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Abstract

The world for several decades has been acknowledged The United States of America as the leader with its dominance in military and economy resources. The U.S. dominance in international institutions shaped international society through its development agenda, which was believed as the only way to be developed. However, China rising economy in contrast with the U.S. declining economy then opens the developing countries’ eyes to other alternative development notions. 
Nowadays, the Indonesia long troubled relations with China entered a new period. If during Cold War Indonesia had an intimate relations with the U.S. to avoid China domination in Asia, the soft power enabled China to develop a “mutual understanding and equal relations” with Indonesia. However, with U.S. intention in getting back its influence in Asia, the China-U.S. rivalry then brings many opportunity and challenge to Indonesia.
Relevance to Development Studies

China’s high economy growth with its unique characteristics offers an alternative way to develop which is different from the Western development model. Its strong government’s role in directing its development strategic enables her to reach a remarkable economic development. The soft power is perfectly packaged into Chinese aid to win developing countries’ heart and enables her to develop intimate relations with country that once an enemy.
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Chapter 1
Introduction 

“No longer can people talk about the global economy without including the country that has grown on average ten per cent a year for three decades. 
No longer we can talk about trade without the country is now the world’s largest exporter and the third largest importer … 
Put simply: China has re-emerged as a great global power”
 (Cameron. 2010:1)
1.1
Background 
The rising influence of Chinese power brings about numerous changes in the political economy at international as well as regional level. Three decades ago, China still considered as a threat to international and regional security especially in Southeast Asia region, but now China and ASEAN have intimate relations especially in economic cooperation. During the Cold War era, ideology became the most prominent idea that determined inter-states relations in which divided the world into two main blocks which were led by The United States of America (USA) and The Union of Soviet Socialist Republic (USSR). Both blocks tried to influence the other countries. Moreover, for the majority of the Southeast Asian countries, China - which closely allied with the USSR at the time - was a common enemy. Therefore, due to the similarities of political objectives, 5 (five) Southeast Asian countries formed the Association of South-east Asian Nations (ASEAN) in order to obstruct Chinese aggressive behaviors towards its neighboring countries. 

Nevertheless, the said circumstances become totally the opposite. As China has been consistently achieved high economic growth, many states started to increase their awareness of Chinese emerging power, also her influence in the international stage. Furthermore, the rise of Chinese economic power has offered numerous opportunities that benefits both developing and developed world. It is shown that the ideology that claimed as the main concern in the Cold War era has been replaced by the economic interest. 

Like any other developing countries, Indonesia also tries to strengthen its relation with China in order to get the advantages from the rising China. Historically, even though Indonesia and China had experienced long problematic historical ties, the current relations between these two countries become significantly closer nowadays. Moreover, the economic interest appear to be the main driver of the current inter-state relations, and the broken ties diplomatic relation that last for the past 23 years is assumed as a part of the Cold War history. 

The importance of economic interest in Indonesia-China relation is clearly shown through the neutralization process. In 1985, the said process has brought Indonesia to normalize only the economic relation with Chinas as the result of a big pressure from Indonesian entrepreneurs that mainly traders. However, during the first five years after the neutralized economic relation, the formal diplomatic ties remain absent. Furthermore, the restored of full fledge diplomatic relations has been established subsequent to the MoU on the Resumption of Diplomatic Relations signing on the 8th of August 1990, that symbolized the new era of Indonesia-China relations. 

After the diplomatic relations being normalized, Indonesia and China tried to build a stronger relation in various areas such as politics, security, economic and culture. However, the normalization did take a long process because of the difference in the political ideology that frequently raised the awareness of Indonesian military and religious group that still suspicious with Chinese policies towards Indonesia. But after certain phenomenon, especially the Asian Financial Crisis and May Riot 1998, the relations of both countries became more moderate as Indonesia began to see China as a benevolent friend. Therefore, Indonesia and China signed a Strategic Partnership Agreement on 2005 to strengthen their relation. Furthermore, during the Academic Symposium which was held by Embassy of the Republic of Indonesian in Beijing to commemorate 60 years of Indonesia and China relations, an Indonesian diplomat suggested that:

“China as a communist country can have cooperation with Indonesia that is not a communist country, because now the relation is not driven by political ideology…the relationship is driven by economic interest and economic interest should drive the political interest…” (Embassy of the Republic of Indonesia and Renmin University of China 2010:15).

As the economic interest has overcame the ideological issue, states behaviors also changes to accommodate the new strategies in pursuing their national interest. It is obviously seen in the reshaped relations between China and both, developing and less developing countries through South-South cooperation. The Chinese economic growth has attracted many countries to grasp the opportunities through the establishment of stronger cooperation with China, even though in some stages the countries have to adjust their policy accordingly.  

1.2
Relevance and Justification
Looking back to China’s history, when they adopt the Isolation policy (1949-1970), Chinese behavior towards international order has been significantly changed. After the Isolation Period was ended, China decided to increase its membership in several international organizations. This decision was made because during that time China faced economic problem and open up its relations with other countries through various international organizations seemed to be the best solution. China then successfully obtained restricted membership status in 21 Intergovernmental Organizations in 7 years time (Honghua. 2005:6), as compare to only 1 membership during the previous period. The transformation of Chinese involvement, from a passive player to an active player in international arrangement, reflects its preference to be acknowledged as a part of international society. China engagement in various international institutions, however, had changed its aggressive behavior since she has to comply with international rules. China growing importance in international stage reflected through her increasing role in several international institutions and also prominent functioned in regional institution. In addition, China also has been trying to develop her international image as a responsible great power in international society in order to get greater sympathy and support from other countries (Breslin 2009). 

China efforts to manifest her willingness as “a responsible major power” were indicated from the decision to help the Asian countries during Asian Financial Crisis. Even though at that moment China also experienced a difficult time to face the monetary crisis, Beijing provided US$ 1 billion to Thailand under the IMF framework, offered preferential loan to Burma, Vietnam and Laos, and also grants economic aid to Vietnam, Laos, Cambodia and Indonesia (Ku 2008). Furthermore, during the Asian crisis, China also promised the Southeast Asian countries not to devaluate its currency. In contrast with the China response in the Asian crisis, US did not show its willingness to help. These contrast reactions thus raised strong criticism towards the US role as a recognized major power in international society (Ba 2003).
Consequently, Chinese relations with the Southeast Asian countries after the financial crisis becomes closer, while on the other hand, the U.S. seems losing its attractiveness. As the economy agenda tends to be the main determinant for states to cooperate with the other states, the contrasting economic growths between China and U.S. for the past ten years is worsening the situation. In addition, the different images between the Chinese and the U.S. behaviors as foreign aid provider for the other countries are also argued as the main reason why the U.S. becoming less attractive than it was before. China has been known as a country that willing to give foreign aid “without conditionality”, while the Western countries tend to set certain requirements for the recipient countries. 

China has a very different political characteristic with most of the countries in the world. While the other countries adopt liberal system with democracy measurements, China maintains her existence as a communist country that adopts capitalist system. With such different ideology, China has different perspective in assessing various international issues, thus creating different behavior towards those issues. For instance, if Western countries tend to influence developing countries’ domestic policy regarding to human rights, Chinese foreign policy is based on non-interference principle
 that fully respect the sovereignty of other state. The principle then became a justification for China to have close relations with the authoritarian countries, or even with both sides of the conflicting countries like in the case of Palestine and Israel to protect Chinese economic interest in Middle East. For those countries that have problems with the Western measurements like the North Korea, Sudan and Iran, China economic power helps them to survive. In the North Korean case, for example, China using humanitarian assistance and economic development as a justification to have trade relations with North Korea even though the UN imposed sanctions against North Korea. Therefore, China becomes the dominant trading partner that provide almost 90% of Pyongyang energy supply, 80% consumer goods and also 45% food, in return, China get supply for coal and iron, as well as lots of investment and concession (Bajoria. 2010:1). Indonesia also has experienced the benefit of Chinese ignorance to the Western measurements of democracy and human rights. Once East Timor case on human rights violence made Indonesia get arms embargo, only China and Russia acted as military hardware’s suppliers to Indonesia for more than 10 years. 

1.3.
Research Problems

China only needs three decades to be the second largest economy in the world and it is recognized as the fastest development path in history. Being able to consistently maintain its two digit economic growth and US$ 2.4 trillion foreign exchange and gold reserve (Central Intelligence Agency. 2010:1), China increasingly becomes great power in international order. Through its economic success, many developing countries then trying to learn from Chinese developing model and considered that model as an alternative way of development.

Achieving rapid economic growth highlights Chinese main interest in which its underlines the Chinese foreign policy. China economic power is its “comprehensive national strength and serve as a key element in China official definition of national power” (Honghua. 2005:2). Moreover, consistent high economic growth also seems to be the strategy of the socialist party to maintain its legitimacy and to counter the domestic pressure of having democracy systems in China (Blanchard et al. 2008). To support its high economic growth, the government then implemented ‘Go Global’ Strategy as its policy to support Chinese entrepreneurs in setting up their business overseas. The role of the Chinese government to implement this strategy is significant, not only assist Chinese companies in setting up business overseas but also assist them to deal with large project in strategic countries. Moreover, most of Chinese big companies that operated overseas are state-own enterprises and accustom to work on government projects (Simbolon 2009b)

ADDIN RW.CITE{{71 Kurlantzick, J. 2007}}(Kurlantzick 2007b). In addition, China also made several bilateral agreements with strategic countries to strengthen the relations and also to protect Chinese interest in those strategic countries (Kurlantzick 2007b).
Being the largest exporting country in the world according to the World Trade Organization (WTO), China’s demand for natural resources and energy is increasing dramatically. The consumption of aluminum, copper, nickel and iron for example, doubled from 7 percent in 1990 to 15 percent in 2000 and about 20 percent on world’s share in 2005 (Zweig and Jianhai 2005). Its huge demands for natural and energy resources resulted from the increasing inputs required to produce exported goods. In addition, China high economic growth also creates new middle-up society that consumed more energy for their new lifestyle. China then intensively tries to secure its relations with highly abundant natural resources and energy countries to fulfill its demands.(Zweig and Jianhai 2005),(Ziegler 2006)
In contrast with the Western countries that have high consideration in certain human rights issues, for instance, China practically just utilize every possible opportunity to fulfill its economic interest. In other words, by using the justification of non-interference policy, China has the freedom to establish economic relations with any types of states; from liberal states to totalitarian states, as long as they provide economic benefit to China.

Reflecting on China’s history with other countries during the Cultural Revolution era, China has been trying to change its image in international society in order to pursue its national interest. The aggressive behavior in the past has been replaced by Chinese soft power. Economic growth and alternative development model, as part of its soft power, enable China to attract many developing countries to “develop preferences or define their interest in ways consistent with its own” (Nye Jr 1990:168). Indonesia, as any other developing countries, finds that China’s successful development as a huge opportunity, especially because of its proximity locations with China. Even though Indonesia and China had experienced both critical as well as intimate era in their diplomatic relations, now they are enjoying closer relation especially after both states signed the Strategic Partnership Agreement in 2005. In particular, Economy and trade play an important role in strengthening Indonesia-China relation, as both countries started to put economic interest as the main driver of their cooperation. 

Indonesian export markets are highly dependent with developed countries. Consequently, the current global financial crisis which hit many developed countries has impact to the unstable figures of Indonesian export performance. The Indonesian export to China during the global financial crisis, fortunately, remains stable compare to the other trading partners. China growing economy and its massive middle class population undoubtedly becomes a very attractive market for Indonesia products.

According to data from PRC National Bureau of Statistic, it is shown that Indonesian export performance to the US and Japan during 2008 and 2009 experienced significant drop to -16.7% and to -33% respectively. During the same period, however, Indonesian export to China face slight decline, only to -1% ((PRC National Bureau of Statistic. 2010:1). Furthermore, for the last ten years, Indonesia and China total trade has been increasing 5.3 times, from US$ 4,789 million in 2000 to US$ 25,501 in 2009 (PRC National Bureau of Statistic. 2010:1). Nevertheless, Indonesian balance of trade with China still shows deficit figures as the rising export (4.1x) remained lower than the import (6.9x) (PRC National Bureau of Statistic. 2010:1).  

On the other hand, China exceptional growth in contrast with US economic performance during financial crisis raised discussion about when will China surpass US economy, and whether or not China will challenge US dominance in international order. These concerns then lead to several possibilities that China and US might do in the incoming time. Even though China consistently emphasizes its peaceful rise in international society, relations between both countries can lead to conflict if China as great power challenges the US dominance in international order. This potential conflict thus determined Indonesia respond to both countries.

1.4.
Research Objective

China’s rising economic power is remarkable, especially when the other developed countries like the United States, the European Union (EU) countries and Japan are still facing difficulties in their economy during the financial crisis. The success story then influences other developing countries to consider how they can get benefit from China’s rising power. The long troubled diplomatic relations between Indonesia and China becomes an interesting background in analyzing their recent relations. As the current relation between Indonesia and China is getting closer, in line with the increase of Chinese economic power; it is interesting to discover the win-win cooperation offered by China. 
Therefore, this research is aimed to contribute in understanding Chinese soft power and its recent position in international order.

1.5.
Research Questions

Reflecting on the above problems, my questions are as follows:

1. What does China growing economic power means for its relations with global power in particular with the US?
2. What opportunities and challenges does the growing economic importance of China have for Indonesia? 

1.6.
Research Methodology 

This research paper is using qualitative approach; meanwhile the sets of data which used are both primary and secondary data. In data and references selecting process, the relevancy of the information’s provided as well as the sources reliability became the major qualification and main concern. Some official documents are used to analyze Indonesia-China relations. For secondary data, relevance books, journals, conference papers, reports, government official publications, websites and certain reputable newspapers, namely Jakarta Post, Antara, Jakarta Globe and New York Times are also used to get recent information. However, I am fully aware of the misinterpreting risk in using some secondary data for this research. 

The desk research method which is using to collect data also leads to some consequences. An obstacle in finding particular data is being experienced due to the limited support from certain institutions for long-distance researcher. The bureaucratic systems mostly need sets of recommendation from the institute as well as from the institution, and also personal contact. The availability of particular data from campus’ database also limited. Mostly the databases from recognized international institutions only provide data for each country and regional organizations in which those countries are involved, but bilateral data for specific issues are rarely found. Furthermore, the sensitivity issue of the required data also became major challenge in getting reliable source for this research.

1.6.1.
Research Limitation
Although China usually using trade and investment, foreign aid and culture as its toolkits of soft power, this paper only focus on trade and investment as well as foreign aid. Furthermore, China’s foreign aid also being assessed for its relation to trade and investment between Indonesia and China. However, this paper is not raise the discussion of aid effectiveness even though the ‘conditionality’ issue of China’s aid is being addressed. And due to data availability, the main timeframe of this research is from 1996 to 2011. Nevertheless, for some reasons this paper might also be used data, publications or documents outside the timeframe.
1.6.2.
The RP Flows

This paper has 5 (five) chapters which describes as follows. The first chapter is the introduction to the whole research paper, describing background and the methods I chose to analyze data in order to answer my research questions. The objectives of this research paper as well as its scope and limitation is also stated in the first chapter as the guidance to keep the focus of this research. The second chapter contains theoretical and analytical framework as the foundation to analyze the complexity of issues involved. The third chapter elaborates China Foreign Policy and Indonesia-China relations from Indonesian perspective to capture the dynamics and the influence factors behind the changes behaviors of both countries. The fourth chapter is divided into two sub-chapters which represents each question. The last chapter summarizes all the significant finding from this research and also the conclusion. 

Chapter 2
Theoretical Framework 

2.1.
Theoretical Framework 
China has unique characteristics with the dominant mainstream in world politics. Its political and economic system and also its development level distinguished China with the characteristic of other countries. Even though democracy and capitalist system becomes major bandwagon in international society, China is still a communist country but at the same time adopt capitalist system. In addition, it is also difficult to define China position amongst other countries. According to World Bank, China is still categorized as a lower middle income country, the position that enables China to receive foreign aid. In contrast, China has the biggest reserves of foreign exchange and gold in the world, and actively gives loan and grant to other countries. Moreover, China has different approach in responding global change and also in the way they relate with other countries in international society. Practical and gradual approach became the best way to describe how China adopt Western paradigm (de Haan 2010:8-9). Therefore, it is difficult to find theory that fit to China characteristics that can help to analyze its position in international society and especially in relations with Indonesia. Nevertheless, the power transition theory and soft power seems to be the most reliable tools in analyzing China in global context and its contemporary relations with Indonesia.

2.1.1. Power Transition Theory 

According to power transition theory, states in international society are positioned in hierarchical structure depend on their capacity of power and they admit their position in the hierarchy along with the unequal influence of other states. The state influence over the other is mainly based on its position in the hierarchy and naturally the states compete with each other in getting limited goods available in international order. The competition, based on this theory can lead to either conflict or cooperation depending on the net gains (Kugler and Organski 1989:172-174). 

Organski captured the hierarchical distribution of power in international order into several layers, where the dominant state is positioned on top of hierarchy to represent the most powerful state amongst the other states in international society. The great power is positioned in the layers below the dominant state and represents powerful states that have the potential to be a dominant state in the future. Organski argued that the great power that not satisfied with the international order will be the challenger for the existence of dominant power. Therefore, power and degree of satisfaction became the important factors for great power to determine its position to dominant power. The other layers of the hierarchy are for middle and small powers that are positioned under the great power, while the colonies are placed on the bottom hierarchy
 (Kugler and Organski 1989:173-174). 

Power transition theory argued that the changes which occur in international structure of power are the consequences of domestic development process (Kugler and Organski 1989:177). The transition process begins when an underdeveloped country use its potential power to develop and catch up the other countries that have higher level of development. The latecomer that has faster pace of development compares to the states that have developed earlier then will upgrade its level to higher position in hierarchical international order. On the other hand, the dominant power at the top layer of power structure has completed its development and entered the phase of power maturity which is marked with the slower pace of its power growth in international order(Kugler and Organski 1989:177). Organski claimed that the fast growth of great power in contrast with the slower growth of dominant power will reduce the power gap and potentially lead the challenger great power to overtaking the dominant country position in international structure; becomes more reluctant in undertaking its secondary position in international order; and becomes more vocal in addressing its different perspectives on global leadership along with international regulations by confronting the dominant power (Kugler and Organski 1989:175). The unsatisfied great power is claimed by power transition theory will struggle for attaining dominant status in international order if the net gain of conflict is assumed to be bigger compares to maintaining current status quo. The dominant country on the other hand, will try to avoid the transition (Kugler and Organski 1989:175).
2.1.2. Soft Power

The end of Cold War marked the closing stage of heated military competition between major powers in international order. In today’s globalizing world with rapid development of technology and communication, the role of military power has changed significantly and also people are already aware about the social and political consequences of using military power (Nye Jr 1990). Furthermore, the democracy also make military power became more costly to be used to solve issues in international society. In addition, military power alone cannot solve every issue in international relations realm. The economic power then became more important as some countries with strong economic condition and limited military force enjoyed powerful influence in international society. Therefore, the military resources not became the only powerful tools as it was before during Cold War Era (Nye 2004:18-19).
Power resources in contemporary realm of world politic according to Joseph Nye are distributed into three layers, where the U.S. holds dominant power in military force in the upper layers. However, the economic issues in the middle layers are dominated by several states such as Japan, China, the European Union; whereas the bottom layers are even more distributed to larger number of states for various transnational issues. The distribution of power then has made difficult for dominant state to force its interest towards other states only with its military capabilities because it has to get other states support in facing various issues in international society. In this realm, the dominant state with its highly abundant power is not assurance to always attain its desired outcome from other states. Therefore the capacity of changing other states’ behaviour cannot simply base on power resource. As power is understood as the ability to influence other’s behaviour, cooptive power that lead to attraction can have the same or even better result than inducement or military threats (Nye 2004:2-4). Cooptive or soft power is defined by Joseph Nye as ‘the ability of a country to structure a situation so that other countries develop preferences or define their interests in ways consistent with its own’ (Nye Jr 1990:168). 
Nevertheless, Joseph Nye argued that international relations theory had been ‘suffered from a materialist bias that truncated conception of power and ignored the full range of factors that can influence behaviour through attraction’ and that became his main concern in raising the importance of soft power in 1990 (Nye 2009:3). Moreover, E.H. Carr claims that key elements of power in world politics not only consist of tangible resource likewise military and economic power, but also intangible resource which is power over opinion (Carr and Cox 2001). Therefore, reflecting on the complexity of issues involved in the turbulence of interstate relations in international system, the intangible source of power become more necessary as it considered less costly than the tangible form of power.

Table 2.1.2.1. Hard and Soft Power Resources

	
	Hard
	Soft

	Spectrum of 

Behaviour
	                   coercion       inducement

Command 


	  agenda

  setting               attraction

Co-opt

	Most Likely 

Resources
	                   force            payments

                   sanctions     bribes
	  institutions         values

                            culture

                            policies


Source: (Nye 2004)
The above table shows interplay relations between hard and soft power in world politics. Hard power is most likely lead to more command behavior while soft power most likely lead to co-opt. Although the most likely resources of soft power are culture, political values and foreign policy, a successful economy can be used not only for payment or sanctions but also as important source of attraction (Nye 2004:3;7). Since the attraction is not naturally embedded in state’s culture or policy, government as agents can construct its policy as potential source of its soft power by making its policy legitimate for others. Soft power then functions to enable the environment to accept the policy and also to wrap its policy to be appeared attractive even though in reality it might be the opposite (Nye 2004:163). 

The substance and style of foreign policy is being an important part of state’s soft power in attracting cooperation from others. Government capacity to formulate attractive foreign policy then can avoid the use of threat to get the desired outcome. In order to do so, state objective has to be framed in broadly shared values and express those important values in line with the objective of target states (Nye 2004). Therefore, public diplomacy becomes crucial to ‘broadcast’ the shared values through developing strategic communications and building long-term relationship that lead to the construction of an enabling environment for government policies (Nye 2004)

ADDIN RW.CITE{{70 Nye, J.S. 2008}}(Nye 2008).

2.2.
Analytical Framework 

To analyze Indonesia and China relations, at first this paper put it in the context of global power shifts in order to capture China position in international order. By using transition power theory, China position as great rising power in international economy is analyzed to find out whether it will challenge US position as current dominant country. This global context serve as foundation to analyze the dynamics of Indonesia and China relations, since US position as dominant country has strong influence in shaping global order in the last 60 years. Afterwards, China existence as great power in global order and its influence towards developing countries especially Indonesia is being analyzed by using soft power theory. 

2.2.1. China Great Power vs. The United States Dominance 
 “One must not fail to first consider that China, due to a century of long-standing weakness, was unwilling to suffer humiliation, and from its powerful historical sensitivity emerged a desire to safeguard its sovereignty, along with a steadfast resolve to oppose outside interference. In the eyes of Beijing, its suspicions, loathing and intense antagonism towards the United States only stood a reason” (Youwei 2003:728) 
Chen Youwei, a former political counselor of the China embassy in the U.S. made this point in his publication titled China's Foreign Policy Making as Seen Through Tiananmen which captured China perception about U.S. after Tiananmen incident. The 1989 incident which killed thousands or more victims
 because of clashed between Chinese government and its demonstrated people has raised strong reaction from the U.S. regarding human rights violation. However, Chinese policy makers interpreted the U.S. reactions as forms of intervention to China domestic policy. Therefore, the Tiananmen incident has added more difficulty to the problematic historical relation between both countries. 

Contrasting views about democracy and its practices seems to be the most prominent issue between China and U.S. The U.S. as dominant power in international order since the end of World War II has been actively promoting democracy. Furthermore, the U.S. also consistently influence other countries to comply with democracy’s measurements in their practices which only possible because of the U.S. dominance in most international institutions. The U.S. dominance in military and economic has made it possible to intensely use its power range from aid, sanction and military interventions to ensure democracy compliance. However, the cost to maintain its dominance position has brings difficulties to the U.S. in its current condition. Current financial crisis which severely hit U.S. economy has made it difficult to afford the cost to be centers of world’s gravity. Even though the U.S. still has majority power in most of international institutions, but its economic condition is not as promising as China. This condition leads developing countries to look for China as the alternate source of development. Moreover, China which not adopts democracy principles becomes another benefit to developing countries with weak democratic compliance likewise Sudan, Iran and North Korea. The U.S. as dominant power then, seems to be challenged by China’s economic rising because of certain aggressive actions that China did to support its high economic growth. This ‘rivalry’ condition has gradually readjust developing countries’ policy towards China.

2.2.2. Chinese Soft Power 

The importance of soft power firstly used in Chinese government document of 2007 White Paper on Chinese Foreign Affairs, when CPC congress suggest to “emphasize culture as part of Chinese soft power” (Wang 2008)However, Kurlantzick argued that soft power concept which is adopted by China means any other forms of power except military power. Therefore, soft power concept in China case is slightly broader from the original work of Joseph Nye, includes investment, aid and formal diplomacy (Kurlantzick 2006). Soft power becomes increasingly important to construct China image which supports in packaging China’s national objectives to be attractive in other countries’ perspectives. China consistently tries to construct its image as the rising power that will rise peacefully, offers win-win solutions in its relations and also focus on South-South cooperation. China convinces the developing countries that as part of them, China can better understand the shared problems rather than the developed countries.

As the dominant approach of developed countries about development assistance is showing development model that have to be followed and conditions that have to be accept by the recipient countries, China offer different notions of development assistance. Placing herself as part of South countries, China always emphasize South-South cooperation with mutual benefit which creates a whole different relations compared to developed countries. Most of China aids in various countries particularly in Africa are in forms of concessions (Brautigam 2009). By doing so, China can get her interest in gaining raw material and energy while the recipient county can build its infrastructure. Moreover, by placing herself as part of South countries, the recipient country feels the equality with the donor country – something that never be expected from traditional donor country -.
Chinese soft power represents in two forms of diplomacy, which are informal public diplomacy through intense cultural promotion. These cultural promotions mainly implemented by established Confucius Institute overseas and also used ethnic Chinese overseas to continuously disseminate Chinese culture. The other form of diplomacy is through formal diplomacy where government played major role to strategically formulate its national objectives as attractive to others (Kurlantzick 2007a). Soft power in this paper will focus on formal diplomacy which leads by government because the government has ultimate role in formulating foreign policy and directing rules to enables interstate relations. 

Chinese foreign policy according to Wang is the reflection of its domestic policy thus any diplomacy efforts are the actions to fulfil China national interest (Wang 2008). China focus on stable and high economic growth then requires closer relations with developing countries and also stable relations with developed countries. 

Closer relations with developing countries are needed because China has to secure its energy and natural resources supply for productions of its exported goods. Therefore China put developing countries as its priority relations, as the vice president of the China Institute for International Studies, Ruang Zongze said that Chinese policy makers had shifted its priority relation from the U.S. in 2002 to the neighbouring countries in two years after. This changes focus then also changes China strategies to attract developing countries attention and soft power becomes the best suitable way to do so (Kurlantzick 2007a). In line with the strategy to win developing countries hearts, China also repeatedly promotes itself as a responsible rising power that will stand to back up developing countries’ needs from developed countries suppression.

Stable relations with developed countries also needed to support China high economic growth. It is widely known that China main source of growth are from its trade surplus and high domestic savings. Consequently, China need to maintain steady relations with developed countries as they become China major markets for its exported goods. Besides, China rise can threaten developed countries position, especially the U.S. as dominant power. By keep promoting itself as a responsible rising power through constant public diplomacy, it is expected that developed countries would not contain China access to energy and natural resources. 

Chinese policy makers realized that the high economy growth has been a potential source of its soft power. China has consistently integrated trade, investment and aid in strengthening its relations with developing countries. This strategy then make China more attractive since China can offer more aid and investment to developing countries which needs financial supports to develop. In addition, trade opportunity from its growing market also enables China to use its economic performance to co-opt developing countries. Therefore, China relations with Indonesia are seen from its rising economic power that might challenge the U.S. dominance and Indonesia strategy to take advantage from this current condition. 

Chapter 3
The Overview of China’s Foreign Policy and Indonesia-China Relations
This chapter captures the historical background of Indonesia-China relations which explains the underlying factors of dynamics relations between both countries. By acknowledged the complexity of its history, both actors’ behaviors will be better understood thus can be used to analyze their strategies in pursuing their national interest. Therefore, Chinese foreign policy will be at first highlighted; what are the policy changes and how it influences its relations with the other countries. Furthermore, the Indonesia-China relation will be analyzed through critical momentums which signify its dynamics relation.

3.1
China’s Foreign Policy Changes
People’s Republic of China (PRC) gains its independence in early phase of Cold War with one-party system led by Communist Party of China (CPC). Acknowledged the recent situation in international system, Mao Zedong then announced his ‘lean to one side policy’ in 1949 which strongly suggested that:
 “The Chinese people must lean either to the side of imperialism or to the side of socialism. There can be no exception. There can be no sitting on the fence; there is no third path” (Hsü 1975:757).

China afterwards put Soviet as its allies and mainly leaned on Soviet for aid and protection from Western threat. Under Mao, China put political-ideology as center of every government policy. Even its foreign trade became part of China’s foreign policy and the policy has to comply with the political-ideology foundation that reflects socialism value (Dohmen 1976:197). During its alliance with Soviet, China had confrontation with major countries in Asia region and other parts of the world for several decades. China had the image as a common enemy for its neighboring countries, and even the ASEAN was formed in the beginning to filter Chinese influence in the region.

However, Chinese behavior changed; after its alliance with Soviet broke off. The economy became the main driver for China to change its approach to the other countries and implement The Open-door Policy on 1979 (Ku 2008). This policy was seen as a turning point in Chinese foreign policy as China started to build diplomatic relations with the other countries and foreign capital started to come into the Chinese market. Chinese economic reform or “Socialism with Chinese Characteristic” then announced as the main focus of China’s strategy to save its economy from recession. During this reform, China relations with other countries began to improve as China needs foreign assistance to recover its economy. 

On 1990, China began to implement The Good Neighbor Policy in order to strengthen the relations with its neighbor countries in Southeast Asia. Some scholars argued that this policy was meant to get support from Asian countries to counter the Western criticisms towards the Tiananmen Incident. Others argued that the aims of this policy were economical reason and China’s intention to have greater role in Asian. However, this policy had brought China to resumption its diplomatic relations with Southeast Asian countries, namely Indonesia, Malaysia, Brunei Darussalam and Singapore. 
China experienced relatively high economic growth since the implementation of the Open-door Policy. Therefore, China made another policy to boost its economic performance through ‘Go Global’ Strategy on 2002 which aimed to bring Chinese enterprises overseas. Chinese government played major role to ensure the policy implementation; such as assisting enterprises to develop foreign investment and cooperation, and also assisting enterprises to deal with large project in strategic countries. Align with the policy China made several bilateral agreements with strategic countries to develop its relations and also to protect China’s interest in those countries (Kurlantzick 2007b). In addition, most of Chinese big companies are state owned. By doing so, government still have power in private sector and enable to control companies’ strategies to be in line with government’s policy

The government’s role in China is strongly influenced by CPC, thus its policy always aimed to secure CPC position as the only party ruled. Likewise, China aggressively develops relationship with developing countries through South-South cooperation in order to maintain the economic growth in which believed as the key to maintain CPC supports (Blanchard et al. 2008). Chinese growing need for energy and natural resources pushed the government to strategically put developing countries as China’s partner, simply because of its abundant resources of energy as well as raw material. However Chinese aggressive behavior during the Cold War still not forgotten by the other countries and it became an obstacle for China to develop closer relations. Therefore, China need to convince the international society that China had changes its image from a threat to a benevolent friend and from aggressive behavior to more harmonious, thus its high economic growth will not challenge any country. On the contrary, China ‘peaceful rise’ will benefit every country with ’win-win’ type of cooperation that China offered. 

China then emphasizes her image as a great responsible power and unlike the U.S that tend to impose measurements in relations with the other countries, China respect the sovereignty of the other countries. However, China also expects other countries to respect her sovereignty with its One China Policy. Therefore in some cases in Africa countries, it is obvious that certain countries broke-up its diplomacy relations with Taiwan to develop diplomacy relations with China or the other way around (Brautigam 2009).
In emphasizing her image as a responsible great power, China consistently highlighted her moral values and the Five Principles of Peaceful Coexistence. These principles were stated by the Premier Zhou Enlai in 1954 and served as China fundamental principles which offered “mutual respect for sovereignty and territorial integrity; mutual non-aggression; non-interference in each other’s international affairs; equality and mutual benefit; and peaceful coexistence” (de Haan 2010:17). Furthermore, China claimed that the Five Principles of Peaceful Coexistence now become the basic principle, and China always uses those principles in each foreign policy. Moreover, those fundamental principles are even already written in its constitution so all the diplomats as well as governments officials have to apply it as guidelines to every political action and to build a good image of China (Jiabao. 2004). Those ideas then implied ‘China Peaceful Rise’ as suggest by Zheng Bijian "to construct and promote an image of China as a ‘responsible great power’…or sometimes just…that  does not threaten the interests of others, does not challenge the existing global order, and provides an opportunity for continued regional (and indeed global) economy prosperity” (Breslin 2009:822). China also uses Hanban or Confucius Institutes as part of its soft power to help constructing China’s image overseas; similar idea with what British Institute, Goethe Institute and Alliance France have been doing in last couple of decades. This Hanban growth vastly; first established on 2004 in Seoul and at the end of 2009 the total number reached 282 Hanban which was spread in 88 countries and regions (Confucius Institute Online. N.A.). 
Furthermore, in line with its strategy to construct Chinese image in the international society, China consistently declared that it will not willing to be a super power. As Chinese President, Jiang Zemin remarked: “The fundamental goal of Chinese foreign policy is to protect and advance world peace and stability”. Furthermore, Chen Youwei, a senior Chinese diplomat suggested that China’s development will only speed up world peace and stability, and will not constitute a threat to anyone (Youwei 2003:731). However, the changes in Chinese foreign policies have showed the reflection of China strategies to pursue its national interest in which to maintain high economic growth. Therefore, the idea to construct image of Chinese peaceful rise is necessary to prevent resistance from other countries.

3.2 Indonesia-China Relations from Indonesia Perspective
Indonesia and China relation in this section is highlighted through several phases which portrayed their dynamic relations in facing challenges from international order as well as domestic pressures. Emphasizing Indonesia perspective is aimed to show the complex issues regarding China for Indonesia, thus Indonesia policy towards China can better be understood.

3.2.1. The Early Phase of Indonesia-China Diplomatic Relations (1950-1967)
Indonesia-China diplomatic relations was established on July 1950 as part of Indonesia strategies to get recognition from international society for its sovereignty. Independent and active policy serves as Indonesian principle in developing the relationship with other countries. This foreign policy principle was formulated during the Cold War era, thus the independent and active policy was pragmatically emerged as a response to the political situations in international society. In addition, Indonesia also adopts the principles of peaceful coexistence and non-interference. Indonesia foreign policy was best described by the Indonesia’s Prime Minister Wiloppo as follows:

“The existence of the two conflicting blocks between East and West was the origin of the conception of our independent foreign policy. Indonesia has followed an independent course in foreign policy for the following reasons: (a) Indonesia will not align itself to any of the conflicting blocks; (b) Indonesia will not become involved in any conflict which is the consequence of the confrontation between the two conflicting blocks” (Hatta 1953:20). 

This principle made Indonesia able to develop relationship with any country including communist country, even though Indonesia has the biggest Moslem population in the world. However, ideology difference between Indonesia and China did impact its relation because of China’s aggressive behaviors. China ambassador, for example, tend to interfere Indonesia internal affairs related to communist movement in Indonesia. Even one Indonesia communist leader was given political asylum and being protected in China Embassy, Jakarta, which caused public confrontation (Agung 1973:203). 

Indonesia-China relations also faced difficulties regarding the Chinese minority issues. From Dutch colonization era, ethnic Chinese enjoyed privilege treatments and dominated retail trade in overall Indonesia regions. This caused domestic movement and influenced the anti-Chinese sentiment. Indonesia government then on 1959 enacted trade policy that bans foreigners to be a retailer in rural district. Furthermore, ABRI (Angkatan Bersenjata Republik Indonesia/Indonesia Military Force) pushed Indonesian Chinese to move from village and caused chaos. Chinanese government protested this policy and suggested the Indonesian Chinese to resist (Agung 1973). This intrusive action in Indonesia domestic affairs was better understood as its strategy to get Chinese overseas support regarding Taiwan. It was widely known that Chinese overseas in Southeast Asia and Indonesia in particular was a significant funding source for Taiwan. Hence winning their support means the financial support for Taiwan can be eliminated (Mozingo and Tucker 1976).PKI, however, supported Indonesian Chinese because during that time China government using the Chinese overseas to be its agents in spreading communism. Therefore the dispute with ABRI became more intense. Soekarno, however, was trying to balance the power between ABRI and PKI to favor China as its support remained important for Indonesia. Nevertheless, on 1965 PKI (Partai Komunis Indonesia/Indonesian Communist Party) was accused in committing coup to ABRI with China as its initiator. This reason leads Indonesia to break its diplomatic relations with China on 1967, even though China’s involvement was still unclear.
3.2.2. The Termination of Diplomatic Relations (1967-1990)
Right after Indonesia broke its diplomatic ties with China, several policies towards Chinese ethnic announced to contain the communist/Marxist influence which considered as a threat to Pancasila
. Chinese aggressive behavior during the Cold War was emphasized by the Indonesian government as a justification to block any information from China, because it might contain communist ideology. Moreover, Indonesia government also banned any Chinese cultural activity in public place, closing all the China’s school and also did not admit Konghucu as part of Indonesian religions (Setiono 2008).

During this era, Indonesia developed more intense relations with Taiwan. Although Indonesia still recognized one China policy by not having diplomatic relations with Taiwan, its trade volume rose significantly. President Soeharto then issued policy to prohibit direct trade link between Indonesia and China (Suryadinata 1990:684). However, Indonesia and China still have indirect trade by using Hong Kong, Macau and Singapore as its third party; hence the trade volume was not significant at that moment.
China’s changing policy as well as changing condition in international order in 1970s made possible for Indonesia to reconsider its relation with China. By then, Deplu (Departemen Luar Negeri/ Ministry of Foreign Affairs) had been trying to restore Indonesia relations with China. In addition, KADIN (Kamar Dagang dan Industri Indonesia/Indonesia Chamber of Commerce and Industry) sent its delegation to visit China for trade exhibition and to meet China high officials to discuss about Indonesia-China trade relations and the possibility of resumption its direct trade link. Nevertheless, ABRI and Soeharto still insisted to block the idea because they argued that China ideology was a threat to internal security and stability (Sukma 2004:90-92). Indonesia finally restored its trade relations in July 1985 because of the needs to expand non-oil export market and the fact that indirect trade link benefited the third party but became barriers for businessman in doing transactions (Sukma 2004:143-145) The trade opportunities that Indonesia might achieved for resuming relations with China was considered as a bridge between domestic entities in Indonesia, namely ABRI and Soeharto, to finally agree on the resumption of full diplomatic ties with China in 1990. During the early years of normalization, however, the relations were still influenced by a nuance of suspicious of China’s actions. Indonesian government and ABRI in particular still carefully assessed any possible threat from China that might threat Pancasila as the state’s principles. 

3.2.3. Indonesian Financial Crisis as the Turning Point
Indonesian financial crisis that severely hit Indonesian economy unexpectedly had brought the opportunity for closer relations between Indonesia and China. Huge capital outflows and poor regulations as well as weak supervision in banking systems led to a national economic downturn by the fallen of Rupiah exchange rate to US dollar. Indonesian government then responded by drastically increased the interest rates which lead to a high inflation and higher prices for basic needs. In addition, many companies failed to repay their loan especially the US dollar based loan. As unemployment rate rising, many remonstrant pushed Soeharto to resign and the demonstration not only happened in Jakarta, but also in the other regions. The demonstrations in Jakarta however turned into a severe chaos as a result of the attack towards the Indonesian Chinese by the protesters. This anarchy incident is widely known as May Riot. The riot happened because during Soeharto’s administration, certain ethnic Chinese in Indonesia was given privileges to develop their conglomerates business. ‘The trickle-down effect’ policy which Soeharto adopted in reality only benefited limited people, thus raised social imbalanced. Because of The May Riot incident, many Indonesian Chinese feel insecure and left Indonesia along with their capital. 

Facing the economic turbulence, Indonesia required more loans to recover the economy. IMF support which expected to be the most reliable source for funding was failed to respond timely. In contrast, China offered help by giving aid to Indonesia and also gave its promised not to devaluate its currency (Ba 2003). During that time, China provided $200 million economic loan to Indonesia and also participated in IMF rescue plans later (Zha 2000:562). Moreover, the Chinese response regarding to May Riot case was considered to be more diplomatic compare to its respond to the situations alike in Indonesia before, for example in 1994 anti-Chinese riot in Medan. Responding to the current riot, Chen Shiqiu, China’s ambassador to Indonesia made a statement that the Chinese government see the May Riot case as Indonesian internal problem, therefore “the Chinese government must not act as if it could be the chef in somebody else’s kitchen” (Zha 2000:564). These two positive responds had developed Jakarta’s trust to Beijing willingness in having closer relations with Indonesia. Soeharto’s resignation also contributed in creating more conducive atmosphere to strengthen Indonesia-China relations. On 1999, Indonesian President Abdurrahman Wahid made his first diplomatic visit to China that raised the public attentions in which interpreted as the state preference.. In this regard, President Abdurrahman Wahid said that his diplomatic visit also intended to influence the Chinese Indonesian to return back home and re-invest in Indonesia as after the May Riot, many of them left Indonesia with their capital.

Afterwards, the Indonesian government started to change its policy towards China. Domestically, the government reconsiders several policies regarding discrimination of Chinese ethnic. Chinese cultural activities, Chinese school, its religion and many aspects in Chinese rights became recognized by Indonesian government. Chinese support for Indonesia in international organization regarding Timor Leste disintegration issue also influenced Indonesia to be more intimate with China. Unlike the Western countries that against Indonesian position, China saw Timor Leste as part of Indonesia as well as Taiwan became part of China. Furthermore, Chinese high economic growth enables it to attract other countries by using its trade and investment opportunities and foreign assistance as a tools of diplomacy. 

On 2005, Indonesia and China signed a strategic partnership agreement that expected to lift Indonesia-China relations into a higher level, also to boost up the trade between the two countries. Article II of the Agreement between the Government of the Republic of Indonesia and the Government of The People’s Republic of China on Expanding and Deepening Bilateral Economic and Trade, clearly stated:
“Cooperation based on equality and mutual benefit and in line with market rules, the Parties shall actively encourage enterprises from both countries to expand bilateral trade volume, stabilize and promote trade between the two countries in large commodities, large machinery & electronic products as well as high value-added products, improve trade quality and level, and continue to push forward deepened and sustained growth of trade between the two sides.”

The agreement is focused on area as follows: agriculture; infrastructure; industry; development of energy, fishery, forestry and mineral resources; industrial park and export processing zone; medical and health; tourism, including publicity and promotion, product development; product safety; trade resolution; and other fields agreed by the parties. The technical implementation of this agreement, however, is still carefully assessed by both parties to set detailed strategic plan. 

Chapter 4 
Analysis

4.1. The Rise of China Economic Power in Global Context

China success economic development has brought several confusions in international relations realm. China has the highest foreign exchange reserve and gold with amount of US$2.426 trillion on December 2009 (Central Intelligence Agency. 2010), actively gives foreign aid to developing countries, and the most interesting fact is that as per February 2009 China holds US$1.418 billion US asset which is estimated reach 62% of China total foreign asset (Setser and Pandey 2009). In contrast, China still has 21.5 million people living under poverty line (Central Intelligence Agency. 2010), still categorized as lower middle income country by World Bank and receives foreign aid assistance. This contradictive realm in China and U.S. condition, argued by Setser and Pandey, are never happened before. How The U.S. as an independent, wealthy nation can heavily in debt with China, a country that many of its people still live in poverty? (Setser and Pandey 2009). Furthermore, China government also intensely involved in market regulation and still controls its public companies; which challenge the orthodoxies that market should be free from government intervention and privatization of public companies. 

These condition and contrasted with the declined of US economic performance during global financial crisis has became an important topic in international relations’ discussion. Nowadays, both actors and their relations tend to dominate not only news paper headlines but also scholarly journals. US powerful dominance in international society during the last 60 years seems to be challenged by China rising economic power. These tendencies indicate the importance of both actors, thus any fundamental changes in their policies or their relations will significantly affect global order. Therefore several institutions tried to analyze the possibility of China to surpass US economy. Price Waterhouse Coopers, for example,  claimed that with this current condition China economy will be bigger than US by 2020, while Goldman Sachs predict that it will be happen in 2027 (AFP. 2010). Moreover, Wells Fargo Economics argued that China might surpass the US economy but at least China need more than 20 years (Scherer 2010). In contrast, The US-China Business Council in its recommendation stated that the situation most likely is not going to happen as China GDP only as big as the combined of California, Washington and Texas states (The US-China Business Council 2009). 
Table 1.2. GDP Growth 

	
	2001
	2002
	2003
	2004
	2005
	2006
	2007
	2008
	2009

	China
	8.3
	9.1
	10.0
	10.1
	11.3
	12.7
	14.2
	9.6
	9.1

	US
	0.8
	1.6
	2.5
	3.6
	3.1
	2.7
	2.1
	0.4
	-2.4

	UK
	2.5
	2.1
	2.8
	2.8
	2.2
	2.9
	2.6
	0.5
	-4.9

	France
	1.9
	1.0
	1.1
	2.5
	1.9
	2.2
	2.4
	0.2
	-2.6

	Germany
	1.2
	0.0
	-0.2
	1.2
	0.8
	3.2
	2.5
	1.3
	-4.9

	Japan
	0.2
	0.3
	1.4
	2.8
	1.9
	2.0
	2.4
	-1.2
	-5.2

	The Netherlands
	1.9
	0.1
	0.3
	2.2
	2.0
	3.4
	3.6
	2.0
	-4.0

	World
	1.5
	1.9
	2.7
	4.1
	3.6
	4.0
	3.9
	1.7
	-1.9


Source: (World Bank. 2010)
Note (annual %)
Nevertheless, the above table clearly shows China exceptional economic growth that indicates China more attractive economic power compares to leading developed countries. From 2001 to 2009, not even one time these developed countries can beat China growth. Furthermore, the growth gap also consider big. For example, China GDP growth’s gap to the US is range from 6.5% to 12.1% with the average of 8.9%. In addition, the highest growth of developing countries during that period is only 3.6% while China in 2007 reached 14.2% GDP growth. China achievement in reaching 9.1% GDP growth on 2009 also makes it more distinct from developing countries that recorded stagnant economy. The world economic growth which sink at -1.9% on the same year, thus demonstrates China ability to maintain its high economic growth.
China balance of trade with the US also shows its dazzling economic performance compare to U.S current economic condition. China has trade surplus as much as US$241 billion and for 2009 China on the top list amongst imported countries with 19.3% shared of imported goods to the US (World Bank. 2010). Furthermore, according to US International Trade Commission data, China trade surplus with the US has been increasing 270% only in 10 years (The US-China Business Council. 2010). China trade surplus with the world also remarkably increased 816% in 10 years period from only US$24.1 billion to US$196.1 billion (The US-China Business Council. 2010). With this constant trade surplus, China now able to holds US$1.418 billion U.S. assets as of February 2009 which mainly put into treasury and agency bonds (Setser and Pandey 2009). This trade surplus and massive U.S. asset that China holds indicates China growing economic power over the US as dominant country in global order. 

Unlike other democratic countries, China as an authoritarian government enjoys benefit from its influence over domestic companies and also firm control to its public companies. By doing so, it is easier for China to implement economic policies and grasp business opportunities. For example, to support its outward national investment strategy, China selectively chose its best companies and gave low interest loan from its state-owned bank. Moreover, government also influences them to operate in certain countries with specific kind of industries (Kurlantzick 2007b). This strong supports combines with government diplomacy in recipients’ countries create potential business opportunities for China companies to compete with host companies. China also has Sovereign Wealth Fund to support its economic performance. Through China Investment Corporation (CIC) which was established in September 2007, this company has crucial role in investing China excess liquidity. During global financial crisis, CIC intensely bought U.S. companies shares in cheap prices. With the initial budget of US$200 billion, CIC actively invests in both foreign and domestic market (China Investment Corporation 2010). 

China steady economic performance and its huge foreign reserves have brought confidence to Chinese policy makers. The confidence reflected in Chinese President Hu Jintao’s statement about global financial crisis during   G-20 summit meeting on 15 November 2008 that “steady and relatively fast growth in China is in itself an important contribution to international financial stability and world economic growth” (Morrison 2001:3). As Kurlantzick stated that a rich country not necessarily has to enlarge its military capacity in order to wield its power (Kurlantzick 2008). The exceptional economic performance, therefore, becomes China powerful source to co-opt developing countries. 

According to Power Transition model, this condition will likely lead to more reluctant behavior of China to conceive its second position in international order and becomes more vocal in addressing its different perspectives on global leadership along with international regulations (Kugler and Organski 1989). However, with China priority of stable and high economic growth I strongly argue that at this point China will not challenge the U.S. dominance in international order. Following the Power Transition model, even though China is assumed as unsatisfied great power, but the net gain for maintaining current status quo seems to be bigger than the net gain if China challenge the U.S. dominance. China’s net gain for maintaining current status quo is seen from following reasons. 

Firstly, U.S. is the biggest export market for Chinese products. According to recent data from the U.S-China Business Council, a quarter of China exported goods are end up in U.S. (The US-China Business Council. 2010). Secondly, around 62% of Chinese foreign reserves are in forms of U.S. assets, range from U.S. Treasury Bonds to equity (Setser and Pandey 2009). Thirdly, China does not have enough resource of energy and natural resources to be used for its export productions. Therefore, China has to constantly use its soft power to support the stable international order. The stable global order then helps China to secure its access for energy and natural resource supply and also to avoid the developed countries to block China access to get the resource or to block Chinese influence (Blanchard et al. 2008). Moreover, at this stage China is still has limited capability compared to U.S especially in terms of military power. Therefore, China political rhetoric of peaceful rise is still needed to counter the developed countries’ anxiety of China threat, as Chairman Jiang Zemin remarked on October 1997 during his visit to United States that China essential intention in international engagement is to enhance the prosperity of its people, thus it will accelerate world peace and stability. He also emphasized that China rise will not become a threat to anyone (Youwei 2003). 

However, China administration is fully controlled by single authority party – CPC – that demonstrates very limited transparency towards her policy. This condition obviously raised consciousness about China real intention. Reflecting China aggressive behavior in the past combined with CPC absolute power in government and ambitious high economic growth, many countries still be anxious and take China peaceful rise as the rhetoric of her soft power. The power transition theory predicted that at one moment China might challenge US dominance, if only the economic and military capabilities able to surpass the US. As China ability is still far below the US, the rhetoric of peaceful rise will constantly be emphasized to give assurance for developed countries so that they will not trying to develop alliances and block China (Blanchard et al. 2008:15).
4.2. Opportunities and Challenges for Indonesian Economy

China economic booming, contrasting with the current financial crisis that hit European countries as well as the US enables China to develop closer relations with various developing countries. The economic downturn makes developed countries lost its attractiveness in the eyes of developing countries as market demand for imported goods from developing countries are getting lower and their limited budget also impacted their capability to support developing countries as source of funding. Conversely, China growing economy creates more middle-income population in China which serves as a giant market for developing counties’ exported products. Moreover, China as the country with highest foreign exchange reserve and gold, now acts as philanthropy in giving aid to many developing countries.
China’s aim to maintain high economy growth is obviously reflected through her strategy in international engagement. As scholars argued that the high economy growth is very crucial for the socialist party (CPC) legitimacy to challenge democracy notions in China (de Haan 2010),(Blanchard et al. 2008). In line with the objective, China intensely develops and strengthens relations with developing countries, particularly countries with abundant natural resources and source of energy (Ziegler 2006), (Zweig and Jianhai 2005). China’s domestic need for natural resources and energy is mainly used for industrial supply in producing exported products. As China economy highly depend on her exported products, any supplies for production inputs becomes critical and government playing an important roles in providing adequate production inputs.
Taking different notions of democracy and strong government role becomes China advantages in developing relations with natural abundance countries. Unlike the governments in democratic countries, Chinese tend to control market and provide assistance to support her big companies to be able to compete internationally (Kurlantzick 2008). In addition, emphasizing sovereignty, China enjoys the privilege of strengthening relations with plenty natural resources and energy, even though some of those countries identified under sanctions. Sanction is not avoiding China in having intense trade relations as she has to supply the increased domestic needs of natural resources and energy. Therefore, North Korea, Cuba, Myanmar, Sudan, Iran and other undemocratic countries heavily depend on China’s trade (Blanchard et al. 2008:45). 
China has been actively looking for opportunity to strengthen economic relations with Indonesia, as Indonesia is not only a resourceful country but also strategically located and has regional and international reputation. Nowadays, Indonesia is the largest palm oil producer in the world, the second largest coffee and rubber producer, the third largest cocoa producer and the fourth largest capture fisheries producer with vastly diversified products. Furthermore, Indonesia also has the largest estimated geothermal energy reserves in the world at approximately 27 GW or 40% of the global total. In addition, Indonesia has a huge potential population as the majority (60%) of its 240 million populations consists of people aged less than 29 years old. Its growing middle-class people also made Indonesia market more promising for other countries.(Burson-Marsteller Indonesia. 2012), (Coordinating Ministry for Economic Affair 2011). 
Indonesia also strategically located in the heart of East Asia as the fastest growing region in the world. The Malaccan Straits, which is one of the busiest international sea lanes, enables Indonesia to have straight access to the center of world’s economic growth. This proximity location, give an absolute advantage for Indonesia. The required time to reach either India or China as the promising countries only take 5 (five) hours travel (Coordinating Ministry for Economic Affair 2011:18).  Cheaper transportation for production input -raw material and energy- will reduce production cost which means cheaper price or higher profit. 

Indonesia also has a critical role in regional and international cooperation. As ASEAN Chairman in 2011, Indonesia had a significant contribution in forging FTAs with Australia, China and New Zealand. Moreover, Indonesia hosted East Asia Summit 2011 which brought ASEAN, China, Japan, India with the US and Russia. Indonesia also amongst the limited emerging countries that get a critical role to brings development focus in G20 agenda. (Burson-Marsteller Indonesia. 2012)Regarding China relations with the US and Japan, Indonesia support for China particularly in ASEAN and East Asia is very important. 
China long troubled relations with her neighbors in the past still left anxiety in Asian countries, especially the ASEAN countries. Formed as a regional organization which once aimed to contain communist influence by China and Soviet in South East Asia, ASEAN countries still have mixed position towards China engagement particularly over The South East China Sea Dispute that remains unsettled. Therefore, China needs Indonesia support to be able to get more intense relations with other ASEAN countries. In East Asia forum, China has interest to keep it only for limited countries in order to avoid the US and Japan (Embassy of the Republic of Indonesia and Renmin University of China 2010). 
In strengthening relations with Indonesia, China is using the integrated vectors of trade, investment and aid as its tools of soft power whereas her exceptional economic development is continually serves as the source of soft power. China consistent support for Indonesia which is perfectly wrapped into her soft power has continually growing Indonesia empathy.  
The historical troubles and misunderstanding had rooted deeply in their relations that caused constant suspicious behavior between Indonesia and China, nowadays replaced with each country effort to emphasize mutual understanding. As the nature of international relations changes, the states have to readjust their policy to get the most of global order arrangement. The ideology based of relations has been replaced by economic shared interest which then enables them to develop their relations. Indonesia relations with China have been improving since Asian Financial Crisis when Indonesian was severely hit by the crisis and China offered financial supports. Chinese soft power and its stunning economic performance become two components that enable China to have relatively closer relations to Indonesia. 

China closer relations with Indonesia also possible because for the last decade U.S. had swift its attention from the Asian region and focus more on Afghanistan alongside with issue of terrorism (Embassy of the Republic of Indonesia and Renmin University of China 2010). Furthermore, the U.S. economic declines make it less attractive to Indonesia. On the other hand, Indonesia needs alternative export market to support its economic growth because export to developed countries’ market has been sharply decreased during current global financial crisis. Indonesia also needs financial support to finance its development process and China seems to be the promising source of funding since nowadays it holds the biggest foreign reserve.
To strengthen China-Indonesia relations, both countries had signed Strategic Partnership Agreement in 2005 which aims to strengthen economic cooperation based on win-win solution for each party. The win-win solutions is the constant rhetoric of her soft power that continually emphasized in attracting developing countries to have intense relations with China. Through the Agreement on Expansion and Deepening of Bilateral Economic and Trade Cooperation as part of the Strategic Partnership Agreement, both parties have agreed on the establishment of Working Group on Trade Resolution and Working Group on Economic Cooperation to further discuss technical arrangement in implementing the agreement. This strategic partnership afterwards opens more opportunity for Indonesia to get more investment and aid as well as market access to Indonesian products.
Both countries are agreed to boost trade and investment reaching US$50 million in 2014 (Pangestu. 2010). The ambitious target is based on the optimistic view from the indicated total trade growth 23,31% per year from 2006 to 2010. If the Indonesia- China total trade in 2006 only at US$14.980 million, but then in 2010 it doubled to US$36.116million. (Ministry of Trade. 2011)As Susilo Bambang Yudhoyono, Indonesian President, during his meeting with Chinese President, Hu Jintao at Hotel Intercontinental, Toronto stated that 
“The cooperation and relations between Indonesia and the People’s Republic of China have been very good and continued to develop. We hope the strategic partnership as well as cooperation and friendship will grow further. China is an important partner and a good friend of Indonesia.” (Febrianto 2010b:1).

Referring back to the history of Indonesia-China relation a couple of decades ago, no one will imagine that an Indonesian president can express the above statement about China. Chinese soft power has enables China to attract Indonesia interest to strengthen relations with China through South-South cooperation that emphasizes win-win solution. The notion of development assistance that China offers to developing countries also plays a critical role in the implementation of her soft power. 
 Indonesia as well as other developing countries that still need source of funds to finance its development, finds China development assistance extremely fit into Indonesia need. Indonesia should, as Susilo Bambang Yudhoyono suggest, take advantage of the current changes in world economy for the sake of Indonesia development. Moreover, he stated that 

“The western countries economic dominance will end sooner or later. Instead, new economic powers that are called ‘emerging nations’, ‘emerging countries’ and ‘emerging economies’ have appeared (BRIIC- Brazil, Russia, India, Indonesia, China). Therefore, Indonesia needs to be able to benefit from that momentum for boosting the country’s economy and increasing its role at global level. We are aware that our economy cannot totally lean on the United States of America or Western Europe. Indeed, several emerging economies were the pillars of the global economy during the 2008 crisis.” (Wibisono 2010:1)
This point clearly shows Indonesia standing point in facing the China-U.S. rivalry. Indonesia then develops stronger economic relations with China, mainly for infrastructure projects.
During Asian Financial Crisis, many infrastructure projects in Indonesia had cancelled and the existing infrastructure also left without maintenance. Furthermore, even a decade had passed after the Asian Financial Crisis; Indonesia infrastructure condition has not significantly improved. The lack of government budget becomes the major problem to develop its infrastructure conditions. Moreover, being an archipelago countries with 5 (five) main islands and 17,503 small islands in total area of 1,904,569 square kilometers, made the development in each island cannot be equal. For decades, development is only focused on the Western part of Indonesia, which covers Java Island and Sumatera Island. Therefore, the Eastern part development became lagged behind even though it contains many potential natural resources namely agricultural products, fishery, timber, oil & gas, steel, bauxite, palm oil, cocoa, nickel and copper(Burson-Marsteller Indonesia. 2012), (Coordinating Ministry for Economic Affair 2011). Consequently, that unequal development caused disparity of price and logistic problems between regions. This condition leads to high economic cost of production and it reflected in Indonesia rank in competitiveness.

According to Global Competitiveness Index that was published by World Economic Forum (WEF) in 2011, Indonesia ranked at 44th out of 139 countries. The rank is based on 12 pillars of competitiveness
, and infrastructure classified as basic requirement which function as the key for factor-driven economy (Geiger 2011:5). 

Table 4.2.1. Indonesia Rank on Competitiveness 

	Competitiveness Rank
	Developing Asia
	Score
	ASEAN Country
	Score

	1
	Malaysia
	4,88
	Singapore
	5,48

	2
	China
	4,84
	Malaysia
	4,88

	3
	Brunei Darussalam
	4,75
	Brunei Darussalam
	4,75

	4
	Thailand
	4,51
	Thailand
	4,51

	5
	Indonesia
	4,43
	Indonesia
	4,43


Source: (Geiger 2011:7)
 Note (Indonesia competitiveness compare to other Developing Asian Countries and ASEAN countries)
If only focuses on infrastructure pillar, then Indonesia becomes the 82nd rank. Compare to the other ASEAN countries, Indonesia position on Infrastructure was categorized as the worst one
. The ironic is the fact that Indonesia has been classified as one of the leading emerging markets, but its competitiveness is still lagged behind other developing Asia as well as ASEAN countries. Moreover, the infrastructure pillar which serves as basic requirements for economic competitiveness becomes Indonesia weakness. 

Indonesia poor infrastructure conditions are constantly being raised and discussed during high officials meeting with The Indonesia House of Representative (HoR) 
 especially The Commission VI which is responsible for Economic issues. Serials of meetings were held to discuss Indonesia economic competitiveness and the infrastructure problems always being mentioned. HoR meeting with the local governments once held in 2011 to assess the special economic zones that have not progress for nearly a decade; and again, infrastructure problems became the major challenge. For instance, electricity shortage happened in Java, Bali and Sumatera Island for years because of the increasing demand from industries. Consequently, the National Electricity Company (Perusahaan Listrik Negara/PLN) has to schedule regular blackout in certain regions. This regular blackout has raised criticisms from various elements, especially industrial society. 

Infrastructure then becomes Indonesia development’s focus during Susilo Bambang Yudhoyono - the Indonesia president – during his second presidency term(Adamrah 2009). He consistently emphasizes that the adequate power plants, roads, bridges, airports and irrigations system are amongst the list of infrastructure project that needs to be built to support Indonesia high economic growth. Altogether with support from House of Representative and entrepreneurs, in 2011 the Indonesia Government launched the Masterplan of Acceleration and Expansion of Indonesia Economic Development (MP3EI) 2011-2025. The masterplan serves as Indonesia economic development path and infrastructure turn out to be the priority concern. 

Figure 4.2.1. Indonesia Economic Corridor Map 

Source: (Coordinating Ministry for Economic Affair 2011:46)
Note (1. Sumatera EC; 2. Java EC; 3. Kalimantan EC; 4. Sulawesi EC; 5. Bali-Nusa Tenggara EC; 6. Papua-Maluku Island EC)

Based on the Masterplan, Indonesia region will be divided into 6 (six) economic corridors, namely Sumatera corridor, Java corridor, Kalimantan corridor, Sulawesi corridor, Bali-Nusa Tenggara corridor and Maluku Island-Papua corridor (Coordinating Ministry for Economic Affair 2011). Each of these corridors will be developed according to its potential resources and the grand strategy is to create connectivity amongst those corridors. With the adequate connectivity, the government believe that Indonesia competitiveness can be higher through the reduced transportation and logistics cost. 

The government then tried to identify the urged infrastructure project to be built until 2025 in order to support Indonesia high economic growth. Total budget required only for infrastructure project in 6 (six) economic corridor, surprisingly, reaches Rp. 1,670,227 trillion, with details as follows.

Table 4.2.2. Indonesia Infrastructure Project (2011-2025) 

(in Trillion Rupiah)

	Economic Corridor
	Road
	Toll Road
	Railway
	ICT
	Port
	Airport
	Power & Energy
	Water Utility
	Other

	Sumatera
	63,363
	43,470
	69,977
	49,670
	11,238
	2,377
	75,955
	-
	157,914

	Java
	31,628
	157,681
	105,010
	32,000
	44,880
	16,169
	249,012
	23,781
	133,188

	Kalimantan
	16,182.93
	-
	35,300
	18,660
	9,535
	2,800
	39,925
	290
	4,663

	Sulawesi
	2,973
	1,732
	-
	33,537
	5,192
	-
	25,017
	-
	-

	Bali-Nusa Tenggara
	560
	18,249
	12,100
	3,990
	-
	2,050
	3,592
	1,483
	357

	Papua- Maluku Island
	58,831
	-
	-
	31,910
	58,498
	150
	12,367
	1,871
	-

	Total
	174,537.93
	221,132
	222,387
	169,767
	129,443
	23,546
	405,868
	27,425
	296,122


Source: (Coordinating Ministry for Economic Affair 2011:46)
 Note: ICT (Information Communication Technology)

          Other: mainly for bridge, dam, ferry & ferry ports, land acquisition and canal development

Focus to enhance Indonesia productivity and connectivity, those infrastructure projects were carefully selected and assessed by all the related Ministries as well as provincial, local governments, national chambers, various business associations and academia. After the implementation, it is hoped that each corridor can maximize its potential through the spillover effects and at the end reduce inequalities between the western and eastern part of Indonesia. The overall projects become the basic requirement to achieve Indonesian ambitious target as one of the world’s developed country in 2025 with expected income/capita US$14,250-15,500 and total GDP US$4.0-4.5trillion(Coordinating Ministry for Economic Affair 2011:48). However, this ambitious target facing real challenge for government, as the budget which can be used for financing those infrastructure projects are not sufficient enough. 

It is noted that in order to fully implement MP3EI, the total investment value needed reach Rp.4,012 trillion. Unfortunately, state budget only able to covers 10% of the total value which means that rest of required budget has to be filled by State-Owned Entreprise (SOE), private domestic company or even foreign investor(Coordinating Ministry for Economic Affair 2011:20). Therefore, Indonesia government nowadays actively asks for private participation to invest in various infrastructure projects through the Public Private Partnership scheme (PPP). This scheme enables private sector to invest in infrastructure projects with several support by the government. 

However, the risky nature of infrastructure projects is the key obstacle for private sector to take part in the project. Referring to Aswicahyono, Indonesia infrastructure projects is facing various critical issues which are institutional issues, financing issues, pricing issues and competition, corporatization & privatization issues(Aswicahyono, Haryo & Friawan, Deni 2007:148-151). The major problem in infrastructure project is mixed regulations caused by decentralization authority from central government to local government. This condition leads to unstable regulations. The uncertainly regulations, consequently, become a barrier for private sector to invest, regarding the scale and length of investment they have to put on risk. 

The above causality problem obviously shows how crucial the government’s role is. If state’s budget only able to finance 10% of the required budget and SOE as well as local investors is not able to fill the gap, then the next strategy is to invite foreign investors. Nevertheless, inviting foreign investors to invest in infrastructure projects is not an easy task. In some cases, some projects are remaining unfinished even though it is already half-done. The monorail projects in Jakarta region, for example, which is developed by a consortium between local and foreign investor in 2004 that already has 160 constructed pillars. The projects that supposed to be finish in 2007 is now left its hundreds pillars distributed from Senayan to Kuningan area in Jakarta Central District (Haryanto 2011). Almost the same story happened with the 10,000MW coal fired power plant projects that was suspended because lack of financing. Although PLN actively tried get loan, this infrastructure projects is not attractive for banking industry and the project has to be cancelled. However, this story ends well with 2 (two) China’s banks, Bank of China and China Export Import Bank, agree to finance the project on April 2009. Both side upon financing the project that cost US$1.061 billion, and enabling PLN to continue the projects with Chinese companies help (Simbolon 2009b).

Figure 4.2.2. The Cancelled Jakarta Monorail Project
[image: image1.jpg]



Source: (Hikmal 2011)
The power plant project actually is not the first China project in Indonesia. Chinese pioneer project in Indonesia was Suramadu Bridge which connecting Surabaya and Madura Island as long as 5.4km. This project was built jointly by Chinese consortium of China Road and Bridge Corp. (CRBC) and China Harbor Engineering Co.Ltd (CHEC) and also Indonesian consortium of PT. Adhi Karya and PT. Waskita Karya  (Simbolon 2009a).

During Indonesian Vice President, Boediono, visit to China in October 2010, he also had signed various economic agreement to strengthen Indonesia-China relations. The agreements are for trade financing; for investment and infrastructure development; for trade and investment financing between Indonesia’s Export Financing Institute (LPEI) or Indonesia Exim Bank, and China’s Exim Bank; and for the PLTU power project in Celukan Bawang, North Bali with a capacity of 3x1500MW. In addition, both parties also reached agreement on five infrastructure projects which are the US$ 3 billion coal-fired power plant (PLTU) with a capacity of 3000MW in Central Java; US$ 735 million Soekarno Hatta International Airport-Manggarai railway line; US$ 204 million Umbulan water supply in Pasuruan, East Java; US$ 476 million Medan-Kualanamu toll road in North Sumatra; and US$ 36 million Tanah Ampo sea-port in Bali (Febrianto 2010a).

Furthermore, in the same year, Chinese trade and investment that officially visit Indonesia signed agreement to invest US$6.6 billion in Indonesian infrastructure project only one day before the U.S. President Obama come to visit Indonesia (Onishi 2010). According to Zhang Zijun as Chinese Deputy Foreign Affairs Minister, part of it will be used by Chinese bank to offer financial support for building roads, seaports, airports, bridges and canal (Pasandaran 2010). 

Contrasting with China, President Obama visit to Indonesia in November 2010 is not giving any concrete result for Indonesia development. Even though the U.S. and Indonesia already signed Comprehensive Partnership,- following China -  the economic turbulence that the U.S. facing altogether with its democracy system (regarding to the state’s budget allocation) seems to be the obstacle for Obama to give any concrete support to Indonesia development. (Tanuhandaru 2010).
 These situations bring Indonesia to be closer to China, as then in April 2011, Susilo Bambang Yudhoyono, Indonesian President and Wen Jiabao, Chinese Premier agreed on US$10billion deals, as part of the strengthening trade and investment. The deal covers US$8 billion worth of financing contracts with Chinese investors, US$1billion preferential buyer’s credit and another US$1billion will be used for various cooperation. Both leaders also set a new target for Indonesia-China total trade that expected to reach US$80 billion in 2015 (Xiaokun, Li & Jize Qin 2011).
Considering the risk concern in infrastructure project, the question about Chinese companies which are willing to invest in Indonesia raised mixed arguments in Indonesia society. As Djimanto, Deputy Chairman of the Indonesian Employers Association (Apindo) raised his concern about the possibility of China playing a dominant role so that the local investors will not getting any benefit. On the other hand, Deputy Chairman for Investment at the Indonesian Chamber of Commerce and Industry (Kadin), Chris Kanter shared his optimism that spillover effects of the China investment will open more job opportunity for Indonesia working labor and stimulate our industry. Therefore, China investments will be good to Indonesia economy.(Baskoro, Faisal Maliki & Bisara, Dion 2010:1) Despite the public mixed perception, the fact that China investment is extremely fit to Indonesia development needs then brings Indonesian government to put China not only as a potential trading partner but also as a source of promising funds. Hence, the government warmly receives China initiative by agreeing upon the using of Chinese company as the leading company in the approved projects. 

The China loans and deals with Indonesia, however, should be carefully assessed for the implementation, as both countries have to talk further about the technical detail in its implementation. From the total trade, the challenge is the increasingly trade deficit that Indonesia have to China. If the deficit in 2009 only US$-2.502million, the deficit reach US$-4.731million in 2010 (Ministry of Trade. 2011). This condition leads to worried many Indonesian academias, as many Chinese products flooding domestic market with its cheap-low quality textiles, footwear, clothing; left local micro industry cannot compete and suffers. On the other hand, Mari Elka Pangestu, the Indonesian former Ministry of Trade clarified that only 10% of those imported product from China are for consumption. Most of it (90%) is essential material for domestic production.(Pangestu. 2010). Likewise other developing countries, Indonesia main export to China are dominated by raw material and energy resources, and this become government concern on how to put more value-added product in Indonesia export. 
Chapter 5
Conclusion

China stable high economic growth in the last three decades through several financial crises has been a great phenomenon in world economic. High economic growth becomes China main target and crucial to create stable socio-economic condition in China. Furthermore, the high economic growth also necessary to maintain CPC‘s survival as dominant party in China (Blanchard et al. 2008). The centralized system which Chinese government adopts makes it possible for China to control its policy as a whole. By doing so, each foreign policy became part of Chinese big strategy and the continuity of the policy can be guarantee. China economic power has been used strategically by Chinese government as its source of soft power in developing and strengthens its relations with other countries. Its stunning economic growth enable China to attract developing countries attention to strengthen its relations with China and serve as the major important source of China soft power. 

I strongly believed in Kurlantzick argument that China soft power is only possible by its strong economic power. At the beginning, Chinese policy makers aware that their hard power especially military power is still limited and lag far behind developed countries. Its historical aggressive behavior also became barrier for China to develop relations with other countries which China need to supports its high economic growth. Therefore, China changed its approach from aggressive to ‘a benevolent friend’ by using soft power in order to potentially maximize its economic power. As Nye suggested that foreign policy substance and style are important source of soft power, China has been constantly constructing the idea that every country can benefit from China economic rise. In developing relations with other developing countries, it is obviously seen that China constantly integrates its trade with aid and investment. Furthermore, reflecting China relations with most of African and Asian countries, it uses aid to boost the trade and investment. China aid becomes more attractive for developing countries because of the substance of the aid and the conditionality of the aid. In terms of substance, most of China aid is for financing infrastructure projects that the traditional donor avoid to financed. Traditional donor countries prefer to give loan for capacity building, counterterrorism and good governance. The conditionality likewise democracy, human rights and environment that also attached with traditional donor aid also not included in China aid. The only condition for recipient country is the acceptance of One China Policy that admits Taiwan as integral part of China.

Global financial crisis also make China economic performance more attractive rather than the US economic performance. China economic growth for the last three years reached average of 10.9% (with total GDP US$4,984,730 million (World Bank. 2010). Contrasting with China bright economic performance, US economic growth only reached average of 0.3% with total GDP US$14,256,300 million (World Bank. 2010). China also holds foreign reserve as much as US$2.426 trillion on December 2009 (Central Intelligence Agency. 2010) and most of the reserves are in form of US Treasury Bond. This contrasting economic performance between China and U.S. has made Indonesia at certain point turn to China for financial supports. 

Through strengthening relations with China, the opportunities for Indonesia are not only for greater market access but also the fact that China becomes an alternative source to finance Indonesian development. The majority of Chinese loan are for financing real development project, in line with Indonesian development strategy that focus on developing infrastructure in 6 (six) economic corridors. However, the requirement for using Chinese company might reduce the possibility of technology transfer to Indonesian company. 

The main challenge of Indonesian trade with China is the fact that even though the total trade sharply increased but from time to time Indonesia has deficit balance of trade. However, most of the imported goods from China are inputs for domestic production and only around 10% of it is consumption goods (Pangestu. 2010). Furthermore, Indonesian exported goods to China are dominated by energy and natural resources like oil, gas and iron. Therefore the real challenge for Indonesia is how to increasingly export value added product rather than simply raw material.  

However, the rise of China economic growth has been benefited Indonesian economy because Indonesia seems to see its rising as an alternative source of power. Its win-win rhetoric also follows by real initiative that can serve the interest of both parties. Nevertheless, further researches about Chinese culture as part of its soft power and also the roles of Chinese overseas in strengthening this relation are needed to get the whole picture of China-Indonesia relations.
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The Rise of China Economic Power:


China Growing Importance to Indonesian �Economy








� British Prime Minister’s Speech, David Cameron, about China’s rise at Beida University, China, on 10 November 2010.


� Non-interference principle is part of the Five Principles of Peaceful Coexistence, which served as basic principle of China’s foreign policy. Further discussion about this principle will be discussed in Chapter 3. 


� The power hierarchy here is based on Organski work on 1968. Applying this model in contemporary international order, it is obvious that the dominant state will be the US, the great powers will be developed countries, the middle powers will be the developing countries and the small power will be the Less Developed Countries. With the vanished of colonies, the LDC becomes the bottom layers of hierarchy.


� The total Tiananmen victim is still not clear since different sources of data shows contrasting fact. For example, see these following links: �HYPERLINK "http://factsanddetails.com/china.php?itemid=77&catid=2&subcatid=7"�http://factsanddetails.com/china.php?itemid=77&catid=2&subcatid=7�; �HYPERLINK "http://en.wikipedia.org/wiki/Tiananmen_Square_protests_of_1989"�http://en.wikipedia.org/wiki/Tiananmen_Square_protests_of_1989�; �HYPERLINK "http://news.bbc.co.uk/onthisday/hi/dates/stories/june/4/newsid_2496000/2496277.stm"�http://news.bbc.co.uk/onthisday/hi/dates/stories/june/4/newsid_2496000/2496277.stm�. 


� Pancasila (the Five Postulates) is the basic national philosophy of the Republic of Indonesia. This philosophy represents Devine Omnipotence, humanism, nationalism, democracy and social justice. Indonesian diversity in religions and ethnicities constructed Pancasila as state’s foundation in any aspect to assure the equal rights of its citizen.


� The 12 pillars of competitiveness: institutions, infrastructure, macroeconomic environment as basic requirements, higher educational and training, goods market efficiency, labor market efficiency, financial market development, technological readiness and market size as efficiency enhancers; business sophistication and innovation pillar as innovation and sophistication factors.


� A more detail discussion about the importance of infrastructure development can be find through these links � HYPERLINK "http://www.bcentral.cl/estudios/documentos-trabajo/pdf/dtbc270.pdf" �http://www.bcentral.cl/estudios/documentos-trabajo/pdf/dtbc270.pdf� and � HYPERLINK "http://www.eria.org/research/no2.html" �http://www.eria.org/research/no2.html�


� The writer is currently working at the Ministry of Trade of The Republic of Indonesia, and working closely with The Commission VI (Economic Division) of The House of Representative of The Republic of Indonesia. The stated information is based on several MoT consultations/meetings with the HoR and other related Ministries, as well as several working trips by the HoR in various regions in Indonesia from January 2011 until January 2012.


� Themes for each economic corridor: Sumatera EC as “Center for Production & Processing of Natural resources & as Nation’s Energy Reserves”; Java EC as “Driver for National Industry and Service Provision”; Kalimantan EC as “Center for Production & Processing of National Mining and Energy Reserves; Sulawesi EC as “Center for Production & Processing of Agricultural, Plantation, Fishery, Oil & Gas and Mining”; Bali-Nusa Tenggara EC as “Gateaway for Tourism & National Food Support”; Papua-Maluku Island EC as “Center for Development of Food, Fisheries, Energy and National Mining” �ADDIN RW.CITE{{141 Coordinating Ministry for Economic Affair 2011}}�(Coordinating Ministry for Economic Affair 2011:46-47)�





PAGE  
9

