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Foreword

Indonesia would seem to be a natural partner for the United States. It 
is the most populous country in Southeast Asia, a vibrant democracy, 
a leader of the Association of Southeast Asian Nations (ASEAN), and 
a member of the Group of Twenty. But as Senior Fellow for Southeast 
Asia Joshua Kurlantzick asserts in this new Council Special Report, the 
relationship between the United States and Indonesia “has long under-
performed its potential.” 

Kurlantzick argues that Indonesia could be more of a security part-
ner for the United States and proposes to increase the scope of coopera-
tion in three areas in which the countries have shared interests. First, 
the United States and Indonesia should work together to check China’s 
growing assertiveness in the South China Sea. Second, the two coun-
tries should jointly combat the expansion into Southeast Asia of mili-
tants linked to the self-proclaimed Islamic State. And finally, the two 
countries should cooperate to counter piracy and other transnational 
crime in Southeast Asia.

The South China Sea, in particular, makes for a good focus for the 
bilateral relationship in coming years. Indonesia is increasingly worried 
by China’s extensive claims, which also include waters claimed by Indo-
nesia. Indonesia has had three major maritime skirmishes with Chinese 
vessels in the South China Sea, and it has begun seizing Chinese ves-
sels that it believes are encroaching on Indonesian waters. Indonesia’s 
growing willingness to take a stand in the South China Sea dovetails 
with the Donald J. Trump administration’s regularization of freedom 
of navigation operations and its articulation of a “free and open Indo-
Pacific” aimed at countering China’s increasing clout in the region. The 
United States is also in the market for new partners in this effort, as the 
Philippines under President Rodrigo Duterte has tilted toward China 
and chosen not to press its claims in the South China Sea. Indonesia, 
as a leading voice in ASEAN, is well placed to prod the group to take a 
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more unified position on the South China Sea and adopt a legally bind-
ing code of conduct. 

While there is scope for cooperation in the security realm, Kur-
lantzick is less optimistic about the prospect of upgrading economic 
ties or working together to promote democracy and human rights. 
As Kurlantzick notes, both Presidents Trump and Joko Widodo (or 
Jokowi) are inclined toward economic nationalism and place little 
emphasis on democracy promotion. The United States and Indone-
sia are thus “unlikely to develop the kind of comprehensive bilateral 
relationship often envisioned” and instead should “attempt to stall any 
further deterioration of the bilateral economic relationship” and retain 
any “modest momentum.”  

Overall, Kurlantzick recommends taking a more transactional 
approach to the U.S.-Indonesia relationship, which could well be wel-
comed by the Trump administration. The three discrete security goals 
Kurlantzick discusses are in both countries’ interests to pursue.  More 
broadly, Kurlantzick demonstrates a realistic appreciation of how 
both the Trump and Jokowi administrations view the world and offers 
modest but potentially achievable policy prescriptions for moving the 
relationship forward in light of that larger context.  

Richard N. Haass
President
Council on Foreign Relations
February 2018
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Introduction

The relationship between the United States and Indonesia has long 
underperformed its potential. Indonesia could be a critical security 
partner and a larger location for U.S. investment and trade in the next 
few years. The policies of Susilo Bambang Yudhoyono’s administration 
in the 2000s and early 2010s seemed about to usher in greater bilateral 
cooperation, including upgraded economic links, but both Washington 
and Jakarta overestimated how quickly the relationship would expand. 
Despite growing strategic relations between the United States and 
Indonesia, the U.S. armed forces have less comprehensive ties with the 
Indonesian military than they do with many other militaries in South-
east Asia, and the economic relationship has made only limited prog-
ress, despite growing U.S. investment.

The two sides now face significant obstacles to a closer relation-
ship that would encompass not only strategic ties but also deeper eco-
nomic ties and cooperation in promoting rights and democracy. With 
the Donald J. Trump administration concerned about trade imbal-
ances with major exporters, the White House might focus on what it 
perceives to be unfair trade relationships with Indonesia, which would 
anger Indonesians.1 The Trump administration has also downplayed 
democracy and human rights as core components of U.S. foreign 
policy.2 Yudhoyono’s successor, President Joko Widodo, or Jokowi, 
has himself advocated less for regional democracy promotion efforts 
than his predecessor did. Given these obstacles, the United States and 
Indonesia are unlikely to develop the kind of comprehensive bilateral 
relationship often envisioned—but never fully achieved—in the 2000s 
and early 2010s.

Instead of seeking unlikely goals, the two nations should embrace a 
more transactional approach. The relationship should focus on three 
clear, shared security challenges: China’s growing assertiveness in the 
South China Sea, which contests U.S. primacy and potentially hampers 
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Indonesian access to South China Sea waters; the expansion of militants 
linked to the self-proclaimed Islamic State into Southeast Asia, which 
threatens Indonesia and the halt of which is a White House priority; and 
piracy in Southeast Asia, which disrupts Indonesia’s stability and funds 
militant groups. Such a practical and security-based approach should 
appeal to both nations’ presidents.

Meanwhile, the United States and Indonesia should strive for 
modest but achievable improvements in economic relations in the next 
few years, before the next U.S. and Indonesian presidential elections, in 
2020 and 2019, respectively. Although achieving modest improvements 
may seem like limited progress, it is far preferable to another potential 
outcome of the economic relationship—rising bilateral trade barriers 
and aggressive economic nationalism on both sides.
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During the Suharto era, from 1967 to 1998, Indonesia, the most pop-
ulous state in Southeast Asia, led the Association of Southeast Asian 
Nations (ASEAN). Jakarta regularly set policy direction for the orga-
nization and for Southeast Asia in general. The United States and 
Indonesia built up close military-to-military relations and strong ties 
between top economic policymakers. Suharto’s government welcomed 
foreign investment—although its corruption and political repression 
ultimately made it an unstable partner.

After more than thirty years of authoritarian rule under Suharto, 
Indonesia’s political system and economy unraveled in the 1990s, badly 
damaging its domestic stability. This unraveling also undercut its pri-
macy in the region, because Indonesia’s leaders became almost totally 
focused on its domestic political and economic crises. During the latter 
years of the Suharto regime, the United States also cut off nearly all 
military links to the Indonesian armed forces after revelations of the 
Indonesian military’s abuses in the then-province of East Timor and 
other parts of the archipelago. The Asian financial crisis seriously dam-
aged Indonesia’s economy, which shrank by 13 percent in 1998.3 In the 
chaos, Indonesia became a pariah for many foreign investors. Suharto’s 
regime collapsed amid massive street protests over his administration’s 
alleged corruption and the effects of the financial crisis on ordinary 
Indonesians. In May 1998, Suharto handed power to his vice president, 
B. J. Habibie.

Habibie proved more of a reformist than many opponents had 
expected: he oversaw the beginnings of a transition to democracy and 
what would become one of the most far-reaching experiments in politi-
cal decentralization in Asia.

Indonesia’s democratic transition was one of the most impressive 
in the world, at both national and local levels. The country held mul-
tiple free elections on all levels, including for many local legislatures 

The United States and a Democratic 
Indonesia: History, Hopes, and Hurdles
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and governorships that had previously been appointed.4 The military 
did not retake control of the government, unlike in neighboring Thai-
land, even though Indonesia suffered from instability. It faced separatist 
movements in the late 1990s and 2000s, as well as a spate of terrorist 
attacks led by the al-Qaeda-linked group Jemaah Islamiyah.

The process of democratization allowed the United States to rebuild 
some security ties with Indonesia, but they never reached the levels they 
had in the Suharto era. Following the 9/11 attacks, as combating terror-
ist networks became a U.S. policy priority, the United States resumed 
limited military aid to Indonesia, including training and nonlethal 
equipment sales.5 Washington restored full defense ties in 2005, and 
the Barack Obama administration later expanded training of Indone-
sian military forces.6 However, Indonesia and the United States still had 
only limited intelligence sharing on militant groups and modest military 
cooperation on nontraditional security challenges, including piracy.

Habibie’s successors as president, the cleric Abdurrahman Wahid 
and the former opposition leader Megawati Sukarnoputri, proved inef-
fective politicians. When the former general Yudhoyono was elected 
president in 2004, he vowed to crack down on terrorism, improve the 
country’s investment climate, fight corruption, and help regain the 
country’s status as a regional and international power—a shift the 
United States supported.

In office, Yudhoyono tried to rebuild Indonesia’s credibility as 
the natural leader of Southeast Asia. He took the lead, with varying 
amounts of success, on regional challenges from Myanmar’s politi-
cal reforms to combating climate change. He focused on holding up 
Indonesia as a political success story, and (at first) on demonstrating 
that Indonesia welcomed investment. Indonesia joined the Group of 
Twenty. With U.S. support, Yudhoyono oversaw the 2008 launch of the 
Bali Democracy Forum, an annual event that brings leaders together to 
share ideas about how to make free political systems work.7

Domestically, a new elite counterterrorism force, supported by the 
United States and Australia, helped dismantle Jemaah Islamiyah. This 
success could be the reason that some Indonesian politicians, includ-
ing Yudhoyono, became complacent about the ongoing threat of radical 
movements in the archipelago, which persisted even as Jemaah Islami-
yah was badly damaged.

Yudhoyono also wooed foreign investors, and his administration 
pushed Indonesia toward manufactured exports and other value-added 
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goods and services. As Yudhoyono touted Indonesia’s economic sta-
bility in the 2000s and early 2010s, the country’s economy recovered 
somewhat from the Asian financial crisis and began regularly posting 
growth rates of over 5 percent.

Yudhoyono enunciated a foreign policy doctrine in which Indonesia 
would have “a million friends and zero enemies.” This was an update 
to Jakarta’s traditional nonalignment principle. Indonesia would now 
work with all major powers and play a larger role in shaping the regional 
order.8 But it still kept Indonesia essentially neutral, and often passive, 
on issues related to the South China Sea, with Jakarta hoping to play 
a mediator role among the United States, China, and Southeast Asia.

During Yudhoyono’s two terms (he was reelected in 2009), the U.S. 
government and U.S. investors attempted to rebuild a close relationship 
with Indonesia. In 2010, the two nations signed a comprehensive partner-
ship designed to provide a framework for closer security and economic 
links, and people-to-people ties.9 The Obama administration followed 
the partnership with the U.S.-Indonesia Strategic Partnership in 2015 
(completed during Jokowi’s presidency).10 U.S. officials, and some mem-
bers of Yudhoyono’s administration, hoped to use these partnerships to 
push Indonesia to assume an even larger regional role on major issues, 
including resurgent Islamist militant groups and rising instability in the 
South China Sea. Yet because of Indonesia’s neutrality, the new partner-
ship did not dramatically upgrade the U.S.-Indonesia relationship.

A closer economic bilateral relationship remained stalled as well. 
Yudhoyono’s second term was clouded by corruption scandals.11 
Even as he fostered a more stable macroeconomic climate, the high 
level of graft undermined entrepreneurial activity.12 U.S. investment 
increased in Indonesia during Yudhoyono’s terms but still lagged 
behind U.S. investment in other regional economies, such as Malaysia 
and Thailand.13

Sensing heightened public anger that growth had not addressed 
Indonesia’s inequality, Yudhoyono began to adopt more nationalist 
policies in his second term. He oversaw new nontariff barriers and the 
passage of laws restricting foreign investment in oil services, retail sec-
tors, some power plants, and other industries.14 By the time Yudhoyono 
left office in 2014, his attempts to prod Indonesia to a bigger regional 
and global leadership role had produced only mixed results, despite the 
country’s democratic consolidation and decent economic growth.
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Hurdles to Indonesia’s economic resurgence—and to closer ties 
between the United States and Indonesia on economic and democracy-
related issues—became more evident during and after the Indonesian 
presidential election of 2014. Both candidates, Jokowi and former Lieu-
tenant General Prabowo Subianto, vowed on the campaign trail to 
strengthen Indonesia’s state-owned enterprises, bolster state spending, 
and enact new regulations on foreign investment.15 Although Jokowi 
spoke of his commitment to Indonesian democracy, he did not empha-
size democracy promotion.

After Jokowi won the election, he outlined nine priorities for his 
administration. Among them was a promise to cut red tape to make it 
easier for businesses to operate in Indonesia. But he also planned to con-
tinue limits on foreign ownership in some economic sectors as well as 
to create new regulations on foreign investors in extractive industries. 
Jokowi initially made it clear that he would approach foreign relations 
differently than Yudhoyono, and not only on democracy issues. Jokowi 
came into office “less oriented toward multilateralism in general” and 
less interested in being seen as a global leader, although he has not 
totally abandoned speaking about Indonesia’s democratic successes.16

Jokowi’s reticence on rights issues now coincides with the approach 
of the Trump administration, which has focused on an interests-based 
and sovereignty-oriented foreign policy. In a September 2017 speech to 
the UN General Assembly, Trump highlighted the importance of sov-
ereignty in international relations, telling attendees, “We do not expect 
diverse countries to share the same cultures, traditions, or even systems 
of government.”17 Trump enunciated similar themes at a speech to the 
Asia-Pacific Economic Cooperation (APEC) summit in Vietnam in 
November 2017.18

Instead of broad attempts to gain global leadership and promote a 
values-based foreign policy, the Jokowi administration initially focused 

Jokowi and Today’s Common  
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on protecting narrow national interests, such as maintaining Indone-
sia’s exclusive economic zone in the South China Sea waters surround-
ing its Natuna archipelago.19 Early in his first term, Jokowi did not seem 
to believe that either resurgent Islamist radicalism or Beijing’s approach 
to the South China Sea was a major threat to Indonesia’s security. He 
did suggest that Indonesia would increase its military budget to 1.5 per-
cent of its gross domestic product within five years.20 However, Jokowi’s 
initial vision for the budget seemed confused—it focused on upgrading 
Indonesia’s port infrastructure more than its weapons systems.21

The Indonesian military’s navy and coast guard are badly outdated; 
this became especially apparent in 2016 and 2017 as Indonesian lead-
ers became increasingly concerned about how Beijing’s South China 
Sea approach will broadly affect Indonesia. The country’s armed forces 
still lag behind regional peers such as the Vietnamese military in equip-
ment and integration of forces, which makes it even more difficult for 
Jakarta to defend its exclusive economic zones and, potentially, freedom 
of navigation in regional waters.22

However, in the past two years, the Jokowi administration has begun 
to take three major security threats more seriously: potential conflict in 
the South China Sea, the growth of militant groups linked to the Islamic 
State, and maritime piracy. On these three issues, Washington and 
Jakarta now share significant common interests, creating the potential 
for joint action to address them.

SOU T H CH I NA SE A

For one, China’s increasing assertiveness in the South China Sea has 
become far more apparent to Indonesian opinion leaders. This asser-
tiveness includes a pace of land reclamation and militarization that has 
exceeded projections of even the most pessimistic Southeast Asian 
observers five years earlier. In 2016, Beijing for the first time asserted 
that some waters claimed by Indonesia came within China’s vast “nine-
dash line” definition of Chinese waters in the South China Sea.23

In the past year, Indonesia has had three major maritime skirmishes 
with Chinese vessels in the South China Sea. The Jokowi government 
has also begun seizing Chinese vessels that it believes are encroaching 
on Indonesian waters.24 With this encroachment, Beijing is threaten-
ing waters near the Indonesian Natuna Islands. But Indonesian officials 
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are also more generally worried that China will soon be able to com-
pletely control boat traffic in the South China Sea. Indonesian security 
specialists and military officers have watched in 2016 and 2017 as some 
Southeast Asian nations—most notably, the Philippines under Presi-
dent Rodrigo Duterte—appear to have largely accepted that China will 
eventually dominate the South China Sea.

These factors have caused many Indonesian opinion leaders to con-
clude that Indonesia needs a broader, tougher South China Sea strategy. 
This strategy would include more effective deterrence beyond simply 
protecting waters near the Natunas—it would also recognize Indone-
sia’s broad interest in protecting freedom of navigation, fishing rights, 
and other common freedoms in the South China Sea.

Reflecting shifting views in Jakarta about how to handle the South 
China Sea, in 2016 and 2017 the Jokowi administration took a more 
expansive approach to its South China Sea policy. Since early 2016, the 
Jokowi administration has held several military exercises in the South 
China Sea, in a warning that it will be taking a more assertive pos-
ture. Indonesia has also been firing warning shots at Chinese vessels it 
believes are encroaching on Indonesian waters.

In July 2017, the Jokowi administration decreed that the Indonesian 
government would start referring to an area of the waters as the North 
Natuna Sea rather than the South China Sea, a typical regional rhetori-
cal strategy for pushing back against Chinese influence.25 Indonesian 
officials have also spoken out publicly about the need for all parties to 
accept freedom of navigation in the South China Sea and have prepared 
to regularly deploy warships there.

The Trump administration, meanwhile, has made an assertive South 
China Sea approach central to its Asia strategy. The administration has 
reportedly created a schedule of regular freedom of navigation opera-
tions (FONOPs) in the South China Sea; the previous administration 
used these operations only irregularly.26 The White House also appears 
willing to demonstrate a deterrent posture in the South China Sea 
alongside major allies; in 2017, the Trump administration conducted 
an exercise in the South China Sea with Japan’s biggest warship, which 
was the first time the United States and Japan had conducted an exer-
cise of this size there.27 The White House has also upped rhetorical 
warnings to Beijing not to continue its pace of militarization and land 
reclamation. These warnings have come from Secretary of Defense Jim 
Mattis, at the annual Shangri-La Dialogue in Singapore, and from the 
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president himself, who decried what he called a “threat to sovereignty” 
in the South China Sea.28

ISLAM IST M I LI TANCY

The second major security threat that the Jokowi administration 
appears increasingly worried by is Islamist militancy. The United States 
is also focusing on Southeast Asia as a growing front for Islamic State–
linked militants. Militant groups—those involved in popular politics as 
well as those carrying out violent attacks—have reemerged as potent 
forces within Indonesia, despite the Yudhoyono administration’s suc-
cesses in dismantling Jemaah Islamiyah.

In the past two years, militants have used social media to organize 
large rallies that influenced elections within Indonesia. Throughout 
late 2016 and early 2017, militant Islamist groups rallied hundreds of 
thousands in Jakarta to oppose the election of Basuki Tjahaja Purnama, 
or Ahok, an ethnically Chinese Christian Indonesian, as governor of 
Jakarta. The rallies, some of which featured homages to the Islamic 
State, often focused on Ahok’s supposed unsuitability for office simply 
because he is a religious and ethnic minority or on other more virulent 
conspiracy theories that ethnically Chinese Indonesians are demo-
graphically swamping Indonesia. Many Indonesia observers believe 
that the groundswell of protest was a major factor that prevented Ahok, 
who had high popularity ratings as governor, from being elected; he 
lost the gubernatorial election in April 2017. The protests may also have 
contributed to Ahok’s being jailed for two years for blasphemy, when 
prosecutors had not asked for such a severe sentence.29

The leading opposition candidate in the Jakarta election, Anies Bas-
wedan—previously known as a relative moderate—embraced the ral-
lies, which helped him win. Some reports suggest that leaders of the 
rallies were close to prominent former generals, a worrying sign in a 
country where civil-military relations remain precarious and Prabowo 
will likely run for president again in 2019. In fact, one of Prabowo’s close 
allies appeared on the stage at many anti-Ahok rallies.

Emboldened radical groups are likely to use mass rallies to undercut 
Jokowi’s campaign for reelection and possibly to step up recruitment 
for affiliates who carry out extrajudicial violence. Before Ahok’s defeat, 
Jokowi’s administration had responded to the rising militancy with 
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confused strategies, but the president’s office now considers militants a 
growing threat and has banned one large militant group, Hizb ut-Tahrir. 
The Jokowi administration has given itself new powers to ban civil soci-
ety organizations that engage in radical activities.30

Although no terrorist network in Indonesia today appears as orga-
nized and capable as Jemaah Islamiyah was in the early 2000s, terror-
ists could be emboldened by rising nonviolent political aggression. 
Terrorist groups now also have external inspiration for their activities. 
The Islamic State works hard to recruit Southeast Asians; the group has 
released multiple social media reports in Indonesian/Malay and allowed 
Islamic State supporters from Southeast Asia to establish a brigade 
composed of Indonesian/Malay speakers in the Middle East.31 In Janu-
ary 2016, militants who pledged allegiance to the Islamic State carried 
out a terrorist attack in Jakarta.32 After the attack, Indonesian police 
arrested thirty-three people suspected to have been involved in militant 
groups.33 In May 2017, three people were killed by a suicide bombing at 
a Jakarta bus station. The Indonesian police claim that at least one of the 
two suicide bombers had links to the Islamic State.34

Indonesian leaders also now fear that foreign fighters could be 
streaming into Mindanao, in the nearby southern Philippines, where 
Philippine troops have been engaging in a tough battle against Islamic 
State–affiliated militants.35 Islamic State propaganda networks have 
reportedly called on fighters to travel to the southern Philippines. If 
fighters continue arriving in Mindanao even after the end of the battle 
in the city of Marawi—especially since the Islamic State has lost its ter-
ritory in the Middle East—the island could easily serve as a gathering 
place for Indonesian extremists and a jumping-off point for militants to 
attack Indonesia.

The White House has become increasingly focused on radicalism 
in Southeast Asia. U.S. policymakers are concerned that the Islamic 
State sees the potential of gaining physical territory in Southeast Asia, 
which it could then use as a base to regroup. In addition to continuing 
U.S. combat in the Middle East and South Asia against Islamist radi-
cal groups, the Trump administration intends to bolster cooperation 
with Southeast Asian leaders to fight terrorism. U.S. officials have 
purposefully tried to reinvigorate relations with Southeast Asian lead-
ers including Philippine President Duterte, Malaysian Prime Minister 
Najib Razak, and Thai Prime Minister Prayuth Chan-ocha, through 
phone calls, White House visits, and, in Duterte’s case, a warm visit 
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during Trump’s November 2017 trip to Asia. While there are credible 
human rights concerns about the White House boosting ties with these 
leaders, it has done so in part to help enhance cooperation on fighting 
Islamic State–linked groups in Southeast Asia. In addition, the White 
House is boosting maritime ties with Malaysia—already a major part-
ner in combating Islamic State–linked groups in the region—to give 
Malaysia greater abilities to track militants moving at sea. It also contin-
ues to provide assistance on counterterrorism strategies to the Duterte 
administration, despite Duterte’s sometimes bombastic approach to 
relations with the United States.

PI RACY AND TRANSNAT IONAL CR I ME

Finally, the Jokowi administration has attempted to take a tougher 
approach to piracy and other transnational crime in Southeast Asia. 
Jokowi often speaks of Indonesia’s need to be more effective in combat-
ing illegal activities in Southeast Asian waters, including piracy, people 
smuggling, drug smuggling, and illegal fishing. The Jokowi adminis-
tration has made a show of capturing vessels found fishing illegally in 
Indonesian waters and blowing them up (after evacuating them); it has 
blown up more than three hundred.36 Jokowi has made battling piracy, 
illegal fishing, and other illegal maritime activities a major point of dis-
cussion in his meetings with other Southeast Asian leaders.

This interest coincides with a growing U.S. interest in combating 
piracy and transnational crime, since piracy, human trafficking, and 
drug trafficking—serious threats to stability on their own—have also 
been sources of revenue for Islamist militant groups in Southeast Asia. 
The White House has issued executive orders instructing the adminis-
tration to strengthen federal laws to attack transnational crime groups, 
including drug smugglers and people smugglers.37 The Department of 
Justice has issued detailed guidance on how it plans to crack down on 
transnational crime organizations, including many operating in South-
east Asia.38
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In theory, Indonesia’s sustained economic growth and demographic 
expansion could make it one of the biggest potential markets in the 
world for U.S. companies, if the two countries do not succumb to 
growing economic nationalism. By 2050, Indonesia will have the 
fourth-largest economy in the world.39 In 2016, the American Cham-
ber of Commerce in Jakarta released a report noting that in a best-case 
scenario—for example, no new bilateral trade barriers—the total value 
of the U.S.-Indonesia economic relationship could grow by nearly 50 
percent by 2019.40

By 2020, more than 50 percent of the Indonesian population will 
have the disposable income to be considered part of a modestly afflu-
ent middle class. These Indonesians will be able to afford not only 
household items but also higher-end consumer products.41 In addition, 
the Indonesian government has kept social media free at a time when 
other nations in the region, such as China, Thailand, and Vietnam, 
have imposed strict new regulations on internet and social media users, 
making them difficult places to invest for foreign internet firms and 
media companies. China and other states have also used a wide range 
of protectionist economic tactics to prevent foreign internet and social 
media firms from investing in the countries.

Despite this potential, though, there are significant obstacles to a 
more developed economic relationship between the United States and 
Indonesia. Jokowi himself, who has a business background, seems at 
times to understand that Indonesia needs to create jobs and entice 
investment. But the climate of economic nationalism in Indonesia is 
strong, and getting stronger, and similar types of economic nation-
alism now animate much of the Republican Party and drive White 
House policy.

Building on his predecessor’s economic nationalism, Jokowi has 
tried to boost the government’s influence over foreign investors. This 

A Challenged Economic Relationship
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nationalist approach is popular with many segments of the Indonesian 
public, but it worries many large U.S. firms and members of the U.S. 
Congress.42 The Jokowi administration also initially sought the support 
of state-run Chinese firms in its plans to upgrade Indonesian invest-
ment, but as economic nationalism has peaked in Indonesia, Jokowi 
has become somewhat wary of Chinese aid and investment. Jokowi has 
alienated some mining and other resources companies with demands 
for them to refine their materials in the country and divest more of their 
companies to local partners. As a result, Newmont Mining exited Indo-
nesia in 2016.43

The obstacles to closer economic ties exist not just on the Indonesian 
side. The strategic partnership the United States and Indonesia signed 
in 2015 established an annual ministerial-level dialogue, but the dia-
logue never actually commenced under the Obama administration.44 
The Trump administration has scrapped Washington’s participation 
in the Trans-Pacific Partnership (TPP); Indonesia was not a founding 
member of the TPP, but Jokowi had publicly suggested Indonesia would 
eventually join the trade deal.45 Under Trump, the White House has 
also labeled many East Asian nations, including Indonesia, potential 
violators of trade rules, although it has not offered concrete evidence 
of these claims other than noting that these nations are running trade 
surpluses with the United States.
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Given that Presidents Trump and Jokowi have downplayed values-based 
foreign policy and that economic nationalism in both countries has 
hampered bilateral economic ties, it is unlikely that the United States 
and Indonesia will collaborate in promoting democracy in Southeast 
Asia or in dramatically upgrading their trade relationship in the short 
term, though U.S. investment in Indonesia probably will continue to 
rise, given the country’s young and growing consumer market. The two 
countries’ leaders should instead focus on security cooperation, where 
the United States and Indonesia have significant common interests. 
They should also take steps to ensure that the economic relationship 
does not deteriorate.

These shared security interests will only get stronger during the 
Trump administration’s term. Since the Islamic State has lost most 
of its territory in the Middle East, some of its foreign fighters could 
flee, taking their views home or seeking new bases in Southeast Asia. 
Consequently, the threat of Islamist militancy could increase through-
out Southeast Asia over the next few years. During that time, disputes 
over the rapid militarization of the South China Sea will likely grow, 
as Washington and Beijing have both signaled increasing naval asser-
tiveness. And despite Jokowi’s stated focus on piracy and other illegal 
maritime activities, Indonesia and other Southeast Asian nations still 
struggle with these nontraditional security threats.

Cooperation on these shared security interests could move the bilat-
eral strategic relationship forward substantially. To improve strategic 
ties, Washington and Jakarta—assisted by Australia and other regional 
powers—should take the following steps.

Recommendations
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UP GRADE BI LATERAL COOPERAT ION  
ON SOU T H CH I NA SE A CHALLENGE S

■■ The United States should increase funding for the International 
Military and Education Training program for Indonesian sol-
diers by at least 50 percent over the current amount of roughly 
$2.4 million annually. This step would help solidify pro-U.S. sen-
timent among young officers and bolster the professionalism of the 
Indonesian military, which would facilitate U.S.-Indonesia security 
cooperation. Younger officers in the Indonesian armed forces, who 
have benefited from new interactions with the U.S. military since the 
2000s, have gradually become willing to reconsider Jakarta’s tradi-
tional adherence to nonaligned politics and a passive maritime secu-
rity presence.

■■ The United States should encourage Indonesia to conduct free-
dom of navigation operations with Australia in the South China 
Sea. Indonesia and Australia likely do not want to challenge Beijing 
directly by conducting FONOPs alongside U.S. vessels, which would 
anger China more. Yet before a visit to Australia in February 2017, 
Jokowi publicly broached the idea of launching joint patrols in the 
South China Sea with Australian forces. So far, Australia has pub-
licly resisted the idea. Indonesia and Australia should begin FONOPs 
together within the twelve-mile nautical zone of China’s reclaimed 
islands in the South China Sea.

■■ The United States should offer to hold joint exercises with Indo-
nesia in waters close to the Natuna Islands. The United States has 
held joint exercises in the South China Sea with other regional part-
ners as a means of demonstrating that not only the United States but 
also Australia, India, Japan, and Southeast Asian nations will stand 
up for freedom of navigation. Holding a joint U.S.-Indonesia exer-
cise near the Natunas would strengthen the U.S.-Indonesia security 
partnership and demonstrate to China that Indonesia will no longer 
adopt a passive approach to South China Sea concerns.

■■ The United States should encourage Indonesia to meet its goal of 
increasing defense spending while also pushing Jokowi to upgrade 
Indonesia’s navy and air force. Washington should boost sales to 
Jakarta of larger maritime vessels, new planes, and fast coast guard 
ships, to help Jakarta develop maritime forces capable of protecting 
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Indonesian territorial waters and participating in broader actions in 
the South China Sea. Indonesia’s force modernization should focus on 
the navy, coast guard, and air force, as it has no real land-based threats.

■■ The United States should encourage Indonesia to take the lead 
in facilitating a joint ASEAN position on a code of conduct for 
the South China Sea.46 U.S. and Southeast Asian officials should 
encourage Jokowi and other top Indonesian leaders to highlight 
the 2016 Hague ruling on territorial claims in the South China Sea 
as a starting point for serious code negotiations. The United States 
should also encourage Jokowi to use ASEAN meetings in 2018 and 
2019 to broker a common ASEAN position on the code of conduct.

■■ The United States and Indonesia should convene their ministerial-
level strategic dialogue and focus it on the South China Sea. The 
Trump administration should convene the dialogue, which has not 
yet met. The two sides should use the dialogue to announce steps 
toward bilateral cooperation, such as increased U.S. support for 
Indonesia’s military modernization and plans to hold joint U.S.-
Indonesia maritime exercises near the Natunas. The strategic dia-
logue should also include discussions about Islamic State–linked 
groups in Southeast Asia, piracy and transnational crime, and the 
bilateral economic relationship.

BOL STER BI LATERAL STRATEGI E S  
TO COMBAT T HE ISLAM IC STATE

■■ To combat the threat of Islamic State–linked attacks, the United 
States should help Indonesia enact more aggressive measures to 
locate, track, and vet returnees from Islamic State–held territory 
in the Middle East and identify more Indonesian militants linked 
to the Islamic State. Indonesia’s neighbors have had a mixed record 
in tracking returnees from the Islamic State. Until recently, the 
Jokowi administration has also been lax in tracking returnees. How-
ever, the Indonesian government could establish a formal program 
overseen by the police (not the military) to monitor returnees from 
Islamic State territory for a period of at least five years and help them 
be peacefully reintegrated into life in Indonesia.47 The U.S. govern-
ment could provide financial support for this reintegration program. 
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Regardless, the U.S. Department of the Treasury should continue 
to identify Indonesian militants as terrorists and impose sanctions 
on them by placing them on the Specially Designated Nationals and 
Blocked Persons List. Many more could come to Southeast Asia now 
that Raqqa has fallen.48 

■■ The United States should create a small, permanent force of 
police officers to lead foreign police trainings. The United States 
is already closely involved with training the Indonesian police, but 
this effort is hampered by its not having a permanent unit, located 
within the Department of Defense, the Department of Justice, or 
the Department of State, for training local police forces. Such a 
unit—a police force that could be deployed to various countries for 
trainings—would bring greater experience and skill to training pro-
grams, including those aimed at combating terrorist networks.49

■■ The United States should urge Indonesia to join the U.S.-led 
Global Coalition to Defeat ISIS, which would provide greater 
access to shared intelligence. Given the growing menace of Islamic 
State–linked militants in Southeast Asia and the threat of Mindanao 
becoming a hub for recruits, the Jokowi administration and the White 
House should take stronger measures to combat the threat posed by 
returning Islamic State fighters. Indonesia has not yet joined the U.S.-
led coalition. It also too often fails to effectively share intelligence on 
returnees from Iraq and Syria with other countries in the region.50 
To show that Indonesia is taking the Islamic State threat seriously, 
Jakarta should join the coalition.

■■ Indonesia, Malaysia, and the Philippines should hold joint naval 
or coast guard patrols in the Sulu-Celebes Sea at least monthly; 
the United States should offer to join these patrols to hunt for 
militants. These waters have been critical for both pirates and mili-
tants and are known historically for transnational crime and lawless-
ness; without sea patrols, Islamic State–linked groups will be able 
to move people through Southeast Asia easily. Indonesia agreed 
in May 2016 to begin coordinated patrols of border waters in the 
Sulu-Celebes Sea, along with forces from Malaysia and the Philip-
pines.51 However, the patrols are irregular, and their scope remains 
unclear.52 The three Southeast Asian nations, along with the United 
States, should commit to monthly patrols, and their defense minis-
ters should speak at least bimonthly to assess the patrols’ results.



20 Keeping the U.S.-Indonesia Relationship Moving Forward

■■ The Jokowi administration should use the Indonesian presidency 
to rally public support against both violent and nonviolent mili-
tants. Tougher rhetorical measures against Islamic State–linked radi-
cals could anger Indonesian Islamist groups like the ones that rallied 
against Ahok. But over 90 percent of Indonesians have an unfavorable 
image of the Islamic State, according to recent polling.53 Yudhoyono 
used the unpopularity of violent militant groups and the popularity 
of Indonesia’s moderate traditions and democracy to rally public 
support for fighting violent radicals. Jokowi, already more comfort-
able among religious voters than his predecessor was, could also use 
his platform to win public support for combating militant networks 
and upholding the secular, democratic nature of Indonesian institu-
tions. Jokowi’s recent declarations of support for a pluralistic Indone-
sia—where the government will protect citizens from violence and 
prevent militants from subverting democracy—provide an excellent 
start toward using the power of his office.

■■ Jokowi should reassure religious voters that he does not intend 
to interfere with peaceful political participation. Jokowi would 
thus present himself as tough on radicalism while maintaining his 
image as a supporter of religious rights and a friend of mainstream 
Muslim organizations.

COOPERATE TO COMBAT PI RACY

■■ The United States should offer to regularly join the Sulu-Celebes 
Sea patrols to provide both training and support for anti-piracy 
efforts. In July 2017, the U.S. Navy announced it had completed a 
coordinated joint patrol in the Sulu Sea with Philippine forces.54 
Regularly joining multilateral patrols would give the United States 
a larger stake in monitoring the Sulu Sea for militants, but a greater 
U.S. presence could also serve as a deterrent to pirates and other 
organized crime groups that have historically flourished in the Sulu 
waters. The United States could also join air patrols that are critical 
for identifying pirate boats.

■■ Indonesia, Malaysia, the Philippines, and the United States 
should use Sulu-Celebes Sea patrols to facilitate hot pursuit of 
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pirates and militants into different nations’ territorial waters. 
The three Southeast Asian countries, with the help of the United 
States, should make it easier for vessels from one nation to track 
pirates (or pirate/military hybrid groups) in “hot pursuit” into other 
nations’ territorial waters. Although the countries have technically 
agreed to allow hot pursuit, it rarely takes place. With U.S. support, 
it would be easier for the Southeast Asian nations to organize and 
carry out hot-pursuit efforts.

TAKE LI M I TED STEPS TO PROMOTE 
BI LATERAL ECONOM IC RELAT IONS

The security relationship between Jakarta and Washington has great 
potential and could become more robust in the next three years. The 
same probably cannot be said about the bilateral economic relationship, 
as economic nationalism is blossoming in both the United States and 
Indonesia. Opinion leaders in Jakarta and Washington should therefore 
attempt to stall any further deterioration of the bilateral economic rela-
tionship, such as through new restrictions on investment in Indonesia 
or U.S. tariffs on Indonesian exports.

Simply preventing the economic relationship from getting worse is a 
worthy goal, and could help U.S. investment into Indonesia keep grow-
ing. The White House has placed Indonesia on an initial list of countries 
that it believes might be abusing trade rules, confounding officials in 
Jakarta.55 Yet during a visit to Indonesia in April 2017, Vice President 
Mike Pence softened the administration’s tone toward Jakarta and 
raised hopes of significant progress on the bilateral trade front.56

The Trump administration has vowed to continue expanding U.S. 
markets through bilateral trade liberalization and could attempt to 
sign a bilateral free trade deal with Indonesia. But this is an overam-
bitious goal when the White House is considering altering or ending 
trade deals with Canada, Mexico, and South Korea and when no Asian 
nations welcomed the idea of new bilateral deals during Trump’s visit to 
Asia in November 2017.

Simply retaining any modest momentum in the U.S.-Indonesia eco-
nomic relationship is the most viable option now. This can be accom-
plished in several steps.
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■■ The United States and Indonesia should negotiate a bilateral 
investment treaty in order to maintain the economic relation-
ship. This is a much simpler step than a bilateral trade deal, yet it 
would boost U.S. investment in Indonesia after the treaty is com-
pleted. Greater investment might give U.S. firms more influence 
over the Jokowi administration. Increased investment might also 
help reduce popular economic nationalism in Indonesia, if Jokowi 
also touted the new investment and linked it to growth, improved 
infrastructure, and jobs.

■■ The two sides should include the U.S. Department of Commerce 
in the strategic dialogue and use the discussions to air concerns 
about the bilateral trade balance. The dialogue itself could help 
ward off deterioration in the economic relationship.

■■ The White House should offer a clearer public definition of 
abusive trading behaviors than simply running trade surpluses 
with the United States. U.S. Secretary of Commerce Wilbur Ross 
has said the administration will investigate “the extent to which our 
bilateral deficit with that country [including Indonesia] is the result 
of cheating or other inappropriate behavior.”57 The White House 
should define what it considers cheating or inappropriate behavior in 
bilateral trade relations if it continues this investigation.

■■ The United States and Indonesia should hold a high-level summit 
in Jakarta involving leaders of large U.S.-based multinationals, 
Jokowi, and other top Indonesian officials. Such a summit could 
provide an opportunity for Jokowi to discuss new investments in 
Indonesian infrastructure, one of his biggest priorities, with U.S. 
companies. U.S. firms—possibly working together with Australian 
and Japanese companies that have familiarity with Indonesia—could 
be competitive bidders for the roads, rails, ports, and other infra-
structure projects Indonesia desperately needs.
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A U.S.-Indonesia strategic and economic relationship that avoids illu-
sions and focuses on three discrete security goals—increasing deterrence 
in the South China Sea, combating militants linked to the Islamic State, 
and fighting piracy and other transnational crime in Southeast Asia—
would improve regional security and advance both countries’ interests.

An Indonesian government that takes a stronger stance on the South 
China Sea could prod ASEAN to take a more unified position overall on 
South China Sea disputes. In recent years, ASEAN has failed to achieve 
consensus on a strategy toward the South China Sea, but a stronger 
Indonesian position could convince other Southeast Asian nations, 
such as Malaysia and the Philippines, to join a unified approach.58 
Meanwhile, if Jakarta is more committed to combating the Islamic 
State and the piracy that increasingly fuels militant groups in Southeast 
Asia, Indonesia could not only become safer but also help uncover mili-
tant cells in Australia, Malaysia, the Philippines, Singapore, and other 
U.S. partner countries. Such a commitment might involve Indonesia 
upgrading its intelligence networks and sharing more information with 
nations in the region.

While leaders in Washington and Jakarta reshape the relationship to 
focus on security, the two nations should work to ensure that economic 
relations do not deteriorate. Any long-term U.S. economic strategy 
toward Southeast Asia needs to recognize that Indonesia is the largest 
economy in the region and the biggest untapped market for U.S. firms 
in Southeast Asia.

Finally, better relations with Jakarta could be an asset if Washing-
ton’s relationships with other Muslim-majority nations are threatened 
by shifting U.S. immigration policies. Maintaining productive ties with 
the country that has the world’s largest Muslim population could help 
U.S. officials argue that the new immigration policies are no barrier to 
working with Muslim-majority countries but simply a narrow effort to 
stop militants from entering the United States.

Conclusion
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