicators, political ideologies, societal pressures, and international dynamics. Understanding

policymakers’ perception towards deglobalization is essential as it provides insights into their

motivations and priorities when formulating strategies and policies.

Section 2: Building upon this perception, the framework identifies strategic objectives aimed

at achieving national competitiveness. This national competitiveness is derived from Porter's

(1990) Diamond Model. By strengthening factor conditions, stimulating domestic demand,

nurturing related and supporting industries, and fostering a conducive business environment,

policymakers can navigate the challenges presented by deglobalization and proactively

harness its potential benefits.

Section 3: To support the achievement of these strategic objectives, the framework

incorporates policy instruments that can be employed by policymakers. These policy

instruments are derived from GVC related policies proposed by Pietrobelli et al. (2021)

which encompass participation policies, value capture policies, inclusiveness policies, and

resilience policies. These instruments provide actionable approaches that enable

policymakers to enhance national competitiveness in order to navigate the challenges and

leverage the opportunities associated with deglobalization.
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3.METHODOLOGY
—————————————————————————————————————

This chapter will present our chosen methodology and research process. The chapter exists to

prove the study’s legitimacy as it describes what research was conducted and how the data

was selected, analyzed, and collected. Moreover, considerations towards quality and ethics

will also be discussed in order to ensure that the research is of high quality.

—————————————————————————————————————

3.1 Research Approach

The purpose of this thesis is to gain insights on how developing countries adapt their

strategies and navigate the reconfiguration of GVCs. To achieve this, the research

investigated the perspectives of developing countries’ governments toward this phenomenon,

with the aim of identifying strategic objectives and policies to enhance and sustain their

participation in GVCs. Thus the research utilizes a qualitative approach as it aims to gain a

more profound understanding of the phenomenon and provide a detailed account of its

effects. As Bell et al. (2019) states, a qualitative study approach gives a deeper understanding

of the data as it is displayed in words and images rather than quantifications. It is said that it

can be used to test existing theories, and see their practical relevance and applications in

real-world contexts.

The research has been done through an abductive approach, which is a combination of both

induction and deduction meaning that the theory and the empirical findings have been

analyzed and continuously compared (Bell et al., 2019). Abduction is used to find the best

possible rationale through the explanations or interpretations of the data, making a

phenomenon more understandable (Mantere and Ketokivi, 2013). We began by examining the

phenomenon of deglobalization and fragmentation in the GVCs, as well as the possible policy

responses of developing countries. A research gap was identified, namely the lack of

information on developing countries' response towards GVC reconfiguration. As such, the

research started off with gathering relevant theory on GVCs, deglobalization, and GVC

policies, in order to be able to understand, compare and answer our research question. With

the theory, an interview guide was made with key topics that we thought would be relevant

and related to the research question and sub questions. The interview responses were then

carefully compared and analyzed in relation to the initial theories, revealing that the theory
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did not adequately reflect the policymakers’ perspectives regarding the reconfiguration of

GVCs. Hence adjustments had to be made to the initial theories by adding, deleting, or

modifying them to align better with the responses provided during the interviews, facilitating

a more accurate comparison and analysis. This process enables us to establish meaningful

connections and draw comprehensive conclusions. Dubois and Gadde (2002); Dubois and

Gadde (2014) discussion on systematic combining, which is based on abductive logic,

focuses on how both theoretical framework, empirical fieldwork and case analysis develop

simultaneously, stating it is a very good option towards the development of new theories.

Systematic combining was created to make the actual research process more visible as the

normal process of abduction in terms of results and theory was rather separated and difficult

to understand. Hence, we utilized the abductive approach with the systematic combination

method in mind, comparing both the theory and empirical data knowing they are

interdependent.

3.2 Research Design

As a qualitative research approach was adopted, we decided to utilize a single case study

design that was deemed appropriate for the research. According to Eisenhardt (1989), the

case-study approach is well suited for new research areas, or areas which do not have

adequate theory. This aligned well in consideration to our research gap and thus a single case

study was selected with the research scope limited to a single geographic region (e.g.

Indonesia) and a specific industry (e.g. the EV industry). The study will specifically target the

EV industry, because it is one of the strategic industries that currently have a high

dependency on China in its supply chain. Taking into account the selection of the case which

Stake (1995) mentions should be based on the opportunity to learn, or where expectations to

learn will be the greatest. He further explains how case studies can be used to gain insights of

particular situations, yet also understanding broader issues or challenge generalization.

Additionally, the use of a case study design is considered suitable as the aim of this thesis is

to comprehend how developing countries respond to GVC reconfiguration. As described by

Flyvbjerg (2006), case studies involve depth analysis of a single case, and they are effective

in generating a rich understanding of a complex phenomena. It also gives the flexibility to

utilize various data collection techniques like interviews and observations (Eisenhardt, 1989),

which allows for an in-depth exploration and comprehensive analysis of the research topic
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(Bryman and Bell, 2011). Given that the current thesis aimed to gain a thorough

understanding of a particular phenomenon, an immersive research approach utilizing in-depth

interviews complemented by data sourced from websites and articles was deemed necessary

to gain a comprehensive understanding of the topic.

3.2.1 Indonesia as Choice of Research Case

The choice of Indonesia and the EV industry as the focus of this single case study design is

motivated by the purpose to gain insights on the overlooked policy responses of developing

countries’ governments within the context of GVC reconfiguration. Relevance of the EV

industry is in its potential for diversification or friendshoring, reducing its current

dependency on China. Barbieri et al. (2021) have highlighted the growing interest in the

electric car battery industry. They have pointed to the European Union's goal of establishing a

competitive and sustainable battery value chain as an illustration of this trend. Meanwhile,

Indonesia shares this objective by leveraging its abundant nickel reserve (IEA, 2022) and is

being viewed as a potential relocation option for global firms moving away from China due

to its close proximity (Basu and Ray, 2022).

As a G-20 member and the largest economy in Southeast Asia (ASEAN, 2023), Indonesia has

the biggest market for automobiles (Konewka et al, 2021) and is the largest automaker among

ASEAN countries (ACEA, 2022). A decree supporting the electric vehicle industry was

signed by the president of Indonesia in August 2019. Furthermore, approximately 30% of the

world's nickel reserves, a crucial component of EV batteries, are located in Indonesia (IEA,

2022), giving it a competitive advantage to support its ambition to develop a regional EV

battery hub. As the West and other Asian nations raise subsidies to entice EV investment

domestically, Indonesia has seen an opportunity and is adopting a strategy of

"downstreaming," prohibiting the export of raw materials, such as nickel, to encourage

MNCs to build factories in Indonesia (The Economist, 2022). The Indonesian government is

encouraging investment in nickel processing with both fiscal and non-fiscal incentives, as the

country wants to become a regional hub for EV production (Liu and Bakara, 2022).

3.2.2 Government Structure and Policy Implementation in Indonesia

The Indonesian parliament, the People's Consultative Assembly, is holding the legislative

power in the country. It has two chambers which are the House of Representatives and the
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Regional Representative Council. The Regional Representative Council is an advisory body

and does not have a formal role in the lawmaking or budgeting process, that's the role of the

House of Representatives. It has the authority to make and change laws, however it has to

work with the executive to negotiate policy (Blomkamp et al., 2018).

Parliament plays an important role in policymaking through creation and amendment of laws,

yet also in budget formulation and implementation. However, there are also various

stakeholders that help in the process, such as development agencies, technical advisors,

business people, civil sector organizations, and academics (Blomkamp et al., 2018). A task

force in a ministry is typically drafting a new government bill. This taskforce can also include

decision-makers from the executive and also technical experts from universities and civil

sector organizations. Each of these bills put forward are required to be conducted with an

academic paper in order to deliver a detailed explanation describing the reason for the bill,

what matter it will deal with and the breakdown of all clauses (Datta et al., 2011). In order for

a bill to become a law both the executive and legislative branches of the government must

agree to it. According to Blomkamp et al. (2018), most bills in practice are introduced by the

executive and then sent to a People’s Representative Council committee or commission. They

have 11 sectoral commissions in which each member of parliament belongs to, and they have

frequent contact with their respective ministries and agencies. Once a law has been passed by

parliament or the People’s Representative Council, signed and formalized by the President,

the executive implement the regulations. The new regulation can take years to be

implemented and it needs to take other regulations into account while also having sufficient

budget and human resources allocated (ibid).

3.3 Data Collection

We collected empirical data from two main sources, primary and secondary data. The primary

data was obtained through semi-structured interviews with Indonesian policymakers. As

suggested by Bryman and Bell (2011), interviews are a widely used method for gathering

primary data in qualitative research, given their adaptability and flexibility. Meanwhile, the

secondary data comprise information gathered from online journals, websites, and articles.

Bell et al. (2019) refers to this practice as triangulation, which is the utilization of multiple

methods or data sources to investigate social phenomena. The original idea of triangulation,

proposed by Webb et al. (1966), was to enhance the development of measures for concepts by
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utilizing multiple methods in the process. This approach was designed to increase the

reliability of findings and instill greater confidence in the results obtained.

3.3.1 Selection of Informants

While the EV value chain involves a diverse range of actors, including manufacturers,

suppliers, infrastructure developers, research institutions, and consumers, we narrow our

scope to examine the role of policymakers. By doing so, we will be able to focus our analysis

on the government policies encompassing strategies, regulations, and initiatives implemented

by the government to facilitate and regulate the EV industry in Indonesia.

The interviews for this study were conducted in Jakarta, Indonesia, with a primary objective

of connecting with high-level officials involved in the policy formulation, particularly those

taking part in the development of the EV ecosystem in the country. The ministry that is

responsible for this development is the Coordinating Ministry of Maritime Affairs and

Investment. Our communication with the ministry commenced in February 2023 when we

initiated contact for our thesis. In early March 2023, we submitted to them the

recommendation letters from both a Professor and an Assistant Professor from our university.

Subsequently, in the middle of March 2023, we obtained approval from the Deputies to

conduct our research in April 2023. The ministry allocated time slots in April to

accommodate our research, taking into consideration the constant travel commitments of

high-ranking officials who were engaged in meetings with potential investors abroad.

Fortunately, we were able to conduct our research in April as the officials were available in

Indonesia at that time. Despite allowing for a month-long window to accommodate their busy

schedules, we encountered a constraint due to the occurrence of the Ramadan holiday in

April, which lasted for more than a week. As a result, one of our interviews had to be

rescheduled and conducted online via Zoom. These interviews provided valuable insights into

the current state of the EV ecosystem and the policies and practices in place to support its

development.
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Interviewed Position Institution Time Location of the
Interview

Septian Hario
Seto

Deputy Minister
for Investment
and Mining
Affairs
Coordination

Coordinating
Ministry of
Maritime Affairs
and Investment

40 minutes Jakarta,
Indonesia

Bimo Wijayanto Assistant Deputy
Minister for
Strategic
Investment

Coordinating
Ministry of
Maritime Affairs
and Investment

60 minutes Jakarta,
Indonesia

Rachmat
Kaimuddin

Deputy Minister
for Infrastructure
and
Transportation
Coordination

Coordinating
Ministry of
Maritime Affairs
and Investments

42 minutes Online, Zoom

Tubagus
Nugraha

Assistant Deputy
Minister for
Mining Affairs

Coordinating
Ministry of
Maritime Affairs
and Investment

40 minutes Jakarta,
Indonesia

Anonymous Positioned at
Deputy Minister
Office for
Infrastructure and
Transportation

Coordinating
Ministry of
Maritime Affairs
and Investment

60 minutes Jakarta,
Indonesia

Table 1 - Table of Informants

3.3.2 Interview Process

The study was intended to understand the perspective of the policymaker and to see their side

of the reconfiguration of the GVCs, thus the use of semi-structured interviews were chosen.

Semi-structured interviews give the flexibility of choice due to the possibility to ask

follow-up questions not included in the interview guide. Giving the informant a guideline of

the main topic accessing more specific answers yet also get the freedom to further dig deeper

and develop the answers given (Bell et al., 2019). The interviews were done on site in

Jakarta, Indonesia and also online through Zoom. In accordance with Bell et al. (2019), an

interview guide was prepared in advance which was developed through the theoretical

framework, and it was customized to address the different perspectives and expertise of the

policymakers. The guide followed the topics of deglobalization, government objectives, the
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different GVC policies and lastly questions regarding the EV market. We chose to record our

interviews with the permission from the informants. This was done to increase the data

gathering as it would enable us to re-listen to the interviews afterwards and transcribe them.

Moreover it also gave us more room to focus on the answers and ask questions outside of the

interview guide. This was very helpful as we got a deeper understanding on the key topics

presented by our informants leaving for very interesting findings that might not have been

discovered otherwise. Bryman and Bell (2017) discuss how it's easy to get distracted while

writing notes during interviews, suggesting that interviewers should resort to recording the

interview instead in order to develop more interesting questions and points towards the

interview.

3.4 Analysis of Data

In order to make the data easier to compare and more trustworthy, the interviews were

transcribed as soon as the interviews were done. According to Bell et al. (2019), through

transcription, the memory of the interviews such as what has been said and done can be

improved. Moreover, he states that it is a time consuming activity, yet it helps with

processing the data and makes it easier to follow through the empirical data.

After the transcription, the data was constantly compared in order to find out keywords that

could help establish recurring themes that were discussed in the interviews. This was also

compared and supported by the theoretical framework and the interview questions. A

thematic analysis was used in order to deal with the large amounts of data that was collected,

where emerging themes helped differentiate the topics and data. These themes were

“perception towards deglobalization”, “the government's objectives”, “competitive

advantage”, “the EV industry”, “policy response”, “participation policy”, “value capture

policy”, and “inclusiveness policy”,

The final step of the data analysis process involved grouping the identified keywords into the

themes and organizing them under relevant headings. This allowed for a more detailed

examination of recurring subjects within their specific contexts. As the focus of the research

was on understanding informants perceptions and views, this thematic analysis approach was

deemed appropriate. By utilizing this method, we were able to gain a deeper understanding of

the data and effectively identify key themes and patterns in the responses.
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The analysis was carefully structured, utilizing the conceptual model that we developed.

Starting off with the perception of the policymakers towards deglobalization and the

reconfiguration of GVCs. After understanding the policymakers view, discussing the

government's strategic objectives was next. In order to comprehend the policies in place and

their underlying rationale, it is necessary to understand the goals of the government and what

they want to achieve. To thoroughly assess these objectives, we employed the renowned

Porter’s (1990) Diamond Model. Next, we shifted our attention to look closer into the policy

response, and what had been implemented. Here the EV market was used as an example. This

was then structured through the use of the framework of GVC policies from Pietrobelli et al.

(2021), discussing the participation policies, value capture policies and lastly inclusiveness

policies. Resilience policies were left out as it is not the focus of the government at this stage.

3.5 Assessing Research Quality

The assessment of quality in a research is an integral part of any study, mainly as it ensures

the validity and reliability of the findings. Reliability and validity are both important criterias

for assessing the quality of business research, yet there are many discussions about the

relevancy of these two criterias. Bell et al. (2019) mentions how the criteria for validity

carries a connotation of measurement meaning that it has a limited application to qualitative

studies. Hence highlighting other qualitative researchers who have sought to develop other

criterias for assessing research. Lincoln and Guba (1985) and Guba and Lincoln (1994)

established and proposed an alternative way with the criteria of trustworthiness and

authenticity. The reason Guba and Lincoln (1994) created this alternate criteria is due to how

reliability and validity propose a single absolute account of social reality, whereas they

believe that there can be more than one and possibly several truths about the social world. In

this study, we aim to explore policymakers' perspectives on de-globalization and the

government's agenda towards it. Given the potential for multiple answers and interpretations,

we concluded that employing Lincoln and Guba's trustworthiness criteria would be

appropriate to ensure the credibility, transferability, dependability, and confirmability of the

findings (Bell et al., 2019).

Credibility refers to how accurate one can depict the data and perspectives from the

participants. Namely, how accurately our answers and findings represent social reality (Bell

et al. 2019). We made sure that the data we gathered was correct through validation with the
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informant. Respondent validation is a technique used to build accountability and confirmation

by submitting the findings to the participants that were interviewed, so they can confirm that

the findings are accurate.

Transferability is about how the findings can be relatable and transferable to a different

context (Bell et al. 2019). Qualitative studies and findings tend to be unique considering the

context and significant to the aspects of the specific social context studied, hence difficult to

generalize. Lincoln and Guba (1985) mentions how it doesn't matter if the findings do not

hold up in another context, or even the same type of context. Instead researchers can use

what's called thick description in order to enhance the transferability by providing

descriptions of the relevant context and participants (Bell et al, 2019). The participants were

hence carefully selected with similar backgrounds in order to be consistent in the interviews,

making the research more transferable.

Dependability is a parallel to reliability, and is used to show that qualitative research is

trustworthy. It can be ensured by keeping the records of all the phases of the research process

(Bell et al., 2019). During the research we kept all the progress, drafts and records of our

work in the research. Moreover, the interviews were done with an interview guide that was

followed in order to discuss the same topics and also transcribed. This to ensure

dependability through transparency. This makes it possible for peers to be able to easily

follow the research process and the decisions made to justify our research (Bell et al. 2019).

Confirmability according to Bell et al. (2019) is regarding the concern of objectivity, and that

the researchers’ findings are grounded in the data and not from his own perceptions and bias.

As the data was gathered by two researchers it helped reduce the risk of bias as a constant

dialogue between parties were held. Additionally to ensure that the interpretation of the data

was correct we mailed each of the participants confirming their validity.

3.6 Ethical Considerations

Throughout the research process, particular attention was paid to ethical principles, especially

during the data collection stage, to improve the quality of the research. As recommended by

Bryman and Bell (2011), the participants who were interviewed were provided with clear

information about the study's purpose and goals, as well as how the collected data would be

utilized, to ensure informed consent. Before the interviews began, the informants were asked
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if they agreed to have their audio recorded, and only after receiving their consent was the

recording initiated. The informants were also given the option to remain anonymous, but only

one participant chose to do so by removing their name and title. This lack of anonymity for

the majority of informants improved the study's reliability and validity.

To improve the quality and reliability of the data collected in the study, informants validation

was employed, as recommended by Bryman and Bell (2011). Once the data collection and

analysis were completed, the participants were sent their individual statements and quotes via

email, which enabled them to verify and control the accuracy of their responses. This step

was particularly important, given that a significant portion of the study's empirical findings

relied on the participants' personal perceptions. By implementing informants validation, the

study demonstrated a commitment to ethical research practices and strengthened the validity

of the results.
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4. EMPIRICAL FINDINGS
—————————————————————————————————————

This chapter provides the gathering of primary data done in Jakarta, Indonesia and is

presented and structured with the help of the conceptual model from the theory. Here direct

quotes will be referred to with full names of the informants. Refer to table 1 in chapter 3.3.1

for more information about the informants.

—————————————————————————————————————

4.1 Perception of Deglobalization and GVC Reconfiguration

According to Septian Hario Seto, the Indonesian Deputy Minister for Investment and Mining

Affairs Coordination, he believes that the current trend does not indicate deglobalization. The

disruptions caused by COVID-19 and geopolitical issues have led to a reevaluation of supply

chain reliance on specific countries, such as China. However, this does not signify a complete

reversal of globalization. The focus is on reducing dependencies on certain countries and

diversifying supply chains to ensure resilience.

“I guess what’s happening is they are just reducing the dependencies toward certain

countries… I don’t think it (deglobalisation) is happening. It’s just rotating,

previously maybe too much reliance on China and now they think about Indonesia,

they think about India, or some other countries to put their production, so it’s still a

global value chain, but it’s just different countries.”

Septian Hario Seto

Furthermore, Seto highlights that developing countries like Indonesia do not perceive

deglobalization as a significant issue. He emphasizes the importance of attracting investment

through strategic policies. They have attracted investments in value-added industries related

to lithium batteries and electric vehicles (EVs) by leveraging their abundant reserves of

critical minerals. Bimo Wijayanto, the Assistant Deputy Minister for Strategic Investments,

also has the same view, he does not believe that the current geopolitical situation has a

significant influence. He mentioned the country's investment performance that remained

strong, with a focus on maintaining stable economic growth and manageable inflation. While

there may be some impacts, Indonesia continues to attract investments.
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“I don't think that the geopolitical situation has an impact, of course we are

conservative, we will always treat our macroeconomic prudential policies and also

fiscal policies to stabilize our economy. But those crises are an opportunity actually,

the investment keeps coming to Indonesia.”

Bimo Wijayanto

Another point of view is from Rachmat Kaimuddin, the Indonesian Deputy Minister of

Infrastructure and Transportation Coordination. He asserts that extreme deglobalization is

unlikely to happen because the world is heavily interconnected, and complete isolation would

not be efficient. He acknowledges the existence of local content requirements in Indonesia

but mentions that the market may not always be large enough to support domestic production.

In such cases, opening a global factory becomes necessary to meet the demand. He also

highlights the challenge faced by countries like the EU, which seek to protect their economies

while relying on imports of resources like nickel from other countries. Rachmat expresses his

difficulty in finding the right balance between protecting domestic industries and promoting

international trade. However, he emphasizes that Indonesia aims to be part of the global value

chain and participate in "friendshoring" or friendly economic relations. This can also be seen

in Indonesia’s stance of non-alignment, placing itself as a neutral country and a non-partisan

of any block in the world's politics. Wanting to maintain the balance in order to gain access to

more investments. By being competitive and integrated into these global networks, Indonesia

hopes to benefit from globalization while maintaining its own interests.

“We want to be part of the global value chain because typically on globalization they

create a friendly economy… Friendshoring they call it… So that is our strategy, we

want to be competitive, we want to be included in the friendshoring.”

Rachmat Kaimuddin

4.2 Building a Sustainable Competitive Advantage

In discussions about Indonesia's aspirations to build a sustainable competitive advantage in

the development of the EV ecosystem, key insights were shared by Indonesian policymakers.

Seto emphasized the need to create a sustainable competitive advantage that would be

challenging for other countries to replicate. He acknowledged that relying solely on factors

like cheap labor and productivity could lead to vulnerability as countries like China, Vietnam,
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or India could offer similar advantages. Instead, he advocated for leveraging Indonesia's

unique strengths, such as critical minerals, abundant renewable energy, and favorable

logistics for export. By capitalizing on these strengths, Indonesia aimed to establish an

integrated ecosystem that connects various critical minerals required for lithium EV batteries,

while emphasizing the use of competitive green energy.

"We actually have a different strategy, because we want to create a sustainable

competitive advantage… I think the differentiation strategy that we utilize... we want

to optimize our critical minerals... using renewable energy... the carbon footprint is

also low... the final product is also becoming very competitive."

Septian Hario Seto

According to Tubagus Nugraha, the Assistant Deputy Minister for Mining Affairs, Indonesia

possesses abundant renewable energy sources, including hydropower, geothermal, solar, and

wind energy. However, these resources have not been fully utilized in the industry. He

highlighted Indonesia's strong potential in renewable energy, citing the country as one of the

world's largest producers of geothermal energy. With significant untapped potential,

especially in the utilization of hydro, geothermal, and photovoltaic sources, Indonesia can

prioritize clean and environmentally friendly energy utilization, giving the country a strong

advantage in the global transition toward cleaner energy.

"In terms of clean products, energy transition, and more environmentally friendly

energy utilization, I think Indonesia has a strong point in that area."

Tubagus Nugraha

Tubagus also stressed the importance of developing downstream industries within Indonesia's

EV battery ecosystem. He emphasized the significance of completing the value chain and

attracting investors to establish an integrated battery industry within the country. The focus

was on encouraging investors to participate in the entire EV battery production process,

starting from mining critical minerals to producing battery packs. By promoting the

establishment of an integrated battery industry, Indonesia aims to reduce its reliance on

imports and become self-sufficient in meeting the growing demand for EV batteries. As he

noted that currently there does not exist an established battery industry that is comprehensive

and fully integrated in the world. Notably, the collaboration between CATL, the world's
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largest battery producer, and PT ANTAM to build a battery estate was seen as a key

milestone in achieving this objective.

"So that’s why we need to do more downstream industry in Indonesia…. Because

there is no one big integrated battery industry in the world. That's what we called the

package project which are the Titan Project and the Dragon Project in Buli, Maluku.”

Tubagus Nugraha

4.3 Indonesia Aims for Economic Upgrading

Rachmat highlights Indonesia's role as a major producer of critical minerals, such as nickel,

which are crucial for new technologies like batteries and EVs. The objective is to capture the

downstream benefits of these minerals by processing them within Indonesia, creating jobs

and value-added opportunities. Furthermore, Indonesia aims to become a significant market

for EVs and ensure that the industry's transition from combustion engines to electric vehicles

takes place within the country, to avoid job losses and maintain a strong automotive industry.

“Indonesia is one of the main producers for critical minerals, which is required for

this new technology, including for batteries... What we want to do is make sure that

we get the benefit of the increased downstreaming of these critical minerals... it only

makes sense for this to be processed in Indonesia... we want to create factory

workers... and have the EV factories in Indonesia."

Rachmat Kaimuddin

This is also supported by Seto, who stresses the importance of the value-added sector to

attract investments. He mentions specific areas such as processing critical minerals for

lithium batteries and the electric vehicle ecosystem. Additionally, he highlights the

significance of the healthcare sector to cater to the growing population's needs.

"The priority is now the value-added sector, so we can attract investment to process

the critical minerals, for example, in the Lithium battery and EV ecosystem. And

also the pharmacy for healthcare because we have a growing population... healthcare

is the second priority."

Septian Hario Seto
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Moreover, Tubagus emphasized that Indonesia is heading in the right direction by shifting

from a natural resource-based economy to a more industrial commodity-driven economy. He

highlighted the global need for energy transition and expressed confidence in Indonesia's

ability to support this transition with its abundant raw materials.

“I think now Indonesia has the correct direction if we want to shift from a natural

resource based country to a more industrial commodity country. So now we have a

good opportunity because of the global need for energy transition, and Indonesia has

lots of raw materials to support that.”

Tubagus Nugraha

4.3.1 Indonesia Aims for Economic Upgrading through Secondary Data

The Bank of Indonesia's (2019) report on Indonesia and its strategy for economic

transformation correlates with much of the information gathered. According to the report

Indonesia is aiming to become a high-income country by 2045, where it wants to transform

its economy and strengthen its high value added sector in order for it to become highly

competitive to increase its exports. Bank of Indonesia (2019) mentions RPJMN

(Medium-Term National Development Plan) which is one of the main strategies through

2020-2024 with the means of reducing the economy’s dependence on the natural resources

and shift towards competitive manufacturing. The plan entails developing the downstream

value chain, and also support intersectoral and inter-regional integration. OECD (2020)

mentions how Indonesia's manufacturing sector is still undiversified where the country still

exports relatively few products with comparative advantage. The manufacturing sector has

also been steadily declining, yet it can be seen that there is a shift from extractive industry

towards a more service based one. Even if natural resources and agriculture remain a key

contributor to the GDP, the value added of manufacturing is steadily increasing due to the

government's effort to stimulate investment.

The President, Widodo, has since his reelection in 2019 also pushed for improvements in the

business climate (OECD, 2020). One of the priorities was making regulations more simple

and pushing for decentralization. It was recognised that high administrative costs reduced

productivity and could easily spur corruption and informality. The government was

successful in implementing measures towards improved transparency, efficient licenses when

starting a company. The Parliament also enacted what's called the Omnibus Law on Job
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Creation in 2020, which goal was to make the current regulatory framework for investment

more efficient, lifting restrictions and conditions placed on FDI, centralizing, simplifying

licensing and land acquisition procedures (ibid). Hence, making it a significant step for

reforming Indonesia's labor market and relaxing certain environment regulations. However, it

sparked protests from students and environmentalists in the country due to its reforms which

eroded both labor and environmental protection (Teresia and Suroyo, 2022). With the global

recession, an emergency revision has been issued in order to change the law in order to attract

more foreign investment at the expense of workers rights (IndustriAll Global Union, 2023).

4.4 Reducing Development Gap and Inequalities between Regions

The Indonesian policymakers interviewed shared a common goal of reducing the

development gap and income disparities within the country. Seto highlighted the significance

of not only the amount of FDI, but also the sectors and areas in which it is invested. They

aimed to reverse the declining trend of manufacturing's contribution to GDP by attracting

more FDI to the manufacturing sector. The Deputy emphasized the importance of promoting

equality and reducing income disparity, noting that much of the manufacturing FDI has been

directed towards previously overlooked regions such as Sulawesi and Halmahera. This

approach has created employment opportunities, generated tax revenue, and stimulated

multiplier effects for SMEs.

"Most of the manufacturing FDI actually goes to Sulawesi, to Halmahera...they create

jobs, they create tax, and create a multiplier effect on the SMEs and everything."

Septian Hario Seto

Additionally, Tubagus emphasized the narrowing development gap between Java and outer

Java through FDI in natural resources, leading to job creation and economic growth in areas

like Central Sulawesi, Southeast Sulawesi, and Maluku. Bimo highlighted the government's

strategy to develop Indonesia from the periphery, showcasing successful projects in regions

like Kalimantan, Sulawesi, and Papua. This strategy aims to demonstrate Indonesia's progress

to neighboring countries while fostering internal capacity development. The focus is shifting

from a heavy emphasis on general education to promoting technical high schools and

colleges to meet the demand for specialized vocational skills. By reducing the unemployment

rate through vocational education, the goal is to align the employment market with the skills
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provided by educational institutions. Ultimately, these policymakers advocate for a more

balanced distribution of economic development throughout the country, moving away from

Java-centric growth.

"The strategy and the political direction of the president himself...he doesn’t want

Java as the center anymore. The center of economic development has to be spread

evenly."

Bimo Wijayanto

4.4.1 Understanding Development Gap and Inequalities with Secondary Data

There are indications of a narrowing gap in investment levels among different regions in

Indonesia. OECD (2020) emphasizes that this transformation is partially driven by the

exploitation of raw materials in certain regions. The reallocation of investment

geographically began to manifest in the early 2000s but notably accelerated after 2010. While

industrial centers such as Jakarta, Banten, East Java, and West Java (all located in the Java

region) have traditionally been the primary recipients of investment, they have progressively

relinquished their position to resource-rich and less densely populated regions beyond Java,

such as Central Kalimantan, North Maluku, Papua, and Sulawesi.

Moreover, the RPJMN 2020-2024 focuses on reducing the development gap between regions

and promoting equitable and inclusive growth across Indonesia (Bappenas, 2020). The

regulation introduces measures to attract domestic and foreign investment in regions with

lower development levels. It encourages the development of Special Economic Zones (SEZs)

and industrial estates in targeted areas, offering tax breaks and streamlined administrative

procedures to attract investors (Bappenas, 2020). It also identifies specific economic

corridors in underdeveloped regions as focal points for development, which aims to stimulate

economic growth by promoting the clustering of economic activities, supporting industries,

and job creation in these corridors.
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Figure 3 - Shares of FDI (BPS, n.d.)

The provided chart (Figure 3) showcases the disparity in FDI shares between Java and other

regions within Indonesia. The data demonstrates a notable decline in the FDI share within

Java, which initially held the majority of shares, as it decreased from 71% in 2010 to 45% in

2021. Conversely, there has been a significant rise in FDI shares within regions outside Java,

which surged from a mere 29% in 2010 to a substantial 55% in 2021, which suggests a

shifting focus of international investors from Java to other regions (BPS, n.d.).

4.5 GVC Policy Tools to Develop Indonesia’s EV Ecosystem

The Indonesian government's role in the development of the EV ecosystem is quite profound

where incentives, investments, requirements and certificates have been implemented and is

actively revised in order to push and convert the population towards buying and using EVs

instead of internal combustion engines (ICE) vehicles. However, so far the adoption rate is

very low, around one percent of all cars sold in the country every year are EVs, and it's even

less for motorbikes. There are many reasons for this, mainly due to the performance and

convenience according to Rachmat. Nevertheless, the government is very aware of the nickel

available in the country and its importance and potential to the development of the EV

market, thus it is trying to capitalize on its scarcity through various means. Capitalize in a

way that the government is trying to create a sustainable competitive advantage in the EV
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industry. Hence making it a domestic industry where most or all, downstream and upstream, a

part of the domestic market.

“We want to make sure that we are getting the benefit through increased

downstreaming of the nickel, and other critical minerals.”

Rachmat Kaimuddin

4.5.1 Export Ban of Nickel

Knowing about the valuable minerals such as nickel for the EV market, the government

banned the export of the ore. The ban received a negative response from the World Trade

Organisation (WTO), and now discussions of appealing the decision are ongoing. The reason

for the ban was to create an incentive through coercion. According to Bimo Wijayanto, there

are many exemptions and incentives for EVs, where buying and refining nickel is one. The

ban was meant as a further step to actually make companies invest in Indonesia, as the target

was to make the industry domestic. Earlier, the ore was exported easily and did not benefit

Indonesia's industry or development, however the goal has now changed where

industrialization is the end goal and to become a value added economy. In order to secure and

capture more parts of the EV value chain the ban was a necessity and a fair implementation

according to Bimo.

“We will give you incentives, you can use our nickel, you can buy our nickel, but we

cannot sell anymore to your countries if you don’t provide your production facilities

here. I think it’s fair enough, even if we’re losing in the WTO, we are not afraid”

Bimo Wijayanto

4.5.1.1 Secondary Sources on the Export Ban of Nickel

In August 2019, the Indonesian government introduced the Minister of Energy and Mineral

Resources Regulation No. 11 (ESDM, 2019). Under this regulation, the export of nickel ore

is prohibited, with a few exceptions. It outlines the requirements for companies engaged in

the export of mineral ores, including nickel ores. It mandates that these companies must

obtain specific licenses and fulfill certain conditions to be eligible for export. The regulation

also includes provisions for monitoring and enforcement to ensure compliance with the ban.

The informant at the National Bureau of Asian Research (NBR, 2022) mentions that the
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motivation for the halt of nickel ore exports is due to Indonesia's industrial policy to produce

downstream materials and products in the EV battery supply chain, much as to what Bimo

Wijayanto discusses. It is further mentioned how such a ban has been successful in earlier

years, namely in the stainless-steel supply chain, which was later aided by China's large

demand. Indonesia created a well-developed intermediate nickel product and stainless-steel

industry and became the world's second-largest stainless-steel producer. Thus, the

government is now trying to replicate this success in the EV battery market.

4.5.2 Market Creation through Facilitation and Incentives

One of the strategies of the government when it comes to the expansion of the EV market is

to give incentives. As the government is not worried about deglobalization, it is instead

looking at its potential. Investors, according to their view, will instead move away from

China to potential other markets. Stating that it's critical for developing countries to place

policies to attract all the new investment opportunities, and one of the key strategies for

Indonesia is its natural resources, which the government is using to attract FDI.

“For a developing country like us, we don’t see this deglobalization issue, because

from 2020 we have received a lot of investment in the value added industry for the

lithium battery, EV. I guess it also depends on the policy of developing countries and

how to attract all of this investment. For us we have a lot of critical minerals that not

many countries own, so we just utilize that as our key strategy to attract investment to

come to Indonesia.”

Septian Hario Seto

In combination with the natural resources, incentives are used as a tool to promote all sectors,

and more so in the EV and battery sector. These incentives are also benchmarked towards

other countries, learning from their approaches as a part of continuous improvement process.

Seto highlights that it's an important task, yet it doesn't mean that copying is the answer as it's

important for each country to define their own investment strategy.

Indonesia gives abundant exemptions for EVs, such as exclusion from taxation for companies

investing in order to get all the players into the market. There are also other tax incentives

such as corporate tax income, where industries that invest money exceeding a certain amount

are eligible and entitled for a lower corporate income tax. Moreover incentives such as import
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duties are also cut for materials not available in the Indonesian market. This is for materials

that are needed in industries whose factories have been built in Indonesia.

“We create fiscal incentives, for example the tax holiday for all industries, no matter

where they come from. So, when you invest, for example, IDR 100 billion, you will

get entitlement of 30 percent cut in your corporate income tax”

Bimo Wijayanto

Combining this, companies who also invest in R&D also get the benefit by VAT (value added

tax) discounts, meaning that customers will get incentives to buy their products and stay more

price competitive with combustion engine cars. Everything in order to make the ecosystem

and investments more attractive.

“We try to increase the support from the private sectors to R&D activities, one of the

means is by super tax deduction”

Bimo Wijayanto

This is not only present in a company context as mentioned, the government also uses fiscal

incentives to convert the population from using gas cars to electrical vehicles, although the

conversion rate is low at current stages. In Indonesia motorbikes are considered a “people's

product” as many people use it as their daily transportation. Rachmat mentions how, from a

political perspective, it's easier to push for as motorbikes have the most users in the

population. He continues to mention that this is done through subsidizing each purchase of an

electric bike, or the conversion of a combustion engine motorbike into an electric bike. This

fiscal incentive has not been put into place on EVs yet as the people who buy EVs today in

Indonesia are less price sensitive.

“We are introducing government support mechanisms to basically lower the cost for

motorbikes, we just issued it in March to create parity or close to parity for ICE. And

this is a little bit easier because the motorbike is a people's product. Politically it's

easier to explain that we are going to push the motorbike as it has the most users of

the population.”

Rachmat Kaimuddin
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According to the Anonymous informant, Indonesia's master plan for transitioning to a Net

Zero energy system includes ambitious targets for the number of EVs by 2030, encompassing

2 million electric cars and 13 million electric motorcycles. However, the current statistics, as

of March 7, 2023, paint a starkly different picture. They mentioned that with only 12,000

electric cars and 41,000 electric motorcycles on the road, the nation has achieved less than

one percent of the target set by the government. This significant gap between expectations

and reality highlights the insufficient progress made thus far. They also suggested that the

limited variety of EV models available and the low number of EVs on the road compared to

the targets demonstrate that further efforts are needed to accelerate the adoption of electric

vehicles in Indonesia.

4.5.2.1 Understanding Facilitation and Incentives with Secondary Data

OECD (2020) mentions how the government has taken a more proactive stance on

investment promotion over the years, where large amounts of efforts are still dedicated to

image building. Nevertheless, the government is preparing incentives to encourage

development of renewable energy and downstream industries in relation to mining (US

BEBA, 2023). Indonesia also has special economic and trade zones, the largest being the free

trade zone (FTZ) island of Batam, Bintan, and Karimun which is located just south of

Singapore (US BEBA, 2023).

The government offers numerous incentives to foreign and domestic companies. Investors in

FTZ are exempted from import duty, income tax, VAT, and sales tax on imported capital

goods, equipment, and raw materials (US BEBA, 2023). There are also, as mentioned, special

economic zones (SEZs), that have benefits such as reduction of corporate income taxes,

luxury tax, customs duty and excise, and expedited or simplified administrative processes for

import and export etc. However, in order to get access to SEZ, there are minimal export

processing requirements that need to be fulfilled. Moreover, Indonesian law also has other

zones with special tax and administrative benefits, such as industrial zones and estates,

stockpile areas, and integrated economic development zones (US BEBA, 2023).

4.5.3 Enhancing Competition

The government in Indonesia is also working to enhance the competitive playing field, where

ministers are traveling to different countries and meeting with people of influence in order to

find partners and firms willing to invest. Few mentioned from our interviews are firms such
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as Tesla in the US and BYD in China. So far Hyundai and Wuling (MG) are EV

manufacturers that have established factories in Indonesia, however they want all players

present in the Indonesian market.

“Currently we already have a few that have opened in Indonesia. We have Hyundai

who have a factory in Indonesia, and the other Wuling which I think in Europe is

called Morris Group, MG, they also have a factory in Indonesia. The others, like Tesla

and BYD. We are trying to get them.”

Rachmat Kaimuddin

Moreover, as the whole value chain is interesting there are also strategies to include battery

manufacturing as well.

“There’s no specific targeting countries, but targeting sectors yes. For example, in

electric vehicles we give abundant exemptions, exclusion from taxation, because we

want all the players in EVs, for the battery, and also in the materials for the battery”

Bimo Wijayanto

Cooperation has also been created between mining companies and battery manufacturers. In

order to promote these cooperation there are certificates available. These exist because the

firms want to have secure long term contracts with each other, and this certificate, called

GORC, helps with the security of the deposits. One other important certificate is a standard

set by the US geopolitical body in LA, called responsible mining insurance. In Indonesia it's

called good mining, which is used to promote sustainable mining behavior which also gives

competitive advantage and enhances global competitiveness. Combined with this there is also

a life cycle assessment (LCA) which promotes the same behavior, it calculates how

sustainable the mining practices are. Carbon emissions for transportation are also being

calculated and there is also ongoing work towards green energy alternatives as the energy

network nowadays is heavily reliant on coal. The world is moving towards a more sustainable

future and the Indonesian government is trying its best for its firms to stay competitive in the

global market.

“There is certification, there is what we call good mining practices, and then

sustainable mining, initiative for responsible mining insurance which is a self

assessment and a standard that is set by the US geolitical body in LA… There is also
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a life cycle assessment (LCA) meaning how sustainable your mining is. Then the

transportation itself is also calculated through carbon emission and everything. Now

the world industry demands more and more green products, even green metals.”

Bimo Wijayanto

4.5.4 Developing Supporting Infrastructures

Tubagus Nugraha expressed concerns about the slower progress of infrastructure compared to

the rapid growth of the EV industry. The Chinese construction and operation pace has

outpaced the development of surrounding government infrastructure. While industrial areas

have been established, the lack of supporting infrastructure remains a challenge. Insufficient

government budget allocation for infrastructure was identified as a contributing factor. In

response, the policymakers encouraged collaboration between firms and the government to

build public infrastructure.

“The infrastructure progress is slower compared to the development of the industry.

So we have built the industrial area, but still lack the surrounding infrastructure. There

is still a lack of government budget for infrastructure according to the local

government. We encourage firms to assist and cooperate with the government to build

the public infrastructure.”

Tubagus Nugraha

On the other hand, Rachmat highlighted some positive developments in EV infrastructure.

The government has started building charging infrastructure, particularly in major cities and

along main toll roads like Transjava. This progress enables EV travel from Jakarta to

Surabaya with proper planning and charging stops. The policymakers also expressed

confidence that the current number of chargers is sufficient for the relatively low population

of EV users. He believes that the government's support and incentive programs will further

improve charging infrastructure, and any complaints about the shortage of chargers would

indicate successful implementation of incentives.

“To push the EV industry, we need to build the charging infrastructure which we have

started in big cities. You can already travel from Jakarta to Surabaya using EV as long

as you plan and charge properly. Compared to the (EV users) population, we have

42



enough chargers. With the government support incentive program, if people start

complaining about charger shortages, it means we did a good job with the incentive.”

Rachmat Kaimuddin

4.5.4.1 Secondary Data for the Development of Supporting Infrastructure

OECD (2020) put attention to the spatial inequalities in the infrastructure of Indonesia.

Although improvements have been seen in the last few years, with more private investments,

there still remains big disparities between the regions in Indonesia. Moreover, the

decentralization efforts pushed by the president placed the decision-making and financial

resources for the transport infrastructure to the local governments. This has slowed down the

process even further as there is a lack of coordination between key stakeholders (OECD,

2013). The local governments themselves do not have the capacity to design and implement

their assigned projects effectively, and this central government needs to intervene. The

transport infrastructure is a significant bottleneck for the developing regions in Indonesia,

between regions and also between urban and rural areas. Additionally, there is also a lack in

environmental infrastructure for waste, water and sanitation etc (OECD, 2020). Everything in

combination hampers the growth and investment possibilities around Indonesia. Although

private investment is encouraged, it will still remain a big challenge for the development of

the regions.

4.5.5 Human Resources Development

The interview results with Indonesian policymakers shed light on the importance of

vocational education, skill development, and capacity building in tandem with infrastructure

projects and industrial development. Tubagus highlighted the government's commitment to

enhancing the capacity and capability of the workforce. One approach involves making it

mandatory for industries to contribute to communities and establish polytechnic institutions.

By doing so, they aim to cultivate a more skilled workforce and create opportunities for local

communities to actively participate in industrial growth.

“The government makes it mandatory for industries to establish polytechnics and

contribute to community development. This enhances the capacity and capability of

the workforce and ensures a supply of skilled workers for the industry.”

Tubagus Nugraha
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Bimo emphasized the establishment of vocational schools in smelter areas, aiming to address

the shortage of skilled workers and promote local employment. By providing vocational

training, the goal is to showcase successful development projects and enhance the internal

capacity of the regions. He recognized the need to shift the education system's focus from a

strong emphasis on general education, such as high schools and universities, to include

technical high schools and colleges. This strategic shift acknowledges the increasing demand

for specialized skills in various sectors, such as electronics and machinery. He highlighted the

changing perception of vocational education, where diploma programs and technical skills

are becoming highly valued in the job market. The linkage between the employment market

and educational institutions plays a vital role in meeting workforce demands, reducing

unemployment rates, and nurturing a skilled workforce.

“We want to showcase a good development project in that area. We need more

vocational education and technical high schools to match the employment market and

sources of workers. By focusing on skill specialization and diploma programs, we can

reduce unemployment rates and fulfill industry needs.”

Bimo Wijayanto

Additionally, Rachmat pointed out the growing availability of specialized programs in

universities. Fields such as material science, metallurgy, and computer science are gaining

significance as industries increasingly require professionals with expertise in these areas. The

focus has shifted from mere IT support to broader industry applications, reflecting the

evolving needs of the job market and technological advancements.

“More universities are now offering specialized programs like material science and

metallurgy, reflecting the industry's evolving demands. Computer science is no longer

limited to basic IT support; it has become a hot field with diverse industry

applications.”

Rachmat Kaimuddin

4.5.5.1 Human Resource Development through Secondary Data

In 2007, the Indonesian government published the National Long Term Development Plan

(RPJPN) for 2005-2025 that plays a significant role in guiding Indonesia's efforts to develop

its human resources (ROI, 2007). This strategic plan recognizes the critical importance of
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building a competent and skilled workforce to drive sustainable economic growth and social

development. It emphasizes the need to enhance education, skills training, and capacity

building to meet the demands of a rapidly evolving global economy. Under the RPJPN

(2005), Indonesia has implemented various initiatives to strengthen its human resource

development. The plan emphasizes the improvement of basic education, particularly in rural

and disadvantaged areas, to ensure equitable access to quality education. Efforts are also

directed towards enhancing technical and vocational education and training (TVET)

programs to equip individuals with industry-specific skills and enhance employability.

The RPJPN (2007) highlights the importance of entrepreneurship and innovation in fostering

economic growth. It encourages the promotion of entrepreneurship education and the

establishment of supportive ecosystems for startups and SMEs. By nurturing a culture of

innovation and entrepreneurship, Indonesia aims to create opportunities for the development

of human resources, job creation, and economic diversification. Furthermore, it emphasizes

the importance of digital skills and technology adoption. In an increasingly digitized world,

the plan recognizes the need to equip Indonesians with the necessary digital literacy and

technical skills. This involves integrating digital education into the curriculum, promoting the

use of technology in teaching and learning, and facilitating access to digital infrastructure

across the country.

4.5.6 Generating Knowledge and Technology Spill-over

According to Seto, the Indonesian government is actively collaborating with companies

involved in more advanced technologies. One approach is by offering scholarships to

Indonesian students to pursue graduate degrees abroad, particularly in fields like metallurgy

and material science. These students are sent abroad for their education and subsequently

return to Indonesia upon completion of their studies. Once back, they can apply their

knowledge and skills in the projects, thereby facilitating technology transfer and human

capital development.

“Scholarships are offered to Indonesian students to pursue graduate degree education

abroad, primarily in metallurgy and material science… These students are sent back

to Indonesia upon completion of their studies and employed in the projects,

contributing to the development of the sector.”

Septian Hario Seto
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Furthermore, Bimo explained the government's policy on foreign workers composition in

corporations. While there is a maximum limit of 30 percent foreign workers, a grace period is

granted for businesses to gradually adjust to this requirement. The mechanism of transfer of

technology involves pairing Indonesian workers with foreign counterparts, allowing

knowledge to be acquired through practical experience. Over time, the proportion of foreign

workers decreases, signifying an increasing reliance on local talent. Moreover, he highlights

the presence of Indonesian top management in smelters and sees it as a positive indication of

human capacity building across all levels, from lower positions to the medium and top tiers.

“Policies have been implemented to limit the proportion of foreign workers in

corporations, with a maximum composition of 30% foreign workers and 70% locals…

The mechanism of transfer of technology involves pairing Indonesian workers with

foreign workers to learn through practical experience.”

Bimo Wijayanto

Bimo also highlighted several measures implemented to enhance support for R&D activities

in Indonesia, particularly through increased involvement of the private sector. One such

measure is the introduction of super tax deduction rules, whereby R&D expenses are no

longer treated as a reduction in profit but instead as a deduction from tax liabilities. This

incentivizes companies to invest in R&D by providing them with tax benefits.

“But we try some other measures, we try to increase the support from the private

sectors to R&D activities, one of the means is by super tax deduction. R&D for super

tax deduction can be used as the deduction of the tax liabilities”

Bimo Wijayanto

Another strategy focuses on promoting local content requirements in collaboration with

foreign corporations. Bimo provided a real-life example involving Hyundai's investment in

Indonesia. Initially, Hyundai faced challenges in meeting local content requirements as most

components were imported from Korea. However, the Indonesian government proposed a

solution where Hyundai could fulfill 25 percent of the local content requirement by

establishing R&D facilities in Indonesia. Consequently, Hyundai invested IDR 250 billion

(approximately USD 16 million) over a five-year period in building research facilities and
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collaborating with national research institutes. In return, the Ministry of Industry granted

Hyundai a 25 percent local content score for their commitment to research in Indonesia.

“One of the requirements is the fulfillment of local content. If they want to fulfill a 25

percent score in the local content they can do it by building R&D facilities in

Indonesia… They also have to cooperate with our national research institutes…”

Bimo Wijayanto

4.5.6.1 The Generating of Knowledge and Technology Spill-over though Secondary Sources

Indonesian firms face a significant challenge in adopting new technology, as highlighted in a

report by Asian Development Bank (ADB, 2020). The majority of surveyed manufacturing

firms (64 percent) have yet to fully utilize available market technologies, while only 6

percent have embraced advanced technologies across their operations. Technology adoption

should be approached as a phased process, with firms gradually building their capabilities

from basic to advanced levels.

ADB (2020) suggests that to support the development of firm-level technological expertise, a

differentiated policy approach is necessary. The surveyed firms express the need for support

mechanisms such as access to information, technical training, fiscal incentives, and credits.

However, specific support measures may vary depending on firms' current technology

adoption status. Leading firms would benefit from support mechanisms that foster invention

and technology generation, such as funding for cutting-edge R&D and specialized technology

services. Followers should focus on narrowing the gap with industry leaders by enhancing

absorption and innovation capabilities through grants and access to advanced facilities.

Lagging firms need to improve basic management and technology practices through

programs like technology extension and business advisory services, alongside mechanisms

for sharing best practices.
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5. Analysis
—————————————————————————————————————

The analysis structure is based on the theoretical conceptual model whereas it tries to

connect the empirical findings with the theoretical framework in order to provide an answer

to the research question. First the analysis provides insight into policymakers' views on

deglobalization, followed by the government's objectives with the perception in mind. Finally

we look into the policy response that the government and policymakers have implemented.

—————————————————————————————————————

5.1 The skepticism towards deglobalization

Despite the ongoing debate and discussion about deglobalization, decoupling and reshoring

(Atkinson et al. 2022; Williamson, 2021; Gong et al, 2023) it is evident that the Indonesian

government does not perceive deglobalization as a significant issue. They believe that the

current focus on GVCs is on reducing dependencies on specific countries and diversifying

supply chains for resilience. Hence, the policymakers do not see the reconfiguration of GVCs

as a threat, but rather as a potential opportunity. This view aligns with the perspective put

forth by Gopalakrishnan et al. (2022) suggesting that the current reconfiguration of GVCs can

be perceived as an opportunity for other Asian Countries. Indonesia aims to attract

investments through strategic policies and has succeeded in attracting investments in

value-added industries related to critical minerals. This means that the slowdown of recorded

trade or the more related FDI that Witt (2019) discusses, has yet to impact the Indonesian

economy.

The Indonesian policymakers acknowledge the interconnectedness of the world and the

necessity of participating in the GVC. Extreme deglobalization is seen as inefficient, hinting

at GVCs reason for existence was to improve efficiency leveraging competitive advantages

(Kano et al., 2020). The government aims to strike a balance between protecting domestic

industries and promoting international trade. Indonesia pursues a differentiated strategy by

cultivating its competitive advantage and aims to participate in “friendshoring” schemes or

friendly economic relations. This aligns with the beliefs of Witt et al. (2023) arguing that

activities with a high strategic importance and low reshorability, such as the EV industry, the

more feasible option would be friendshoring. As such, the country maintains a neutral stance,
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positioning itself as a non-aligned and non-partisan player in global politics, aiming to benefit

and gain access to more investments.

Briefly stated, Indonesia intends to strike a balance, attract investments, and integrate into

global networks through a competitive and inclusive approach. By adopting a non-aligned

position and pursuing independent diplomacy, it tries to navigate the trade war dynamics and

deglobalization concerns while maintaining its strategic objectives.

5.2 The Indonesian Government's Strategic Objectives

In the pursuit of sustainable economic development, countries strive to establish competitive

advantages in specific industries to secure long-term growth and prosperity. The EV industry

has emerged as a critical sector in the global transition toward clean and sustainable

transportation. In this context, Indonesia, with its aspirations to become a key player in the

EV industry, has articulated a strategic approach to build a sustainable competitive advantage.

Indonesian policymakers and government officials have emphasized the need for a

differentiated strategy that transcends comparative advantages like cheap labor and

productivity. Recognizing the potential vulnerability of relying solely on these factors,

Indonesia aims to capitalize on its unique strengths, such as abundant renewable energy

sources and critical minerals required for EV batteries.

Through analysis of the empirical findings, we examine Indonesia’s strategy in developing a

competitive advantage in the EV sector by applying Porter’s (1990) Diamond model. The

Diamond model provides a framework for understanding the factors that contribute to a

nation's competitive advantage in specific industries, focusing on four key determinants

which are factor conditions, demand conditions, related and supporting industries, and firm

strategy, structure, and rivalry (ibid).

5.2.1 Indonesia’s EV Industry Development from the View of Porter's Diamond

The imposition of export ban on nickel ore in Indonesia plays a crucial role as a determining

“factor condition” impacting the country’s competitive advantage within the EV industry.

According to Porter (1990), the success of a nation in advanced industries is not solely based

on its inherent resources but rather on its capacity to effectively generate, enhance, and apply

these factors in specific sectors. These factors are characterized by their scarcity, difficulty of
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replication, and the need for continuous investment. The export ban was implemented with

the objective of incentivizing domestic investment and safeguarding the development of the

EV ecosystem which is still in its early stage, in order to position Indonesia as a value-added

economy by capturing a larger share of the EV value chain. Chobanyan and Leigh (2006)

argue that governments have direct influence on national advantages regarding the

investment-driven stages. This ban, seen as it was shown to be successful, proves that direct

influence by the government can boost FDI. It is however discussed by Fainshmidt et al.

(2016) how political stability can increase national competitiveness through the decrease of

uncertainty around laws and policies. This goes against the fundamental theory as the ban is a

direct intervention and increases uncertainty through policy implementation. Effective

government quality as stated by Fainshmidt et al. (2016) helps safeguard the future where

resources can be put towards learning and innovation. Although the Indonesian government

is using controversial means, they have successfully established a new market (OECD, 2020).

Nevertheless, as highlighted by Porter (1990), certain prerequisites must be met, including

favorable access to skilled labor, signals from the domestic market, active competition, and a

well-defined strategic focus. These considerations indicate that Indonesia still needs to

address and enhance its factor conditions beyond the abundance of mineral resources like

nickel to establish a sustainable competitive advantage in the EV industry.

Other dimensions from Porter’s Diamond model that need to be considered in generating

Indonesia’s competitive advantage in the EV industry is the “demand conditions”. According

to Porter (1990), demand conditions refers to the characteristics of the domestic market's

demand for a specific industry's product or service. The demand condition component

emphasizes the significance of market demand in Indonesia’s EV industry. This poses a

challenge to the country, as despite Indonesia's substantial population and a significant

number of vehicle users, the adoption of EVs in the country remains relatively low.

According to data from one of the informants, as of March 2023, EV sales account for less

than one percent of the target set by the government. This indicates a need for targeted

policies and initiatives to accelerate the adoption of EVs and stimulate domestic demand to

enhance the demand condition.

Moreover, the development of a robust “related and supporting industry” is crucial for the

growth and competitiveness of the EV sector in Indonesia. As highlighted by Porter (1990),

these industries play a pivotal role in supplying essential inputs to downstream sectors,
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fostering cost-efficiency, and facilitating innovation and progress through collaborative

partnerships. A comprehensive and integrated supply chain ecosystem is needed to support

various stages of EV production, including the manufacturing of components, sourcing of

materials, and provision of related services.

Furthermore, to enhance “firm strategy, structure, and rivalry” based on the Diamond model,

Indonesia needs to attract investment and foster a competitive business environment in the

EV industry. According to Porter (1990), domestic rivalry holds paramount importance

within the diamond framework as it creates pressure on companies to innovate and enhance

their performance. This can be achieved by implementing policies that encourage innovation,

technological advancement, and collaboration among firms. The government should strive to

create a supportive ecosystem that nurtures entrepreneurship, facilitates knowledge

spillovers, and encourages healthy competition among industry players.

Accordingly, we adopt the framework of GVC policy tools proposed by Pietrobelli et al.

(2021) to examine the policy objectives and instruments utilized by Indonesian policymakers

in their pursuit of sustainable competitive advantage in the EV value chain. Pietrobelli et al.

(2021) define GVC-oriented policies as a comprehensive set of socio-economic tools

employed by governments to shape GVCs and their actors, with four distinct policy

objectives which are strengthening the domestic economies participation in the GVC,

increase domestic economy’s value capture, improving the local social and environmental

condition, as well as strengthening the country’s value chain resiliency.

5.3 Policy Response to GVC Reconfiguration: EV Market Example

Indonesia and its government does not at its current stage attempt to increase its participation

nor increase its resilience in the EV value chain. The policymakers believe that

deglobalization will not happen due to inefficiency, yet they don't seem to see the positive

impact of participating in the GVC on the economic and social conditions for Indonesia that

Smichowski et al. (2020) discuss. This can be seen in the way policymakers try to establish a

local value chain in the industry and also let companies handle their resilience themselves.

However, considering the enabling of the business environment with incentives for FDI,

enhancing competition, education and training policies, there are many connections with the

objectives of the participation policies by Pietrobelli et al. (2021). Nevertheless, Pietrobelli et

al. (2021) cover many other aspects of the GVCs, apart from its focus on participation it also
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focuses on influencing the local, regional and national interest by economic, social and

environmental upgrading. The data gathered and displayed from the policymakers discuss the

objectives that the Indonesian government has for the future and it show substantial

similarities to the value capture and the improvement of the social and environmental

conditions of the nation. Thus, a majority of the policies correlate with the Value Capture

Policies and the Inclusiveness Policies. Hence further discussion regarding participation

policies, value capture policies and inclusiveness policies will be presented here.

5.3.1 Enabling the Market through a Participation Policy Lens

The government and policymakers have pushed for improvements in the business climate,

where regulation has been made simpler and decentralization has been put in place giving

local governments more strength in their respective regions. Making efficient licenses,

reduced administrative costs and improved transparency. Moreover, with the Omnibus law

the investment framework was made more efficient, lifting restrictions and conditions placed

on FDI and helping with land acquisition procedures (OECD, 2020a). Despite these efforts, it

collides with the participation policy pillars Pietrobelli et al. (2021) discusses. Namely, the

first market-enabling policies which are meant to aid the private sector in reorganizing

productive activities based on a country’s inherent comparative advantage. And secondly the

connectedness policies that should link domestic firms and foreign partners in the value

chain.

There are thus differences in the theory and the data presented by the Indonesian

policymakers. The first being that Indonesia does not have comparative advantages in a lot of

businesses, still the government has been actively transitioning the extractive industry

towards a more value added one. Moreover, much of the Indonesian government

market-enabling policies discussed are regarding the EV market. The policies in place try to

eliminate market distortion and encourage the specialization of activities i.e in the EV

market, similarly to the description of participation policies described by Pietrobelli et al.

(2021). However it is not in relation to GVCs, nor in a comparative advantage industry, yet

the two overlap. The long term goal for Indonesia is to become a global competitor in the EV

market, and to establish a sustainable competitive advantage. Thus, these changes are a

requirement in order to encourage FDI and to enable a market in the industry to later become

a regional battery and EV hub. Another factor to consider here is the ban on nickel ore
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export, meaning a complete opposite of what Pietrobelli et al. (2021) discuss. Nevertheless,

from what we learn, the ban has actually helped Indonesia gather and build up a market in the

mining industry through Chinese investors such as steel companies who were forced to build

up the industry through the high demands of the Chinese market.

Moreover, the connectedness policies mentioned by Pietrobelli et al. (2021) are used to

further enhance participation in GVCs, lowering expenses when receiving or transmitting

goods and information across borders for local businesses to make them more appealing for

foreign partners. It is also mentioned how elimination of trade barriers, tariffs, and customs

reforms are critical when encouraging participation in GVCs (ibid). This can also be seen in

the free trade zones (FTZs) and special economic zones (SEZs) created around the nation (US

BEBA, 2023). Eliminating trade barriers and tariffs while also simplifying administrative

processes. This is something the government pushes forward to foreign investors.

Additionally, incentives are given for investments in the EV market with exemptions for

taxation, and also reduction or total cut of import duties for materials needed to be imported

to the market.

5.3.2 Strengthen Value Creation and Value Capture

Indonesia’s pursuit of economic upgrading from a natural resource-based economy to a value

added economy is reflected in its efforts to develop the EV ecosystem. According to

Pietrobelli and Rabellotti (2011), economic upgrading involves enhancing production and

innovation capabilities domestically to increase the value creation and value capture within

the GVCs. This shift toward higher value-added activities is crucial for countries to maximize

the benefits of participating in GVCs. The upgrading process encompasses various strategies,

including product and process upgrading for quality enhancement, as well as functional and

interchain upgrading for market and functional expansion (Humphrey and Schmitz, 2002).

The focus lies in disseminating improvements from specific domestic firms to the broader

economy, facilitated by knowledge transfer mechanisms such as labor mobility, supplier

relations, and collaborations between universities and industries (Hansen and Hansen, 2020).

Interviews with the policymakers highlight Indonesia’s focus on the development of the EV

ecosystem as part of its economic upgrading strategy. One of the informants emphasizes

Indonesia’s role as a major producer of critical minerals, such as nickel, essential for batteries

and EVs. The objective is to capture downstream benefits by processing these minerals
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domestically, creating jobs and value-added opportunities. Indonesia also aims to become a

significant market for EVs and ensure the transition from combustion engines to electric

vehicles takes place within the country to maintain a strong automotive industry. Another

policymaker further stresses the importance of the value-added sector in attracting

investments, specifically mentioning the processing of critical minerals for lithium batteries

and the development of the EV ecosystem. These efforts align with the global need for

energy transition and leverage Indonesia’s abundant raw materials.

Secondary data from the Bank of Indonesia's (2019) report and the OECD (2020) provide

additional insights into Indonesia's strategy for economic transformation and its focus on the

value-added sector. According to the report from Bank of Indonesia (2019), Indonesia aims to

become a high-income country by 2045 and recognizes the importance of strengthening the

high value-added sector to increase competitiveness and exports. The Medium-Term National

Development Plan (RPJMN) emphasizes reducing dependency on natural resources and

shifting towards competitive manufacturing through the development of the downstream

value chain and intersectoral and inter-regional integration.

Pietrobelli et al. (2021) suggest potential policy instruments in which governments can create

and capture value from the GVCs to promote economic upgrading. These instruments

encompass strengthening the local innovation and production ecosystem, developing specific

types of infrastructure, nurturing specific skills, as well as establishing linkages between

firms, universities, and vocational centers. Through our interviews and secondary data, we

have found that these policy instruments have also been utilized by the Indonesian

government in the context of developing the EV ecosystem within the country.

5.3.2.1 Strengthen local innovation and production ecosystem

Based on our findings from secondary data, Indonesia's National Long-Term Development

Plan underscores the significance of local innovation in driving economic growth. The plan

highlights the importance of promoting education and establishing supportive ecosystems for

startups and small and medium-sized enterprises (Bappenas, 2020). By cultivating an

environment conducive to innovation, Indonesia aims to create opportunities for human

resource development, job creation, and economic diversification. These findings align with

the understanding that a robust local innovation and production ecosystem is vital for

countries seeking to derive substantial benefits from participation in GVCs (Pietrobelli and
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Rabellotti, 2011). Strengthening domestic capabilities and fostering innovation contribute to

increased value creation, knowledge acquisition, and overall economic growth (Ambos et al.,

2021; Amendolagine et al., 2019) .

Additionally, Porter (1990) argues that the presence of competitive related and supporting

industries is crucial. These industries play a vital role in providing cost-effective inputs to

downstream industries and fostering innovation and upgrading through close collaboration.

The proximity of suppliers and end-users facilitates efficient communication and the

exchange of ideas, enabling companies to influence their suppliers' technical efforts and

accelerating the pace of innovation. Supporting this perspective, our analysis reveals that the

Indonesian government, as outlined in its RPJMN 2020-2024, has implemented measures to

develop industrial estates and specific economic corridors in various regions. These

initiatives serve as focal points for economic development, aiming to stimulate economic

growth by promoting the clustering of economic activities, supporting industries, and

generating job opportunities within these corridors. By creating these designated areas, the

government aims to foster collaboration, knowledge sharing, and innovation among industry

players, thus enhancing the competitiveness of the local innovation and production

ecosystem. Much like what De Marchi and Alford (2022) discuss, how value capturing

policies should focus on enhancing local capabilities to satisfy the evolving and expanding

demands of manufacturers in the domestic market.

Porter (1990) also highlights the significance of demand conditions in fostering innovation

within industries. The characteristics of the domestic market greatly influence how

companies perceive, understand, and respond to customer needs. Moreover, when customers

in the home market exhibit high expectations and drive companies to innovate rapidly, these

companies can achieve more advanced competitive advantages compared to their foreign

competitors. Based on our interviews, the Indonesian government has recognized the

importance of creating demand in the electric vehicle (EV) market. According to one of the

informants, despite the current low conversion rate, the government has implemented fiscal

incentives to promote the adoption of EVs. This initiative specifically targets the motorbike

sector, which holds significance in Indonesian transportation as a widely used means of daily

commute. By subsidizing the purchase of electric bikes and supporting the conversion of

combustion engine motorbikes into electric ones, the government aims to stimulate demand.

This could be linked to Lema et al. (2020) which discusses the significant role the
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government has in actively trying to establish a domestic market to support and upgrade

domestic industries. Although it hasn't shown effectiveness as of yet, through these measures,

the Indonesian government seeks to drive local innovation and support the growth of the local

EV industry.

5.3.2.2 Developing Specific Types of Infrastructure

Developing specific types of infrastructure in Indonesia’s EV industry plays a vital role in

supporting economic upgrading in the country. De Marchi and Alford (2022) emphasizes the

importance of building and improving different types of infrastructure, including logistical,

digital, and productive infrastructure to generate and capture value from the GVCs.

Interviews conducted with key policymakers shed light on the progress and challenges faced

in the development of the EV ecosystem in Indonesia.

According to one of the informants, positive developments have been made in the EV

infrastructure. The government has taken initiatives to construct charging infrastructure,

particularly in major cities and along important routes. The policymaker expresses confidence

in the adequacy of the current number of chargers for the relatively low population of EV

users. They believe that the government’s support and incentive programs will further

enhance development of this type of infrastructure, which in turn will support EV adoption

and increase demand creation in the domestic market. Domestic market demand, as believed

by Porter (1990) can provide industries with competitive advantage, where it provides local

firms with a more distinct or timely comprehension of evolving customer needs. Additionally,

demanding customers tend to propel firms to innovate faster. This notion aligns with the

value capture objective, which is enhancing the production ecosystem by facilitating

innovation capabilities at the firm level, albeit indirectly.

However, challenges exist, as highlighted by another informant. Concerns have been raised

about the slower progress of supporting infrastructure compared to the rapid construction of

the smelters and battery factories. While industrial areas have been established, the lack of

supporting infrastructure remains a significant challenge. Inadequate allocation of

government budget for infrastructure development is identified as a contributing factor. As

such, policymakers advocate for enhanced collaboration between firms and the government

to jointly build the supporting infrastructure in the areas.
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In brief, both theory and findings from the interviews underscore the significance of

developing specific types of infrastructure in Indonesia’s EV industry. While government

initiatives in constructing charging infrastructure are believed to have positive outcomes,

challenges related to the slower progress of other supporting infrastructure in the industry

necessitate increased investment and collaborative efforts between both firms and the

governments.

5.3.2.3 Development of Specific Skills

The development of specific skills in order to capture value from the GVCs is recognized as a

crucial aspect that policymakers should address, as highlighted by Pietrobelli et al. (2021).

This is aligned with the broader goal of enhancing local capabilities to effectively respond to

the evolving demands of local manufacturers, as emphasized by De Marchi and Alford

(2022) in their study. Achieving this objective necessitates the implementation of education

and training initiatives that focus on creating the specific skills required by local firms and

workforces for their successful integration and upgrading within the value chain. To this end,

the Indonesian government actively collaborates with companies involved in the battery and

EV value chains, as stated by one of the policymakers. One approach involves granting

scholarships to Indonesian students, enabling them to pursue graduate degrees abroad, with

particular emphasis on fields like metallurgy and material science. These students

subsequently return to Indonesia upon completing their studies, leveraging their acquired

knowledge and skills to facilitate technology transfer and foster the development of human

capital.

Drawing from the insights of De Marchi and Alford (2022), the Chinese experience in the EV

industry serves as an illustrative case where restrictions have been employed to foster

collaboration between global lead firms and local producers. This collaboration facilitates the

transfer of state-of-the-art technologies, allowing local firms and workforces to acquire

advanced knowledge and skills necessary for their integration and upgrading within the

GVCs. From our interviews, we found that the Indonesian government has formulated their

policies to facilitate knowledge and technology transfer through regulation of the

composition of foreign workers in companies. The transfer of technology is facilitated by

pairing Indonesian workers with their foreign counterparts, creating opportunities for

practical experience and knowledge transfer. Over time, there is a deliberate reduction in the

proportion of foreign workers, indicating an increasing reliance on the talent pool available
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locally. This distribution of skilled workers within the domestic talent pool can facilitate

knowledge transfer through mechanisms such as labor mobility and other means, leading to a

multiplier effect on other domestic firms. As suggested by Hansen and Hansen (2020), even

the upgrading of a single producer can create opportunities for multiple domestic companies.

Pietrobelli et al. (2021) further support the idea that the main goal is to ensure that the

progress made by specific domestic firms extends and benefits the entire economy.

Additionally, the Indonesian government has taken measures to support R&D activities in the

country, with a particular focus on increasing private sector involvement. One notable

measure is the implementation of super tax deduction rules, which allow R&D expenses to be

deducted from tax liabilities rather than treated as a reduction in profit. This provides

companies with tax benefits and serves as an incentive for them to invest in R&D.

Furthermore, the government has also introduced regulations regarding local content

requirements. Anzolin and Pietrobelli (2021) emphasize the need for accompanying policies

that promote local content requirements in conjunction with domestic capability building.

Without such policies, the economic justification for local content rules may be

compromised. In line with this, the Indonesian government has established a policy where

companies can fulfill a portion of the local content requirement by establishing R&D

facilities within the country, making it substitutable. For instance, foreign companies such as

Hyundai can fulfill a certain portion of the local content requirement by establishing R&D

facilities in Indonesia and making a specified level of investment. In return, they are granted

the local requirement score necessary to comply with the regulations.

5.3.2.4 Linkages between firms, universities, and vocational centers

Our findings through secondary data from ADB (2020) report highlights the challenges faced

by Indonesian firms in adopting new technology. According to the report, the majority of

surveyed manufacturing firms in Indonesia have not fully utilized available market

technologies, indicating a significant gap in technology adoption. Only a small percentage of

firms have embraced advanced technologies throughout their operations. Pietrobelli et al.

(2021) argue that the effectiveness of knowledge transfer is not only determined by the

willingness of lead firms to share knowledge but also by the capacity of local firms to absorb,

master, and adapt the transferred knowledge and capabilities. In line with that, the ADB

(2020) report suggests that knowledge and technology adoption in Indonesia should be

approached as a phased process, with firms gradually building their capabilities from basic to
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advanced levels. It emphasizes the need for a differentiated approach to support the

development of firm-level expertise. The specific support measures required may vary

depending on the current technology adoption status or capabilities of the firms.

Interviews with Indonesian policymakers provide valuable insights into the importance of

establishing linkages between industry and academic institutions to support economic

upgrading efforts. To cultivate a more skilled workforce and create opportunities for local

communities, industries are required to contribute to communities and establish polytechnic

institutions. Hansen and Hansen (2020) suggests that effective knowledge and technology

transfer between firms can be enhanced through collaborations between industry and

academic institutions. By fostering linkage and collaborations, knowledge generated within

academia can be transferred to industries, leading to innovation, productivity enhancement,

and improved competitiveness. The Indonesian government's approach aims to address the

shortage of skilled workers, promote local employment, and enhance the internal capacity of

regions. They also shifted the education system's focus to include technical high schools and

colleges to acknowledge the increasing demand for specialized skills in various sectors. The

linkage between the employment market and educational institutions plays a vital role in

meeting workforce demands, reducing unemployment rates, and nurturing a skilled

workforce.

In accordance with that, Pietrobelli et al. (2021) propose the need to create educational or

training initiatives, as well as fostering connections between universities, vocational centers,

and the firms participating in the value chains to facilitate collaboration and effective

knowledge and technology transfer. The Indonesian policymakers acknowledge the need to

expand specialized programs in universities to cater to the evolving needs of industries.

Fields such as material science, metallurgy, and computer science gain significance as

industries increasingly require professionals with expertise in these areas. This alignment

between academia and industry ensures graduates possess the necessary skills and knowledge

demanded by the job market.

5.3.3 Improve social and environmental conditions

Even though as discussed, there are many incentives for FDI, market forces don’t always

accomplish to enhance the social and environmental challenges (Sachs and Sachs, 2021).

Participation in GVC does help with economic gains, however Lund-Thomsen and Lindgren
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(2014) mentions that it isn't always equally distributed. The Indonesian government has

implemented many policies in order to distribute the FDI. Our informants mentioned that the

distribution has been very much focused on Java and Jakarta in earlier stages of its economic

development, yet changes have been made in recent years to push the development to

different areas in order to help distribute the development. There has been ongoing work of

the narrowing of development between Java and outer Java through FDI in natural resources

which have led to job creation and economic growth. Lately it's been shifting towards a

higher education in technical high schools and colleges in order to meet the demand for

specialized vocational skills. OECD (2020) mentions how the shift of the shares of FDI has

been distributed throughout Indonesia highlighting that its been growing at a steady pace

since 2010.

The government has also taken action to push for a more sustainable way of sourcing

materials, yet also using a more sustainable energy option. The policymakers mention how

there is much potential in the renewable energy sources with hydro, geothermal, solar, and

wind energy: Although it has yet to be fully utilized in the EV industry, it might effectively

help lead to the potential driver towards social and environmental upgrading discussed by

Narula (2019), seeing as some lead firms are taking action. Additionally, there are other

options such as certificates that ensure that companies exercise responsible mining practices,

named good mining in Indonesia which is used to promote sustainable mining behavior.

Although it is used to give a competitive advantage and global competitiveness, it also

promotes sustainability. Goerzen (2021) discusses the importance of collaboration between

policymakers and lead firms in order to achieve social and environmental upgrading, and

certification accredited are great options in order to do so.

Although there are many discussions about improvement in both distribution of FDI and

development, job creation and sustainability practices. The government has also enacted

policies and laws such as the Omnibus Law on Job creation in 2020 which sparked a lot of

protest due to its regulations lifting restrictions on environmental regulations and reforming

the labor market. This change was made in order to attract more FDI due to the thought of an

upcoming global recession.
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6. CONCLUSION
—————————————————————————————————————

The conclusion chapter will answer the sub questions to give a broader understanding to the

research question. This will be followed by a discussion on the limitations and suggestions of

future research and then the practical and theoretical contributions the study has provided.

—————————————————————————————————————

This thesis focuses on the policy response of governments in developing countries, which has

been overlooked in previous research (as argued by Barbieri et al., 2021 and Miroudot, 2020).

The thesis uses a qualitative approach and a case study design to examine the specific case of

Indonesia. The primary objective is to bridge the gap and obtain a deeper understanding of

how developing countries' governments, such as in our example like Indonesia, are shaping

their policies in response to GVC reconfiguration. Therefore, this thesis provides both

theoretical contributions and practical implications, which will be further discussed in the

following sections. To gain a comprehensive understanding of the primary problem, we adopt

a systematic approach by formulating sub-questions. The first sub-question aims to explore

the perspective of policymakers in Indonesia regarding the narratives of deglobalization

and/or decoupling. By investigating this, the thesis seeks to uncover how the policymakers

perceive and interpret these narratives, which can significantly influence their policy

decisions and actions in response to GVC reconfiguration.

- How do developing countries’ policymakers perceive the deglobalization and/or

decoupling narratives?

From the responses we got, it can be understood that the policymakers of Indonesia do not in

fact view deglobalization as described by Witt (2019) as a threat, rather more so as an

opportunity. All policymakers in question were in accordance with this statement. Discussing

the recent trends of firms decoupling from China, the Indonesian policymakers instead see

potential investors, as they have seen an increase in the FDI, especially in the EV industry.

This aligns with both Witt et al. (2023) and Gopalakrishnan et al. (2022) discussing the

possible opportunities and benefits for developing countries through friendshoring of high

strategic importance activities with low reshorability. This leads us to the second

sub-question which aims to understand the strategic objectives of the Indonesian government.

By examining these objectives, the thesis seeks to gain insights into the specific goals and
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priorities that the Indonesian government has set in response to what we perceive as GVC

reconfiguration.

- What are the strategic objectives and priorities set by the Indonesian government in

response to the perceived GVC reconfiguration?

Indonesia’s aspiration to establish its own EV ecosystem is accompanied by a strategic

approach aimed at developing a sustainable competitive advantage. Indonesian policymakers

have emphasized the importance of a differentiated strategy that goes beyond comparative

advantage like cheap labor and productivity. Indonesia seeks to leverage its unique strengths,

including abundant renewable energy sources and critical minerals necessary for EV

batteries. These strategic directions align with Indonesia’s broader objective of economic

upgrading and becoming a developed country in 2045. Through its efforts to develop the EV

ecosystem, reduce inequalities in regions and to become a more industrial commodity-driven

economy.

However, in its objective to build sustainable competitive advantage in the EV industry,

Indonesia currently relies mainly on one dimension of Porter’s (1990) Diamond Model, the

factor condition which is its abundant resource of nickel. Hence, there is still a need for

Indonesia to improve and develop other dimensions of the model. This includes the demand

condition, related and supporting industry, as well as an enabling environment to support

business competition.

By gaining insight into the perceptions of policymakers and the strategic objectives of the

Indonesian government, we establish the foundation for addressing our main research

question:

- How do government’s of developing countries respond towards GVCs reconfiguration

by MNCs driven by the resilience policies of developed countries?

Considering the policymakers’ view on deglobalization, action against it has not been taken,

rather it's been encouraged to continue striving for the long term goals such as establishing

the sustainable competitive advantage and to become a developed country by 2045. The

government and policymakers have however taken action to capitalize on the opportunities

through various means. While the government has not explicitly focused on increasing its

participation or resilience in the GVCs, their effort to create an enabling business
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environment aligned with the objectives of participation policies discussed by Pietrobelli et

al. (2021). These policies aim to attract FDI by eliminating trade barriers, providing tax

exemptions and incentives. Another policy, namely the ban of Nickel that was established

was also used to promote FDI, although going against Pietrobelli et al. (2021) suggestions, it

supported the FDI input and helped aid and support the growth of the refining industries in

the country.

Indonesia’s pursuit of economic upgrading and its focus on developing the EV ecosystem are

supported by various policy instruments aimed at value capture. Strengthening the local

innovation and production ecosystem by promoting education, establishing a supportive

ecosystem for domestic firms, and developing industrial estates and economic corridors, are

essential for fostering human resources development, job opportunities, and economic

diversification. This strengthening of domestic capabilities and fostering of innovation

contribute to an overall increase of value creation, knowledge gain and economic growth

(Ambos et al., 2021; Amendolagine et al., 2019). Developing specific types of infrastructures,

including charging stations and supporting infrastructures, is vital in promoting EV adoption

and stimulating domestic demand. By investing in education and training initiatives, specific

skills are cultivated within local firms and workforces, enabling them to effectively integrate

and upgrade within the value chain. Moreover, establishing linkages between firms,

universities, and vocational centers facilitates effective knowledge and technology transfer,

promoting innovation, and strengthening competitiveness (Hansen and Hansen, 2020).

While much of the focus is on establishing a market and to become a regional hub for EVs,

there are also internal focuses for the nation. Lund-Thomsen and Lindgreen (2014) mentions

how economic upgrading can end up being focused on one area instead of equally distributed.

Much of the focus in Indonesia has been put towards the development of Jakarta. However,

policymakers now look outside the country's capital in order to enhance the social disparity

that exists. Policies towards distribution of the FDI have been implemented and now a shift

towards higher education and technical schools have been implemented to meet the new

demands of a specialized workforce. Although backlash has been seen through the Omnibus

Law with its lenient regulations towards the labor market and environment, other

improvements have been made, with certificates for good mining and the push for job

creation and opportunities.
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Thus the answer to our research question is that although reconfiguration is happening in the

world. Developing countries such as the case of Indonesia are not particularly affected by the

phenomenon. The policymakers in question do not focus on the negative aspects, more so

looking at it from a different lens. Indonesia has its abundant natural resources placing it as

an important contender in the development of the EV industry. This is something the

policymakers are very aware about and thus the policies from Indonesia is mostly about using

these resources to their advantage to develop the nation.

6.1 Limitations and Suggestions for Future Research

It should be noticed that a single case study has been done, as such, it can be discussed

whether it is able to provide enough information on the perspectives and perception of

policymakers. It is important to understand the context in which we present our findings. The

case of Indonesia is special due to its abundant natural resources which it can leverage in

order to attract FDI. This is not always the case for other developing countries meaning that

the results presented might differ. Moreover, as a handful of policymakers were interviewed

the finding and results can only be provided as an example for further research in the area.

Seeing how Indonesia’s government plays an important role in the creation and fostering of

the EV market, it could be interesting to fully understand the role of the Government in

comparison to Porter's diamond of sustainable competitive advantage. As there are

discussions whether or not the governments should or have a direct role in the diamond

model and that it directly affects national competitiveness. However, due to delimitations,

these were not fully investigated or answered in detail. However, a potential suggestion for

future research is to expand the scope of investigation beyond a single country and industry.

By examining multiple countries and industries, researchers can gain a broader understanding

of the factors influencing competitiveness and assess the generalizability of the findings. This

comparative approach would enable the identification of country-specific and

industry-specific dynamics that may lead to different results.

It would also be interesting to explore how the implementation of discussed policies actually

affects industries, whether it is MNCs or SMEs. Investigating whether these policies truly

benefit or assist these firms could provide valuable insights.
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Another limitation of this study is that we didn’t consider the Ramadan holiday in Indonesia,

which is a significant event lasting more than a week. This made our time limited for

conducting field research. In future studies, it’s important to take into account cultural and

religious holidays when planning research. This could involve scheduling data collection

activities before or after the holiday, or finding ways to accommodate the availability of

participants or informants during that period.

6.2 Theoretical and Practical Contributions

The theoretical implication of this thesis lies in its contribution to address the research gap

regarding policy response of governments in developing countries during the era of GVCs

reconfiguration (Barbieri et al. 2021; Miroudot, 2020). By focusing on Indonesia as a case

study, this research brings attention to the often neglected aspect of policy formulation and

implementation in developing countries. The findings of this research can expand the

theoretical frameworks by providing insights into their perspectives towards deglobalization

and strategic approaches adopted by governments in developing countries in response to

GVC reconfiguration. This contributes to a deeper understanding of the complex dynamics

between government policies and GVCs, offering new perspectives for future studies in the

field, that developing countries such as Indonesia is not significantly affected by the trends of

deglobalization and the reconfiguration of GVCs. Much like Gopalakrishnan (2022)

discusses, Indonesia has from our understanding benefited from the decoupling of China.

Regarding the practical contribution, findings of this thesis can serve as a valuable resource

and example for policymakers, providing them with insights on how to navigate the

deglobalization narratives and identifying effective policy responses required during GVC

reconfiguration. The thesis however is based on a single case study with few interviews

meaning that the findings are very specific for the case of Indonesia. This means that broader

general conclusions can not be made as stated in the limitation.

Nevertheless, the implications extend to the formulation of tailored policies that align with

the own unique strengths and objectives of each developing country. Recognizing and

leveraging these specific strengths becomes crucial for building sustainable competitive

advantages within GVCs. Policymakers can get insights from this thesis to understand

policies that can capitalize on their country’s distinct capabilities that promote economic

upgrading and increase competitiveness.
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Appendix:
Interview Guide towards Policymakers:

Theme Questions

Intro Is it okay to record this Interview?

Do you wish to be anonymous?

Can you briefly introduce yourself and your role?

How long have you been in the position?

Deglobalization/Reconfiguration of
GVCs

What is your personal perspective on global value
chains? Is it something you think should be
prioritized?

Does Indonesia, from a government perspective,
actively try to engage in global value chains? Has it
ever been part of Indonesia's strategy?

What is your understanding of deglobalization and
its potential impact on developing countries like
Indonesia?

What is the government's opinion on this? How has
it impacted future strategies and decisions? Change
of agenda? Any concerns?

Has the reconfiguration brought any potential
opportunities or risks?

How does the state deal with the risks?

The current government’s priorities
and objectives

What is the main objective of the government today
in consideration of GVCs?

Has the objective changed in the last few years?

What is the main cause/ drivers for this new
objective?

What are the government's priorities in order to
achieve these objectives?

Do you experience any current challenges?

What is the biggest challenge for the government
today from your perspective?

Participation Policy In order to attract investments of international firms
and to engage in the GVCs, do the government:
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Offers an enabling business environment? (such as
investment support, legislation, tax
reduction/incentives) How?

Try to eliminate trade obstacles (barriers)?

Strengthening competition?

Connectedness policies between domestic and
foreign partners

Value Capture Policy Enforce education and training policies?

Building and improving specific types of
infrastructures? Such as logistic, digital, or
productive infrastructure?

Establishing linkages between universities,
vocational centers and firms involved in GVCs?

Develop specific skills

Inclusiveness Policy What does the state do in order to enhance social
and environmental challenges, as well as
upgrading?

Responsible sourcing policies?

Are there any types of policies that are in place to
promote local business incentives or foreign direct
investment towards local communities?

Are there any efforts to involve the local
communities in the governance of the value chain?

Resilience Policy Are there any policies in place to reduce the impact
of shocks or disruptions?

Are there international cooperation in place, to
conduct joint procurements at a bilateral or regional
level and to limit export restrictions?

Any form of stress testing policies of supply chains
in order to build resilience?

EV ECOSYSTEM - Building
Competitive Advantage

What competitive advantages have been utilized by
the government in developing the EV Ecosystem in
Indonesia?

Are there any other competitive advantages that
need to be enhanced to develop the EV Ecosystem?
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