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Abstract 

 

Name  : Daniel Tantra Wiratama 

Student ID : 2014330138 

Title  : Freeport Mining Industry in West Papua: the Dynamics of Mining  

Operations towards the Development of West Papua 

 

 

 As a multinational corporation, PT Freeport Indonesia (PTFI) has been 

successfully running its business as a mining company in West Papua, Indonesia 

for fifty years since 1967. Currently, Freeport is the world’s largest gold mine 

and the third largest copper mine. On the contrary, West Papua region which 

consists of the province of Papua and West Papua is still struggling to develop as 

a region. This research attempts to answer the research question of how does 

Freeport’s mining operations affect the development of West Papua.  

By using the dependency theory from Andre Gunder Frank, this research 

tries to elaborate the assumption about the exploitative relationship between 

Freeport and West Papua as a part of Indonesia. Frank stated that there is a 

monopolistic structure which is built from the metropolis actor which in the 

context of this research is Freeport, and West Papua as the satellite actor. This 

research found that Freeport gains the capital and raw materials from West 

Papua which resulted in negative impacts for the local people and the 

environment and tends to maintain the monopolistic structure for its benefits. 

Thus, the role of the Indonesian Government to renegotiate the Contract of Work 

with Freeport in order to gain the maximum profit needs to be upheld for the 

betterment of West Papua, West Papuans and Indonesia. 

Keywords: Freeport Mining Operations; the Development of West Papua; 

Dependency Theory; Exploitative Relationship. 
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Abstrak 

 

Nama  : Daniel Tantra Wiratama 

NPM  : 2014330138 

Judul   : Industri Tambang Freeport di Papua Barat: Dinamika Operasi  

Tambang terhadap Pembangunan Papua Barat 

 

  

 Sebagai sebuah perusahaan multinasional, PT Freeport Indonesia Tbk. 

(PTFI) telah berhasil menjalankan bisnisnya sebagai perusahaan tambang di 

Papua Barat, Indonesia selama lima puluh tahun sejak 1967. Saat ini, Freeport 

adalah perusahaan penghasil emas terbesar, dan penghasil tambang ketiga 

terbesar di dunia. Di sisi lain, Papua Barat sebagai sebuah wilayah yang terdiri 

dari provinsi Papua dan Papua Barat masih berjuang untuk berkembang sebagai 

sebuah wilayah. Penelitian ini berusaha untuk menjawab pertanyaan penelitian 

mengenai bagaimana operasi tambang Freeport mempengaruhi pembangunan 

Papua Barat.  

Dengan menggunakan dependency theory milik Andre Gunder Frank, 

penelitian ini akan mencoba menjabarkan asumsi terkait hubungan ekspolitatif 

antara Freeport dan Papua Barat sebagai bagian dari Indonesia. Frank 

menyatakan bahwa terdapat stuktur monopolistik yang dibangun dari aktor 

metropolis yang mana dalam konteks penelitian ini adalah Freeport, serta Papua 

Barat sebagai aktor satelit. Penelitian ini menemukan bahwa Freeport 

memperoleh keuntungan berupa modal dan bahan mentah untuk produksi dari 

Papua Barat dan membawa dampak negatif pada masyarakat lokal dan 

lingkungan sekitar serta cenderung untuk mempertahankan struktur monopolis 

tersebut demi keuntungannya. Dengan demikian, usaha pemerintah Indonesia 

untuk bernegosiasi ulang mengenai Kontrak Karya (KK) Freeport yang mana 

bertujuan untuk memaksimalkan keuntungan yang diperoleh dari hasil tambang 

Freeport perlu didukung demi kemajuan Papua Barat, warga Papua Barat serta 

Indonesia. 

Kata Kunci: Operasi Tambang Freeport; Pembangunan Papua Barat;  

Dependency Theory; Hubungan Eksploitatif. 
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CHAPTER I 

INTRODUCTION 

 

1.1 Research Background  

 West Papua
1
 is one of the many regions in Indonesia which has a 

promising prospect from its natural resources, but still dealing with internal 

disputes over the territories. The issue of West Papua disputes has been emerging 

since half a century ago under the occupation of the Netherlands. After little 

contact with the Western world, it was finally formally colonized by the Dutch in 

1898.
2
  Later during Indonesia’s independence in 1945, West Papua was not 

recognized as part of Indonesia by the colonial government. The Dutch 

recognized that West Papua was geographically, ethnically and culturally very 

different to Indonesia and so the Dutch government began preparing West Papua 

for its own independence throughout the 1950s.
3
 

 After a long-process of negotiation and war over the territories of West 

Papua, the Indonesian government, the Dutch and indigenous people of West 

Papua finally reached an agreement through the assistance from the US 

government. The US government managed to conduct a meeting between 

                                                 
1
 West Papua is a term to describe the region of Western New Guinea, the Western part of Papua 

New Guinea. West Papua gained its independence from the Dutch through assistance from the US 

Government and the United Nations in 1962 and marked by the New York Agreement. After the 

New York Agreement, West Papua territories were officially included as part of the Unitary States 

of the Republic of Indonesia in May 1969 after the Act of Free Choice for the Papuans. The 

Indonesian Government formerly used the term Irian Jaya or West Irian to describe West Papua 

Region. Since 2003, West Papua was split into the provinces of Papua and West Papua. 
2
 “History of West Papua,” Free West Papua Campaign, accessed on February 26, 2017, 

https://www.freewestpapua.org/info/history-of-west-papua/. 
3
 Ibid. 
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Indonesia and the Dutch resulting in the New York Agreement, which in 1962 

gave control of West Papua to the United Nations and one year later transferred 

control to the Indonesian government.
4
 Later the United Nations also took part in 

assisting the transfer of control over West Papua territories by supervising the Act 

of Free Choice for the Papuans. The Indonesian government claimed that its effort 

to conduct the Act of Free Choice under United Nations supervision was 

legitimate and in accordance with the agreement.
5
 The Indonesian government 

gave the rights to Papuans to decide their future over the independence issue. Its 

purpose was to determine whether the Papuans wished to become part of 

Indonesia, or choose independence.
6
  

 After the transfer of control of West Papua territories from the Dutch, the 

disputes did not turn out to be resolved between the Indonesian government and 

Papuans. The Act of Free Choice that was also managed by the United Nations in 

1969 did not resolve the West Papuans movement whether became an 

independent state or part of the Republic of Indonesia.  

“In the conclusion to its UNGA report, Indonesia remarked that West Irian (West 

Papua) was one of the most primitive and undeveloped communities in the world. “To 

measure the method and conduct of the act of free choice in such a community against 

purely western democratic methods and procedures, would indeed be erroneous and 

unrealistic.””
7
  

  

                                                 
4
 Ibid. 

5
 Rodd McGibbon, “Pitfalls of Papua, Understanding the Conflict and its Place in Australia-

Indonesia Relations,” Lowy Institute for International Policy (2006): p. 12. 
6
 John Stanford, “The United Nations and the Indonesians Takeover of West Papua, 1962-1969,” 

(New York: RoutledgeCurzon, 2003), 2.  
7
 Ibid., p. 165. 
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There was a vague stands between the Indonesian government and 

international actors in recognizing West Papua as a colonized territory or as the 

part of the Unitary State of the Republic of Indonesia. At one point, prior to 

independence, Mohammed Hatta (Indonesia’s first Vice-President) even argued 

with his colleagues that the Papuans were not Indonesian and had a right to their 

own state.
8
 However, the United Nations failed to assist the territory disputes in 

West Papua. The world body does not even recognize West Papua as a colonized 

territory, thus effectively depriving West Papuans of UN resources to fuel their 

struggle for self-determination.
9
 

 The Act of Free Choice in 1969 resulted that West Papua will be part of 

Indonesian territory. Indonesia took control of the territory, when all relevant 

international parties recognized that the New York Agreement had essentially 

transferred full sovereignty to Indonesia.
10

 Besides, the Indonesian government 

had not been fully resolved the problem of West Papua. As General Nasution 

stated in the early 1960s, Indonesia had been left with a ‘Dutch time bomb”, 

which means that the Dutch legacy combined half a century of colonial neglect 

with a decade of promised economic development and self-determination.
11

 The 

failure of Dutch legacy which later produced difficult conditions for Indonesia to 

                                                 
8
 Ibid., p. 5. 

9
 Prianka Srinivasan, “How the UN Failed West Papua,” The Diplomat, accessed on February 27, 

2017, http://thediplomat.com/2016/09/how-the-un-failed-west-papua/. 
10

 Rodd McGibbon, Pitfalls of Papua, Understanding the Conflict and its Place in Australia-

Indonesia Relation., p. 10. 
11

 Ibid. 
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institute its rule was resulting West Papua interlinkages with other provinces 

remained underdeveloped.
12

  

  Besides the developmental issue of West Papua to struggle as a new 

province, the issue of Freeport Mc-Morran copper and gold Inc as an extractive 

industry in Indonesia began to emerge after the transfer of control over West 

Papua territory. Extractive industry is defined as the extraction or removal of 

stone from land for the purposes of commercial use of the stone and/or for the 

construction, building, road, or manufacturing works.
13

 There is no modern 

economy that can operate without any access to adequate, affordable, and safe raw 

materials produced by extractive industries.
14

 The story of the Grasberg mine 

began in the mid-1930s when Dutch colonists discovered copper deposits in the 

Jayawijaya Mountain glaciers in the Indonesian part of New Guinea.
15

 

 The issue of Freeport’s expansion to Indonesia emerged along with 

Soekarno’s act towards foreign aid and capital during his presidency. Sukarno's 

insistence on self-reliance really meant a downgrading of development, and 

former high officials in the Sukarno government were virtually unanimous in 

asserting that no one, not even Sukarno, ever really believed Indonesia could 

                                                 
12

 Ibid., p. 18. 
13

 “Protocol for Environmental Management: Mining and Extractive Industries,” EPA VICTORIA 

(2007): p. 3.  
14

 “The Case of Freeport Mc-Morran Copper & Gold Inc. in Indonesia’s Extractive Industry,” Asia 

Monitor Resource Center, accessed on March 4, 2017, http://www.amrc.org.hk/content/case-

freeport-mc-morran-copper-gold-inc-indonesia%E2%80%99s-extractive-industry. 
15

 “Grasberg: The World's Largest Gold Mine,” Mining Global, accessed on March 4, 2017, 

http://www.miningglobal.com/miningsites/796/Grasberg:-The-World's-Largest-Gold-Mine. 
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develop without foreign aid.
16

 There were some debates among elites of 

government during Soekarno’s era over this issue. The debates were going 

between supporting for foreign investment and perceiving it as a national threat 

that could lead to the neo-imperialism.  

The implication of this view is that Indonesia's control of its own destiny 

is in jeopardy and that foreign policy must be used to defend the nation's 

independence; a foreign policy of development, based on heavy reliance on 

foreign aid, is considered risky because the potential aid givers are suspected of 

posing a threat to the nation's independence.
17

 Moreover, Soekarno’s policies 

were resulting that Indonesia would not accept foreign capital from foreign 

countries. Later Indonesia refused the offer from Freeport McMorran to operate 

their operations to extract raw materials from West Papua. 

Not long after, there was a change of policy towards foreign capital in 

Indonesia following the downfall of Soekarno era. The situation was started from 

the destruction of Soekarno era, with their guided economic policy throughout 

1958-1965, during which time the state conducted interference toward the market 

and destroyed the dominance of foreign capital.
18

 The beginning of Soeharto’s 

presidency marked a new plan of action on how Indonesia perceived and managed 

foreign capital. 

                                                 
16

 Franklin B. Weinstein, “The Indonesian Elite's View of the World and the Foreign Policy of 

Development,” Southeast Asia Program Publications at Cornell University vol. 2(2011): 129.  
17

 Ibid., p. 99. 
18

 “The Case of Freeport Mc-Morran Copper & Gold Inc. in Indonesia’s Extractive Industry,” Asia 

Monitor Resource Centre, accessed on March 4, 2017, http://www.amrc.org.hk/content/case-

freeport-mc-morran-copper-gold-inc-indonesia%E2%80%99s-extractive-industry. 
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On the contrary of Soekarno era, the era of President Soeharto resulted the 

end of anti-imperialism policies from Soekarno that were totally different towards 

foreign aid and capital, in particular in regulating extractive industries. 

 “Soeharto’s authoritarian regime that was commenced in blood, has initiated the 

return of more aggressive capital expansion up into the remotes of Indonesia for the 

second time after the colonial period. During the Soeharto regime, there are at least 

three Acts passed soon after one-year of ruling: Law No. 1 year 1967 concerning 

Foreign Investment, Law No. 11 year 1967 on Basic Provisions of Mining, and Law 

No. 5 year 1967 on Basic Provisions of Forestry. These three laws got rid of all the 

policies produced by Soekarno’s era that hindered foreign capitals. Since then, the 

management of extractive industries was being regulated (freed from any form of state 

intervention that inhibiting) so that foreign capital has exclusive access to land and the 

raw material resources, through a mechanism called the "Contract of Work”. “
19

 

Furthermore Freeport started to expand its business to Indonesia and began 

to extract raw materials from West Papua. At the same year of the passing of the 

three laws, the Gold Mining Company, Freeport Indonesia received a "Contract of 

Work" as a license to operate and start their exploration in Papua. The Agreement 

between the Government of Indonesia and PT Freeport-was called 'First 

Generation Contract of Work” which was given only to Freeport.
20

 

 PT Freeport Indonesia signed a Contract of Work with the government of 

Indonesia on 7 April 1967, making Freeport the exclusive mining contractor for 

the Ertsberg deposit and all the other mining deposits within a 10 km radius.
21

 

Since then, Freeport’s operations in West Papua have been starting with its long-

year contract until now. 

 

                                                 
19
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21
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However, the long-year contract of Freeport in Indonesia resulted many 

conflicts among civilians, for the examples the case of shooting by unidentified 

gunmen which killed two American teachers and one Indonesian citizen. The 

shooting by unidentified gunmen on 31
st
 of August, 2002 on the road from Timika 

to the Freeport mining enclave of Tembagapura in which two American citizens 

and one Indonesian citizen were killed and twelve others were injured is a 

demonstration of the strength of militarism and impunity in Indonesia.
22

 The cases 

of killing Freeport personnel became the major issue among indigenous people of 

Papua. 

 “In December 2001, two Freeport environmental unit employees were shot at the 

Grasberg mine site. No investigation into the attack was conducted. The shootings 

were reportedly carried out by unidentified gunmen wearing military uniforms. In 

April 2002, Kopassus attacked indigenous Papuan civilians in the lowland hamlet of 

Kali Kopi in which one civilian was killed and seven others were arrested and 

tortured. On 25 May 2002, five to seven Papuans holding axes and one revolver 

attacked Freeport security guards at the main office building in the company's 

Western-style suburb town of Kuala Kencana. They then fled the scene.”
23

 

 The cases of Freeport have been a long-debate towards Indonesia’s foreign 

investment within political-economic, social and human rights issues. This 

research aims to find the answer on how the dynamics of the West Papuans 

developments are, which have been heavily influenced by Freeport operations 

over West Papua territories. On the following chapters, Freeport operations as an 

extractive industry and the development of West Papuans will be elaborated along 

with the chapter of analysis. Hence, this research will be titled Freeport Mining 

Industry in West Papua: the Dynamics of Extractive Operations towards the 

Development of West Papua. 

                                                 
22
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1.2 Problem Identification 

 West Papua is one of the poorest regions in Indonesia according to the 

regional income and the human development index provincial report by UNDP. 

Being the largest archipelago in the world, stretching across 3,500 miles and 

consisting of about 17,000 islands, it is no surprise that governance is a 

complicated matter in Indonesia.
24

  

However, the inequality in Indonesia is an economic problem for which 

the Indonesian Government is responsible, due to the implications caused by 

Indonesia’s model of development. Inequality in Indonesia is growing faster than 

in most of its East Asian neighbors, raising the concerns of many Indonesians, 

says a new World Bank report.
25

 In results, the government needs to take an 

immediate action to decrease the inequality between provinces. One of from nine 

Jokowi’s main agendas as a president is to build Indonesia from its periphery by 

strengthening the rural areas within the framework of a unitary state of 

Indonesia.
26

 

 

 

                                                 
24
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West Papua is currently still facing the problem of poverty and inequalities 

within its local civilians. Of all the areas ruled by Indonesia, resource-rich West 

Papua is suffering to fight the poverty.
27

 There are still many development 

problems that are faced by Papuans and West Papuans regarding their quality of 

life. Poor infrastructure, enormous distances, weak institutions, uneven 

development planning, low population density, difficulties in attracting qualified 

health and education workers are just some of the significant challenges facing the 

region.
28

 In addition, the education and health problems become the indicator to 

know about the development in the region. While primary school enrollment is 

high (82 percent), this drops at secondary school to 47 percent and at senior 

secondary school to 19 percent, with only one percent of students in higher 

education.
29

 Alarmingly, West Papua has the highest rate of HIV in the country 

relative to population, with HIV infection rates in West Papua at 15 times 

Indonesia's national average.
30

 

The rate of unemployment in Papua also shows the current condition of 

local civilians which in accordance with the poverty rate. The unemployment rate 

in Papua province in August reached 57,000 or about 3,44 percent of the labor 

force, an increase of 3.15 per cent from last year.
31

 “Based on this identification, 

in August 2014, there were 280,222 people (17,32%) who worked in the formal 
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sector and 1,337,215 people (82,67%) worked in informal sector. Among 

1,617,437 workers in August 2014, 633,152 (39,15) were unpaid workers, 

468,324 (28,95%) were outsourcing labors, 266,919  (16,50%) were 

labors/employees and 209,814 (12,97) were self-employments,” Koebianto (the 

Head of Papua Central Statistics Bureau) said.
32

 Thus, West Papua is still 

struggling to find its maturity as a region since they joined the Indonesian 

government officially in 1969. 

One of the problems that occur in West Papua is caused by the mining 

activity from Freeport. The mining operations in Grasberg have been affecting the 

traditional economic operations by indigenous people from Papua. A 2012 report 

from Earthworks and MiningWatch Canada asserts that mine waste from 

Grasberg has “buried over 166 square kilometers of formerly productive forest 

and wetlands, and fish have largely disappeared”.
33

 Freeport’s operations in 

mining have occupied West Papua territories for them to live and for their daily 

needs. “Land has been taken away directly by Freeport and indirectly, as the 

Indonesian settlers has appropriated it,” says Dr Agus Sumule, professor of 

agricultural socio-economics at the University of Papua.
34

 

The direct impact for the environment has occurred by the Freeport mining 

activity. Estimates from Earthworks suggest that Freeport dumps as much as 

200,000 tons of mine waste, known as tailings, directly into the Aikwa (a river 

                                                 
32

 Ibid. 
33

 Susan Schulman, “The $100bn gold mine and the West Papuans who say they are counting the 

cost,” The Guardian, accessed on March 7, 2017, https://www.theguardian.com/global-

development/ 

2016/nov/02/100-bn-dollar-gold-mine-west-papuans-say-they-are-counting-the-cost-indonesia. 
34

 Ibid. 



11 

 

which used to provide Kamoro, the local people, for their daily needs) delta 

system every day.
35

 The environmental degradation from Freeport operations has 

been a major problem for local people that caused poverty as they cannot run their 

traditional economic operations to fulfill their basic needs.  

The practice has devastated the environment, according to Earthworks and 

locals, turning thousands of hectares of verdant forest and mangroves into 

wasteland and rendering turgid the once-crystal waters of the highlands.
36

 

However, this is just an example for a developmental problem over West Papua 

territories that caused by Freeport operations in mining gold and copper. Indeed, 

Freeport’s operations have made developmental problem among West Papuans 

and over its territories. 

1.2.1 Research Limitation 

 This research emphasizes on the West Papuans development based on 

some measurements of development, which are GDRP (Gross Domestic Regional 

Product), GDRP Growth Rate, HDI (Human Development Index); Gini 

Coefficient; Poverty Rate, Unemployment Rate and Infrastructure Index. The 

measurements of development consist of the development of West Papua as a 

region (both provinces of Papua and West Papua, Indonesia) and the human 

development (West Papuans). The measurements and reports were officially 

released by BPS (Central Bureau of Statistics) for Indonesian provinces. The 

period of development will be limited from the year of 2005 until 2015 (the last 
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ten years) for a proper range of development in a region. The economic 

development of West Papua as a region will become the author’s main focus in 

this research. As a region, West Papua is still struggling to access their basic 

needs. 

“We (West Papuans) are the poorest province in Indonesia, despite being the richest in 

natural resources. Literacy is very poor – the worst in Indonesia. Health statistics are 

grim. We are suffering an HIV/AIDS crisis with the highest rate of infection in 

Indonesia.”
37

  

On the other hand, Freeport’s operations as the second object of analysis 

will be focused in its mining operations and other contributions to the region. This 

research could further analyze the dynamics of West Papua’s development that are 

affected by Freeport’s operations since its presence in West Papua.  

1.2.2 Research Question 

 This research aims to answer the question of “How do Freeport’s mining 

operations affect the dynamics of West Papua’s development?”. The 

measurement of development is based on GDRP, GDRP Growth Rate, HDI 

(Human Development Index) by UNDP, Poverty Rate, Gini Coefficient, 

Indonesian Infrastructure Statistics and Unemployment Rate and Provincial 

Report for Papua and West Papua provinces released by Central Bureau of 

Statistics. 

 

                                                 
37

 Benny Wenda, “West Papua: my people need Australia’s help before it is too late,” The 

Guardian, accessed on March 7, 2017, 

https://www.theguardian.com/commentisfree/2014/apr/28/west-papua-my-people-need-australias-

help-before-it-is-too-late. 



13 

 

1.3 Purposes of the Research 

 The purpose of this research is to find the effect of Freeport’s operations in 

mining gold and copper to the development West of Papua. The dynamics brought 

by Freeport towards the development of West Papua remains questioned. This 

research aims to give the answer on the effect of Freeport operations in West 

Papua is whether bringing a positive impact the development of West Papua, or 

vice versa.  

1.3.1 Practical Use of the Research  

 This research attempts to offer the explanation on the development of 

West Papua that caused by Freeport’s mining operations. The practical use of the 

research is aiming to be a reference, especially for the Indonesian government 

who is facing the issue of Freeport disputes in terms of its renewal contract of 

work and license to mine the natural resources. Regarding the importance of 

natural resources owned by states, this research could be a reference for other 

cases in managing their natural resources while dealing with the flow of foreign 

capital and investment by MNCs. 

1.4 Literature Review 

 Regarding the context of the dynamics towards West Papuans 

development that is caused by Freeport McMorran’s extractive operations in 

Papua, the author finds three journals that will further support the purpose of this 

research. The first journal in title: The Future of the Indonesian Mining Industry: 

Recommendations to Policy Makers by Indra Pradana. The journal explains that 
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despite the long list of benefits that accrue to the local community, mining sector 

has never been free from attack by various parties which claim that mining brings 

adverse impact to the environment.
38

 Another argument said that mining could 

drain local economic potential.  

 Regarding the anti-mining perspective and proposals that occurred by 

mining operations, this paper argues that there are some problems that could be 

addressed. The first problem is environmental damage which is caused by the 

extractive industries that is highly dependent on the exploitation of non-renewable 

resources. The second problem is the neo-colonialism process by TNCs that made 

third world countries the source of raw materials to be supplied to the developed 

countries without maximum benefits for them. The next problems are related to 

the local people. The problems of human rights violations often occurred towards 

them and they could not get any attention in order to fulfill their interest. 

Additional problem is the ignorance and elimination of local traditional customs 

and settlement of land disputes by armed forces. 
39

 

 The second journal in tittle Freeport’s Grasberg/Ertsberg Mine in West 

Papua, Indonesia by Junji Nakagawa published by APEC Secretariat on 2008. 

The journal argues that mining industry is an activity that directly affects natural 

and human environment over a long period of its operation. Freeport is one of 

many mining industries that were affecting the local community such as workers’ 

safety and also environmental protection. In order to take action regarding this 

                                                 
38
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issue, the Government of Indonesia has to take immediate actions by regulating 

laws for the protection of local indigenous people, environment and land rights for 

local people.
40

 

 The third journal in title Development, Power, and the Mining Industry in 

Papua: A Study of Freeport Indonesia by Rifai-Hasan and published in Concordia 

University, Department of Religion, Canada. In the journal, there are some 

arguments about the impact of Freeport’s operations in Indonesia. During this 

time, the company was involved in human rights violations and gross 

environmental degradation within and around the concession associated with its 

operations.
41

 In results, there are some movements that protested in regards to the 

human rights violations. Since the mid-1990s, increasingly well-organized 

protests by international groups, human rights organizations, national and local 

NGOs have forced Freeport to direct a new course by undertaking a number of 

social investment projects.
42

 Thus, this journal discusses the current social 

responsibilities of Freeport by examining its impact on the resources and assets 

with which it come into part of its operation.
43

 

 On the journal, it’s argued that after 1996, it is fair to say that Freeport has 

contributed in investment to generate development and reduce poverty in Papua. 

After the fall of the New Order regime in 1998, there are some differences from 

the government of Indonesia’s policy. A call by a parliamentary commission for 

                                                 
40
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renegotiation of the Freeport contract with a more equitable distribution to 

Indonesians ended with the company’s offer to double the royalties it paid to the 

government.
44

 It seems that Freeport has been able to sustain its influence within 

the new democratic Indonesia.
45

 

 In 2001, Indonesian parliament passed a law on autonomy for Papua 

which results a higher income from mineral wealth and wider jurisdiction and 

greater authority for the province and Papuan society to manage its own affairs. 

However, Freeport’s direct and indirect contributions have produced a ‘‘multiplier 

effect’’ in the Papuan economy, spurring additional employment, wages, 

purchases, and economic activity.
46

 These policies are expected for a better 

contribution to reduce structural problems for local people and environment. 

 To conclude this literature review, the three journals have explained the 

impact of mining industry and one of the examples is the impact of PT Freeport 

Indonesia’s extractive operations in West Papua to the local people and the 

environment. Aside from the arguments among the previous scholars who argued 

that extractive industries including Freeport has never been beneficial for the local 

people and the environment, this paper is attempting to find another impact of 

Freeport’s mining operations to the development of West Papua. The author will 

try to build the dynamics of the development through the measurement of GDRP, 

GDRP Growth Rate, HDI, Poverty Rate, Gini Coefficient, Infrastructure Index 

and Unemployment Rate in relations to Freeport mining operations in West 
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Papua. Moreover, the dependency theory will be the main theory as the tool of 

analysis to further answer the research question in this research.  

1.5 Theoretical Framework 

 Referring to the topic, this research is a part of International Relations 

study. The study of IR covers wide range of multidisciplinary aspects, in which 

this research is included as international political economics, with state and MNC 

as the subject of analysis as parts of it. In regards to analyzing this research, the 

author has shaped the path of thinking by using one theory and several concepts.  

Dependency Theory – Andre Gunder Frank 

The IR approach that suits with this research is the dependency theory. In 

his book The Development of Underdevelopment (1970), Andre Gunder Frank 

stated that metropolis-satellite structure serves as an instrument to gain capital or 

economic surplus to the world metropolis of which all are satellites, and will 

further maintain the monopolistic structure and exploitative relationship of this 

system.
47

 These metropolis-satellite relations are not limited to the imperial or 

international level, but penetrate and structure the very economic, political, and 

social life of the colonies and countries.
48

 Furthermore, Frank argued that 

underdevelopment was and still is generated by the very same historical process 

and structural approach which also generated economic development: the 
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development of capitalism itself.
49

 Moreover, it can lead to better development 

theory and policy by generating a hypothesis. Frank’s hypothesis stated that in 

contrast to the development of the world metropolis which is no one’s satellite, 

the development of the national and other subordinate metropoles is limited by 

their status.
50

 

In the context of this research, the monopolistic structure and exploitative 

relationship can be found from the monopolistic and satellite actors. The 

monopolistic structure is built from the Freeport McMorran through PT Freeport 

Indonesia as the monopolistic actor that gains capital to run its business and West 

Papua as the satellite actor that becomes the source of raw materials.  The 

expansion of Freeport McMorran to Papua created a monopolistic structure which 

further created an exploitative relationship between them. 

“With respect to the political theories in this realm dependency theory has been 

especially critical of the prevalent state-centered orientation; it has been argued that 

the state is simply not the dominant form of organization in international politics, 

since the fundamental economic substructure of the international system determines 

what happens in the relations among states.”
51

  

 

There has been a changing orientation from state-centered into other actors 

that emerged. During the post-World War II era, dependency theorists have 

argued that international capitalism has expanded to such an extent that real power 
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is driven by multinational corporations and merchant banks, which are the 

present-day manifestation of finance capitalism.
52

 

Furthermore, dependency theory is concerning the correlation between 

economic development and underdevelopment.  

“Economic development and underdevelopment are the opposite faces of the same 

coin. Both are the necessary result and contemporary manifestation of internal 

contradictions in the world capitalist system. Economic development and 

underdevelopment are not just relative and quantitative, in that one represents more 

economic development than the other; economic development and 

underdevelopment are relational and qualitative, in that each is structurally different 

from, yet caused by its relation with, the other". “
53 

In the world capitalist system, international trade is the vehicle of 

exploitation through the unequal exchange of products between core and 

periphery value is said to be transferred from the latter to the former. Frank also 

added that the exploitation is sheltered by some political alliance which is built 

from the sector of the local monopoly bourgeoisie (the comprador), integrated into 

international capital and increasingly produces for the foreign market.
54

  

Additionally, Multinational Corporations are influencing the exploitation 

in order to gain their profit. There will be transfer of surplus that harms the 

periphery. Dependency theory has argued that the investments from multinational 

corporations have led to a continuous flow of capital towards the core countries 

and will further lead to a net outflow of capital from the developing countries, 

since the corporations have a tendency to 'repatriate' the profits they make in the 
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periphery.
55

 This theory will be used as a tool of analysis between actors that not 

limited to state actors in the context of economic development and 

underdevelopment.  

Furthermore, the author uses the definition of MNCs for a common 

understanding for MNC as a non-state actor in international politics. 

“According to Spero and Hart (1999) a multinational corporation (MNC) is a business 

enterprise that maintains direct investments overseas and that upholds value-added 

holdings in more than one country. An enterprise is not truly multinational if it only 

operates in overseas or as a contractor to foreign firms. A multinational firm sends 

abroad a package of capital, technology, managerial talent, and marketing skills to 

carry out production in foreign countries.”
56

 

 

OLI – John Dunning 

The first concept that could be used to explain the MNCs to go abroad is 

the electic or “OLI” approach to the study of Foreign Direct Investment (FDI) 

that was developed by John Dunning. This approach could analyze the underlying 

reason of the emerging of MNCs (Multinational Corporations) or MNEs 

(Multinational Enterprises). By using this concept, we could see how MNCs’ 

intention and motivation to do their business outside their headquarters. 
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“OLI” stands for Ownership, Location, and Internalization, three potential 

sources of advantage that may underlie a firm’s decision to become a 

multinational.
57

 These three components are used to analyze each of the aspect 

from MNCs within their operations/intention. Ownership becomes the 

fundamentals of MNCs’ decision to go abroad from its headquarters which 

differentiate them with an internal corporation in a state. Ownership advantages 

address the question of why some firms but not others go abroad, and suggest that 

a successful MNC has some firm-specific advantages which allow it to overcome 

the costs of operating in a foreign country.
58

 

Second, the location is in accordance with the ownership, which where the 

exact the location to go abroad. Locational attractions explain for undertaking the 

value adding activities of MNC to exploit their specific advantages by looking at 

the conditions of the locations. Lastly, internalization advantages explain how a 

firm decides to engage in FDI rather than license foreign firms to run their 

businesses.  This situation is driven from the greater net benefits of internalizing 

cross-border intermediate product markets, rather than trading off the savings in 

transactions, hold up and monitoring costs of a wholly-owned subsidiary, against 

the advantages of other entry modes such as exports, licensing, or joint venture, 

the more likely a MNC to engage in foreign production.
59

 The concept of OLI 

could explain Freeport McMorran’s expansion through its extractive operations in 

Papua. 

                                                 
57

 J. Peter Neary, “World Economy FDI: The Oli Framework,” University of Oxford and CEPR: 

(1) 
58

 Ibid. 
59

 Ibid. 



22 

 

Measurement of Development Method 

There are a lot of methods to measure the development of a region. This 

paper will use some concepts to measure the development of West Papua’s 

regional economics as well as the development of West Papuans. The first concept 

that is to be used in this research is the Gross domestic product (GDP), which is 

the total market value of the goods and services produced by a country’s economy 

during a specified period of time and includes all final goods and services—that 

is, those that are produced by the economic agents located in that country 

regardless of their ownership and that are not resold in any form. It is used 

throughout the world as the main measure of output and economic activity.
60

 This 

research will only use the GDRP (Gross Domestic Regional Product) of West 

Papua region that included as part of Indonesia. Moreover, in order to measure the 

‘real economic growth rate’, the GDRP Growth Rate within a state or a region 

could be used. Real Economic Growth Rate is the rate at which a nation's Gross 

Domestic product (GDRP) changes/grows from one year to another. GDRP is the 

market value of all the goods and services produced in a country in a particular 

time period.
61

  

The next concept is Human Development Index (HDI) by United Nations 

Development Programme as the measurement for people’s socio-economic 

conditions within a region. The HDI was created to emphasize that people and 
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their capabilities should be the ultimate criteria for assessing the development of a 

country, not economic growth alone.
62

 The purpose of this measurement is for a 

comparison between one country’s policy and development to another. The 

Human Development Index (HDI) is a summary measure of average achievement 

in key dimensions of human development: a long and healthy life, being 

knowledgeable and have a decent standard of living.
63

 

“The health dimension is assessed by life expectancy at birth; the education 

dimension is measured by mean of years of schooling for adults aged 25 years and 

more and expected years of schooling for children of school entering age. The 

standard of living dimension is measured by gross national income per capita. The 

HDI uses the logarithm of income, to reflect the diminishing importance of income 

with increasing GNI. ”64
 

On the other hand, Gini Coefficient could be another concept used to 

measure the inequality of West Papua as a region. Antonio Cabrales, a professor 

of economics at University College London argued that Gini Coefficient provides 

an index to measure inequality to compare how the distribution of income in a 

society compares with a similar society in which everyone earned exactly the 

same amount, when the measured between 0, where everybody is equal, and 1, 

where all the country’s income is earned by a single person.
65

  

Furthermore, based on Oxford Dictionaries’ definition, infrastructure is the 

basic physical and organizational structures and facilities (e.g. buildings, roads, 
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power supplies) needed for the operation of a society or enterprise.
66

 The author 

will use the road infrastructure in West Papua as the indicator in measuring the 

development of infrastructure in the region.  

In order to analyze West Papuans’ social-welfare condition, the author will 

further use the concept of Unemployment Rate, which is the number of 

unemployed people as a percentage of the labor force, where the latter consists of 

the unemployed plus those in paid or self-employment.
67

 Lastly, the concept of 

Poverty Rate will complement the social-welfare condition within West Papuans. 

Poverty Rate is the ratio of the number of people who fall below the poverty line 

and the total population; the poverty line is here taken as half the median 

household income.
68

 

1.6 Research Methods and Data Collection’s Technique  

 The research method that will be used by the author is qualitative research 

method. Qualitative research begins with assumptions and the use of 

interpretive/theoretical frameworks that inform the study of research problems 

addressing the meaning individuals or groups ascribe to a social or human 

problem.
69

 Furthermore, the qualitative paradigm assumes that reality is socially 
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constructed and it is what participants perceive it to be.
70

 The methods that the 

author plans to use will provide the data which needed to answer the research 

question. In conducting the qualitative research methods, the factors that are 

needed to analyze the development of West Papua based on the dimensions of a 

long and healthy life, being knowledgeable and have a decent standard of living. 

This research will gather the data from medias and institutions in order to get the 

objective results for this research and further be analyzed throughout the 

following chapters. 

1.6.1 Data Collection’s Technique 

 The author will collect the data through valuable sources from documents 

in which will gather the data from private and public documents and other 

archival sources. Documents consist of public and private records that qualitative 

researchers obtain about a site or participants in a study, and they can include 

newspapers, minutes of meetings, personal journals, and letters.
71

 Examples of 

public documents are minutes from meetings, official memos, records in the 

public domain, and archival material in libraries, on the other hand private 

documents consist of personal journals and diaries, letters, personal notes, and 

jottings individuals write to themselves.
72

 The author will gather the public 

documents mainly from the Central Bureau of Statistics Indonesia (BPS) for HDI 

(Human Development Index) annual provincial report. Moreover, the author will 
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gather the private documents of PT Freeport Indonesia from its official website: 

www.ptfi.co.id/id for extractive and other operations in Papua and other scholars’ 

journals. Additionally, the data from several medias that official report regarding 

the issues of West Papua’s development and Freeport mining operations will also 

be provided.  

 After gathering the data, the author will construct the validation through 

triangulation of the data from the multiple sources. The process of triangulation 

involves corroborating evidence from multiple and different resources to shed 

light on a theme or perspectives.
73

 The purpose of triangulation method is to 

ensure that the research findings will be accurate because the information is 

gained from multiple sources of information, individuals, or processes.
74

 Lastly, 

the author will jump into a conclusion from the research findings and support the 

analysis of this research.  

 

 

 

 

 

 

                                                 
73

 John W. Creswell, “Qualitative Inquiry and Research Design,” p. 208. 
74

 John W. Creswell, “Educational Research Fourth Edition,” p. 259. 

http://www.ptfi.co.id/id


27 

 

1.7 Thesis Structure  

 This research is emphasizing on the dynamics of West Papua’s 

development in relations to Freeport mining operations in Papua. This research 

aims to answer the question of how does Freeport affect the development and 

spatial inequality over West Papua territories in Indonesia. Moreover, this 

research is structured as follows: 

 Chapter one elaborates the research background, research identification, 

research limitation, literatures review, theoretical framework and thesis 

structure throughout the whole thesis. In order to elaborate the issue in this 

research. 

 Chapter two elaborates the development of West Papua based on GDRP, 

GDRP Growth Rate, Human Development Index (HDI); Gini Coefficient; 

Poverty Rate, Unemployment Rate and Infrastructure Index provincial 

report from 2006-2016.  

 Chapter three explains Freeport operations in Papua include its mining 

operations and its contribution for the region and local people of West 

Papua.  

 Chapter four could analyze the dynamics between the effects of Freeport 

operations in West Papua with the development of West Papua region 

based on the measurement.  

 Chapter five will conclude the entire results of this research from chapter 

one to chapter four. 
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