CHAPTER |
INTRODUCTION

“The Impact of Trade War Between the US and
China Towards Indonesia economy 2018-2019”. The
author chose this title because this is a case that needs to
be observed from 2018-2019, because this case is expected
to have an impact on an unrelated country in a trade war.
Countries that are thought to be affected by this trade war
are developing countries, such as Indonesia. Indonesia still
relies on developed countries like the US and China,
because the two countries can provide needs and increase
the economy of the Indonesian state, such as technology,
oil and gas, investors, and infrastructure. Therefore, this
case needs to be analyzed so that the writer and reader
know the impact of the Indonesian trade war on the
Indonesian economy.

A. Background

The two countries with the largest economies, the
US and China, are on the verge of a trade war. The trade
war between the two countries began with Donald Trump's
presidential campaign which stated that he would use
protectionism policies for the US economy. President
Donald Trump said he would impose import tariffs of US
$ 50-US $ 60 billion for a number of Chinese products that
entered the US, it was strived to improve the domestic
economy and reduce the trade balance deficit between the
two countries.

The imposition of an import tariff increase for
Chinese products announced by Donald Trump is
aluminum by 10% and steel by 15%. Another effort by
Donald Trump is to restrict China from taking action at the
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WTO (World Trade Organization) because China is doing
unfairly in bilateral trade. As a result of actions by
President Donald Trump, China responded by raising
import tariffs by 25% and would bring this issue to the
WTO as well (BBC NEWS, 2018).

In this case the trade war between the two countries
can trigger a weakening of the world economy and many
countries will be implicated, one of them is Indonesia.
Robert Lighthnixer, Donald Trump's adviser in the field of
trade, has been investigating for seven months and
concluded that practically Chinese trade is potentially
unfair to the US. As for practical Chinese trade which
makes losses to the US, China is accused of theft by
hacking computer networks so that the US suffers heavy
losses, China pressures international companies to transfer
technology by requiring them to create local partnerships
in order to enter the Chinese market, China encourages its
investment in The US to strategic industries, and to carry
out and support cyber-attacks. This accusation is not only
an adverse act for US trade but can also make the US
economy decline. The US has provided strong evidence
for the practical trade carried out by China (BBC NEWS,
2018).

The implementation of the increase in import
tariffs on Chinese products is the right policy for the future
of US industry. Donald Trump raised import tariffs on
Chinese products by US $ 50 - US $ 60 billion or around
Rp.827.34 trillion. The US financial department has also
compiled the imposition of future tariffs for imported
Chinese products.

The US government also keep pressuring Chinato
further open its economy to US business people, lowering
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the trade deficit to US $ 100 billion, removing rules that
require foreign corporations to form joint ventures with
Chinese corporations, and stop forcing US businesses to
grant intellectual property rights in order to operate in
China.

Donald Trump's policies are aging polemic in the
country, one of which is a retail company and expresses
concern in US agriculture. US agricultural products rely a
lot on exports to China, if China boycotts US products, a
worse impact will occur and can even experience a decline
in the stock market. On the other hand, the US government
will also suffer losses in the political field, namely the
security issue of the Korean peninsula, which China has
helped the US with in many of these issues. If China has
condemned the US in the political field, North Korea will
be ready to deal with the US. Because of the China aid
program North Korea is ready to deal with the US.

One statement that made China angry was that the
US wanted to "punish™ China for violating copyright in
intellectual property, especially products from the US.
Responding to this, China conducted reprisals by
increasing import tariffs on imported products from US,
the tariff amount of US $ 34 billion. US products subject
to tariffs by China were US products such as soybeans,
aircraft, cars, computer chips, jet engines, and gold. With
this retaliation, China has accused US (Malau, 2018).

For more details, the writer includes table of
ranking the goods most traded between the U.S. and China
in 2017. The table below shows the top 10 exports the US
sent to China in 2017, along with the proportion of each
item in the total export value of $132 billion. The top 10
items account for 39% of total exports to China.



Table 1 The Top 10 Exports from the US to China (2017)

Items : ‘Ir'?lue $ % of Total Exports +
(USSB)
Aeroplanes and other aircraft §131 9.9%
Soya heans §125 9.4%
Vehicles with only spark-ignition internal §74 £.0%
combustion reciprocating piston engine
Electronic integrated circuits; Processors and controllers 8§49 37%
0ils 40 3.0%
Gold 21 1.6%
Machines and apparatus for the manufacture of semiconductor §L9 1.5%
devices or of electronic integrated circuits
Vehicles for transport of persons §19 14%
Petrolenm gases and other gaseous hydrocarhons §1.7 1.3%
Copper $L6 1.2%

Source: (Viens, 2019)

We can see from the table above that many US
goods imported by China are airplanes and other aircraft
at 9.9% of total exports, valued at US $ 13.1 billion. While
the second is soy beans at 9.4% of total exports, valued at
US $ 12.5 billion. Below is the list of the top 10 imported
products from China, and the percent that each product
accounts of the total $444 billion in 2017. These top 10
items make up 30% of all products imported from China.



Table 2 The Top 10 Imports from China to the US (2017)

Value
Items s $ % of Total Imports &
(USSB)
Telephones for cellular networks or for other wireless networks §43.7 9.8%
Automatic data processing machines §37.2 8.4%
Trycicles, scooters and similar wheeled toys & other toys §123 28%
Communication apparatus $113 25%
Games; articles for funfair §$54
Other Monitors §47 11%
Units of automatic data processing machines §44 1.0%
Electrical static converters $46 1.0%
Seats §43 1.0%
Reception apparatus for television §42 0.9%

Source: (Viens, 2019)

China imported to the US from the table above are
most electronic and machinery. The first rank is
telephones for cellular networks or for other wireless
networks, around 9.8% of the total imports, or US $ 43.7
billion. The second rank is automatic data processing
machines around 8.4% of the total imports, or worth US $
37.2 billion. A number of countries were cautious and
worried about being badly affected, including Indonesia.
The list of countries that were easily affected by the trade
war: Indonesia, Ireland, Iceland, Malaysia, Singapore,
South Korea, Czech Republic, Hungary, Slovak Republic,
Taiwan, Luxembourg.

In response to this, Bank Indonesia Governor Perry
Warjiyo said that the government had to monitor the trade
war between the two countries. "Because of the trade war
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tensions between the two countries have reduced exports
and imports. Also, the growth of the two countries will
also spread to other countries” (VOA, 2018).

What makes developing countries still depend on
developed countries, because that many investors come
from developed countries, developing country see
developed country as a center of technology, adequate
infrastructure, military, security, law and order power.
Another example is dependence on Foreign Direct
Investment (FDI). FDI activities in developing countries
are able to accommodate many foreign companies to
provide employment, increase capital flow both foreign
and local, and generate tax dollars. This can improve the
economy of developing countries. incoming foreign
investment can flow money in developing countries, get
foreign currency income from corporate taxes (FDI), and
also provide employment so that the people there prosper
and reduce the value of unemployment.

Indonesia is one of the countries that still depends
on developed countries like the US, because the two
countries are the biggest trade for Indonesia to increase the
economy. For more details the author includes data on
trade between Indonesia and the US below.



Table 3 Balance of Trade Indonesia — US Period: 2014 -
2019 (US $ Billion)

Uraian

TOTAL
PERDAGANGAN

MIGAS

NON MIGAS

EKSPOR

MIGAS

NON MIGAS

IMPOR

MIGAS

NON MIGAS

NERACA
PERDAGANGAN

MIGAS

NON MIGAS

Source: Ministry of Indonesia Trade

2014

24,700,210.7

740,834.7
23,959,376.0
16,530,103.0
673,123.4
15,856,970.6
,170,107.7
67,7114
8,102,3%5.3

8,359,995.3

605,412.0

7,754,583.3

2015

23,833,009.3

975,050.6
22,858,948.7
16,240,798.2
037,623.8
15,308,174.4
7,593,201.2
42,4268
7,550,774.3

8,647,597.0

890,196.9

7,757,4001

2016

23,439,852.9

548,347.2
22,801,505.7
16,141,412.2
456,452.3
15,604,050.8
7,298,440.7
01,804.0
7,206,545.8

8,842,971.4

364,557.4

8,478414.0

2017

25,916,152.4

1,082,783.8
24,833,368.6
17,794,523.1
660,104.0
17,134,410.1
8,121,629.3
422,679.9
7,696,040.5

9,672,893.7

2374241

0,435,460.6

2018

28,615,967.4

1,840,275.0
2,775,124
18,439,760.7
772,065.6
17,667,695,
10,176,226.7
1,068,200.4
9,108,017.3

8,263,534.0

-296,143.8

8,550,677.8

Trend(%)
14-18

3.85

21.22
310
3.15

-0.71
34
5.19

118.49
2.57

0.89

0.00

4.01

Jan-Des

2018

28,615,987.4

1,840,275.0
26,775,712
18,429,760.7
772,065.6
17,667,605,
10,176,226.7
1,068,200.4
9,108,017.3

8,263,534.0

-296,143.8

8,550,677.8

2019

26,975,938.8

1,196,40.8
25,777,588.9
17,720,336.2
38,5441
17,661,782.0
9,255,602.6
1,150,805.7
8,005,706.9

8,464,733.5

-1,121,261.6

9,585,005.1

It can be seen from the table above that in 2019

Indonesia’s trade with US is US $ 26.97 billion, compared
with 2018 Indonesia trade costs with total trade with the
US around US $ 28.61 billion, this is the highest compared
to the previous year. The high number of trades makes the
US in the top five ranks of trade in Indonesia (Kemendag,

2019).



Table 4 Balance of Trade Indonesia — China Period: 2014 —

2019 (US $ Billion)

Uraian w4 WS W6 W7 18 Trend(y) 1418
TOTALPERDAGANGAN 482302799 444573209 415912635 SBBA99235 726700664 1163

MIGAS 13096368 1911880 17636749 1988344 30108Mm2 1821
NON MIGAS 463206432 424854929 458075687 568616192 696592652 1142
EKSPOR 116050445 150464338 167908013 230830912 210322341 1360
MIGAS 11468553 17857488 16127605 17412 24087 18
NON MIGAS 164390892 132606849 151180488 213496740 244080904 134
IMPOR K455 294108871 308004623 367668523 455878323 1040
MIGAS 1620815 180192 109223 248412 2866515 165

NON MIGAS 304615540 292048079 30689599 365119452 452511748 1037
NERACA PERDAGANGAN 130183910 143644534 140096610 126837411 184055982 545
MIGAS 940738 15996696 15618302 14785300 24374862 1895
NON MIGAS 140024649 159641230 195114912 141622012 208430643 699

ae
TIGTOGA 1086502
30012 2962438
BAESO2652 TANAS
D141 987D
UMIRT 206603
HAB0A 25852008
BSIKL3 H09%2
WS gL
514 U7
TR55982 160892222
2T 16988
2003 875210

Source: Ministry of Indonesia Trade

Indonesia also cooperates with China, we know
that China has built a lot of cooperation with Indonesia,
especially in the field of trade and infrastructure. we can
see from the table above that trade in 2015 - 2019 always
increases. in 2014 amounted to US $ 48.23 billion; in 2015
the total was US $ 44.45 billion; in 2016 amounted to US
$ 47.6 billion; in 2017, US $ 58.84 billion; In 2018 trade
increased rapidly from 2017 at US $ 72.67 billion and in
2019 at US $ 72.82 billion. We can see that trade in 2015
- 2019 has increased (kemendag, 2019).

The value of trade cooperation between the two
countries is very large, it is suspected, could cause the
Indonesian economy to rise or fall. The writer will analyze
the impact of the trade war between Us and China on the
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Indonesian economy and considering Indonesian trade
partners. The author will focus on examining the effects of
the trade war between US and China on the Indonesian
economy, the author hopes this thesis can help readers
who need this paper and provide knowledge.

According to literatur review, there is study related
that discuss about the impact trade war between US and
China towards Indonesia. The most recent one written by
Andrini Pujayanti as a member of Indonesia House of
Representative (2018) in which she argues that the trade
war between the US and China has an impact on the world
economy including Indonesia, Indonesia needs to take
steps to anticipate the impact of the trade war. Economic
diplomacy to expand Indonesia's export market to non-
traditional export countries needs to be done immediately.
The House of Representatives has the role of reminding
the government to pay attention to the fate of local
production in order to remain competitive in facing the
conditions of this trade war. This research is very different
because it discusses the impact of Indonesia's economy
from 2018 - 2019 and provides Indonesian products that
have greater potential to replace Chinese products in the
US market and increase exports in the US market.

B. Research Question
Based on the background which already elaborated
above, the author can formulate a research question, which
is:

What are the impacts of trade war between the US and
China for Indonesian economy?

C. Theoretical Frameworks
Theory can be the main tool for carrying out an
analysis or prediction that will actually occur from a case.
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The theory does not only serve to explain what happened,
but can also explain the results of an analysis or prediction.
The theory used by the writer is System Theory Approach.

1. Systems Theory Approach

To answer the research question above, the writer
uses a systems theory approach, to analyze the impact of
the trade war for Indonesia. We know that trade wars are
only conducted by two countries the US and China,
Indonesia can be affected. The view of organizations as
open social systems must interact with their environment
to survive, it is known as the system theory approach. A
systems theory approach is an organization that relies on
its environment for several important resources: suppliers
who provide materials, customers who buy products or
services, employees who provide labor, shareholders who
invest and the government.

The first systems theory approach introduced by
Katz and Kahn, is an application or adaptation of General
Systems Theory for organizational behavior. The system
theory approach uses a repetitive cycle of input,
throughput, output and feedback between the organization
and its external environment. The system accepts Input
from the environment either as a resource or as
information. The system then processes inputs internally,
the intended internal is throughput, and releases output to
the environment in an effort to restore balance to the
environment. The system then seeks feedback to
determine whether the output is effective in restoring
balance. As we can see the system emphasizes the long-
term goals rather than the short-term approach to achieve
the goals (Saylor Academy, 2012).
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Explanation of the theory is interpreted as an
Indonesian country that is dependent and must interact
with the surrounding environment to survive. The
environment is the Trade War between the US and China
which mutually increases import tariffs for each country.
Indonesia must interact in trade war to prevent losses or
take advantage of some important resources of the two
countries, one of which is customers who buy products or
Services.

A trade war between the US and China can have a
positive effect. The high tariffs on exports of Chinese
goods to the US have led to US exports turning to other
countries that are cheaper to replace goods from China. So
the Indonesian Embassy in Washington reviewed the
impact of the trade war for Indonesia. The impact is
opening up opportunities for Indonesian non-oil and gas
export products to compete in the US market.

The trade war between the US and China has an
impact on Indonesia, the trade war conducted by the US
against Indonesia is to evaluate exported goods from
Indonesia that will not get the General System of
Preferences (GSP). GSP is a trade policy that provides a
reduction in import tariffs on incoming goods to recipient
country export products. This system exists to help
developing countries raise the economy from developed
country assistance. Currently Indonesia has obtained GSP
from several countries such as the US, countries in the
European Union and Australia. Indonesia has received a
GSP from the US, so that it has received a reduction in the
entry tariff for 3,500 Indonesian products. In 2016
Indonesia received a tariff reduction of US $ 1.8 billion or
around Rp.25.8 trillion. If Indonesia does not get a GSP
from the US, Indonesian export goods will charge a
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normal entry fee. GSP really helps the competitiveness of
Indonesian export products, Indonesia’s trade may
experience economic decline due to the tariffs that are
carried out normally and there is no reduction. This impact
will also damage trade relations between Indonesia and the
US, because the GSP is a system that is needed to establish
good relations because it is mutually beneficial (Natalia,
2018).

The author will use this theory to explain that
Indonesia still depends on the environment because the
biggest export and import trading partners for Indonesia
are the US and China. So, when the two countries
experience economic inflation, it will have an impact on
Indonesia. Whether it be a good or bad impact. Indonesia
must interact in order to anticipate losses and take
advantage of the trade war.

D. Hypothesis

In this case, the author formulates a hypothesis taken
from the framework of thought that the impacts of the
trade war between the US and China on Indonesia is;

1. Indonesia can open opportunities for
export products to compete in the US.

2. Indonesia will lose special treatment from
US (GSP).

E. Research Methods

The research methodology that used for conducting
this research is qualitative methodology. One of the
techniques is by doing library research and interview with
political economy actors. The data of analysis can be
gained from interview, books, journals, articles, and news.
Then, the collected data will be used to analyze the issue.
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Then, this research will also use content analysis as a
second method of research for analyzing secondary data.
It is used by analyzing the content of a political leader
statement, text, and speech. It also uses the comparative
case studies to analyze the impact of trade war between the
US and China on Indonesia economy.

F. Scope of Research

The scope of this paper explains the beginning of the
trade war between US and China in 2018-2019, which
began with the statement of US leaders. This research will
also discuss trade relations between the two countries with
Indonesia and every statement issued by the leaders of
each country, so that trade war can occur and will have an
impact on Asian countries including Indonesia. The author
will also use interviews with economic observers or
economic actors in Indonesia.

G. Outline

This research has five chapters that will be arranged as
follow:

Chapter I: This chapter contains Background, Research
Question, Theoretical Framework,
Hypothesis, Research Methodology, and
Scope of Research that guides the writer to
the next chapter.

Chapter Il: This chapter explains the beginning of a trade
war between US and China

Chapter I11: This chapter explains trade relations between
Indonesia and the US and China economy
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Chapter IV: This chapter explains about Impact of trade
war towards Indonesia economics

Chapter V: This chapter concludes all the materials that
are written above
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