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Automakers must source critical minerals from the United States or free trade agreement (FTA) 

countries to qualify for the In�ation Reduction Act’s $7,500 tax credit for electric vehicles. While 

the tax credit is likely to be signi�cantly altered, or eliminated altogether, under the Trump 

administration, the history of the tax credit sheds light on potential supply chain vulnerabilities for 

the US and ways to address them through critical minerals agreements. And ultimately, it would 

not be in the interest of US automakers, aside from Tesla, to abolish the 30D tax credit, since 

abolishment would make it more di�cult for automakers such as Ford, GM, and Stellantis to build 

global competitiveness in the EV transition.  

The United States has FTAs with 20 countries, including key battery supply chain countries like 

Chile and South Korea. However, several countries in the battery supply chain do not have FTAs 

with the United States. Japan, a key ally, does not, and its exports would, as a result, not comply 

with the content requirements in the In�ation Reduction Act (IRA). To remedy this, the United 

States and Japan quickly signed a free trade agreement limited to critical minerals in March 

2023. The critical minerals agreement (CMA) was born.1 While it �nds it origins in the IRA, the 

conduct of issue-speci�c trade agreements can help US supply chain resilience under a Trump 

administration as well.
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This type of agreement was heralded by some as sensible2 because it takes into account the reality 

of global supply chain challenges. Others questioned whether this action was consistent with the 

intent of the IRA.3 If the goal is to incentivize downstream (e.g., battery and EV) competitiveness 

of US �rms, then having more resilient and secure global supply chains is clearly important. With or 

without the 30D subsidy, this objective is also of relevance for the Trump administration to make US 

automotive companies again globally competitive throughout the EV transition, ideally with some 

form of reward for more responsibly mined minerals, as this would favor Western mining companies 

over Chinese projects that often have lower ESG standards.

Indonesia, a leading producer of nickel and cobalt, is another key country in the battery supply 

chain without an FTA. Following the Japan agreement, Indonesia proposed a similar critical 

minerals agreement.4 Former Indonesian President Joko Widodo, known as Jokowi, reiterated this 

desire to Vice President Kamala Harris5 and then to President Joe Biden at the White House.6 The 

two countries have not signed an agreement, but reports suggest consultations continue.

If eventually concluded, the agreement would likely have to be very di�erent from the Japanese 

agreement. Indonesia is a major producer of raw critical minerals, while Japan is not. The 

agreement would therefore need to include strong labor and environmental standards, as they 

are relevant to nickel and cobalt production. The potential agreement has already drawn criticism 

from a bipartisan group of senators7 and leading environmental and labor NGOs.8 Domestic and 

allied nickel producers will also likely criticize any agreement that allows trade in nickel without 

accompanying level-playing-�eld measures in terms of environmental and social standards. 

But despite these challenges, an agreement could be mutually bene�cial and a geopolitical 

success for the United States, since Indonesia’s critical minerals sector is currently heavily in�uenced 

by Chinese companies.

This commentary addresses the importance of Indonesian nickel supply to US climate goals, and 

why a US-Indonesia critical minerals agreement could be bene�cial for both countries. However, 

such a CMA would hinge on mechanisms that can address the many environmental and labor 

challenges associated with most Indonesian nickel mining and processing. Integrating such 

standards in issue-speci�c critical minerals trade agreements can go a long way to increasing the 

resilience of US supply chains, lowering US reliance on China, and protecting domestic build out of 

critical minerals projects.

The commentary discusses options that currently exist in trade agreements, and highlights that 

these are rather weak and likely insu�cient to truly incentivize responsible mining, unless they are 

redesigned. One notable exception is an environmental rapid response mechanism, which could 

give the US leverage on how the CMA would apply to mines with di�erent standards.
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The focus of this commentary is environmental issues and does not specify labor issues, solely 

because labor issues are not the area of expertise of the author, not because they are any less 

important. In fact, several prominent o�cials who will feature in the next Trump administration 

have supported provisions on traceability and against forced labor.9 Moreover, clear models of 

what strong labor provisions can look like already exist in trade agreements such as the United 

States-Mexico-Canada Agreement (USMCA) of 2020.10 This commentary presents an analysis of 

half of the challenge, the environmental one, but the other half, labor standards, will need to be 

included in any adequate CMA as well.

Why Indonesia and the United States Could Bene�t 
from a CMA

Indonesia banned the export of raw nickel ore in 2020 with the goal of localizing the value-added 

segments of the battery supply chain. Investment soon picked up. An estimated $30 billion in 

Chinese investment has �owed into nickel projects, especially in high pressure acid leaching (HPAL) 

facilities.11 While HPAL has signi�cant environmental impacts (see below), the technology allows 

for the extraction of battery grade nickel and cobalt from low grade nickel laterite ores found 

in Indonesia. Indonesia is now the largest nickel producer in the world, producing 55% of global 

nickel in 2023, up from only 16% in 2017. And its market share could continue to grow. Indonesia’s 

signi�cant supply of low-cost nickel is putting downward pressure on the metal’s price, forcing 

higher-cost nickel projects in Australia to halt production as demand wavers.12  

Additionally, Indonesia is projected to become the second largest producer of cobalt this year, 

behind the Democratic Republic of the Congo (DRC).13 The United States does not have an FTA with 

the DRC. 

Nickel and cobalt are needed for “nickel-rich” lithium-ion batteries such as nickel-manganese-

cobalt (NMC) batteries. Compared to lithium-iron-phosphate (LFP) batteries, which do not contain 

nickel, nickel-based batteries have higher energy density, which equates to a longer driving range 

per charge. American automakers, including Tesla, have used nickel-based batteries for several of 

their vehicles.14 Ford invested in an Indonesian nickel project in 2023.15 Nickel-based batteries are 

more expensive than LFP batteries, but the downward pressure on nickel prices from Indonesian 

supply has improved their cost competitiveness with NMC batteries. For US original equipment 

manufacturers (OEMs) that produce their highest value models based on NMC batteries, this is a 

welcome trend that strengthens their margins and allows them to build an EV manufacturing base 

to compete globally.

Conversely, investors and companies producing cleaner sources of nickel are likely to oppose a US-
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Indonesia agreement, as they would not be able to compete with HPAL nickel. However, Benchmark 

Mineral Intelligence stated that without Indonesian nickel “the US currently does not have enough 

supply coming from its free trade partners to make up for its demand.”16 The company �nds that 

incentivizing nickel production and processing at home and with existing FTA partners will not lead 

to su�cient supply to cover demand from battery and EV producers.

Access to nickel and cobalt is also important because the US has less access to LFP batteries. More 

than 90% of LFP cathode manufacturing capacity is located in China, which also has the strongest 

LFP technological know-how.17   

Geopolitics is a major impetus for a potential CMA. Over 80% of Indonesian nickel is produced by 

majority-Chinese-owned companies.18 As the United States tries to counteract China’s in�uence 

in the region and its dominance in the clean energy supply chain, a stronger relationship with 

Indonesia is vital. While the foreign entities of concern (FEOC) guidance in the IRA now excludes a lot 

of Indonesia’s nickel production capacity because of the sizable Chinese footprint, future projects 

in Indonesia with a smaller Chinese footprint are possible. If Indonesian minerals of the highest ESG 

standards are made IRA compliant through the CMA, or rewarded in other ways under the Trump 

administration, US and allied investment will likely �ow into more responsibly produced nickel.

Challenges to a US-Indonesia CMA 

Signi�cant environmental, labor, and trade issues with Indonesian nickel hamper the signing of a CMA. 

In October 2023, a bipartisan group of senators sent a letter to the Biden administration expressing 

such concerns over a CMA.19 The Sierra Club, NRDC, and Greenpeace USA joined other NGOs in 

another letter, which urged the administration to include strict environmental and labor regulations 

in any trade agreement.20 The delay in any agreement suggested that the Biden administration 

understood those concerns. A senior o�cial in the Biden administration said the agreement would 

have to be in “accordance with the highest of labor and environmental standards.”21 

Additionally, it is di�cult to have a free trade agreement when one country has an export ban 

that is already being challenged at the World Trade Organization. Indonesia’s ban on raw nickel 

exports has been successful for them22 (and is being emulated23), but it is not in line with a free 

trade agreement.24 The group of senators mentioned above called the policy “antithetical” to  

free trade. 

Environmental Challenges

Three key environmental challenges have been created by Indonesian nickel production that 

would need to be regulated against in a CMA. Such regulations would need to ensure Indonesian 
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nickel meets high standards for IRA compliance, and in turn would shield other nickel producers 

that comply with higher social and environmental standards from unfair competition. The main 

environmental challenges of Indonesian nickel mining and processing involve deforestation, tailings, 

and carbon emissions.

Deforestation

Laterite nickel in Indonesia is found in low-grade, widespread deposits that require surface mining 

on pristine land, causing extensive deforestation. One report estimates a New York City size area 

of tropical forests has been cleared on nickel mining concession land.25 Some mining companies 

have turned to reforestation to mitigate the impact on the local community. For example, Trimegah 

Bangun Persada, which owns a 45.1% stake in the Halmahera Persada Lygend HPAL project, says it 

has promptly restored mined land to its original forested state to minimize environmental impact.26  

Tailings

HPAL technology generates signi�cant tailings (byproduct waste and water) containing sulphuric 

acid and other pollutants. The challenge for Indonesia is not only reducing those tailings but also 

managing them in the short term. Tailing management includes three options: oceanic disposal, 

dry-stacking, or conventional tailing dams. Oceanic disposal is prohibited in Indonesia,27 but there 

are reports and images of waste runo� �owing into the ocean, polluting the water and impacting 

the local ecosystem.28 This indicates a low level of enforcement of environmental measures (see 

below). Dry-stacking, which involves �ltering much of the liquid content from tailings and is the 

process most used by Indonesian companies, is complicated by frequent rainfall in Indonesia, 

which can lead to spills.29 A lack of hard rock to secure tailing dam walls increases the risk of their 

collapse, which is exacerbated by Indonesia’s position in a seismically active area. This unfortunate 

combination of factors makes tailings management in Indonesia di�cult and increases the 

chances of an environmental disaster. 

Carbon Emissions

A considerable amount of electricity is required to process laterite nickel ore into Class 1 nickel 

(which is battery grade). In Indonesia, this electricity is often generated by coal-�red power plants. 

Global Energy Monitor data reveal that captive power for all industrial parks currently makes up 15% 

of the country's coal power output, which is set to increase to 24% with the completion of all projects 

underway. There are current plans to grow coal power capacity by 9,510 megawatts to support a 

minerals industry focused on nickel and aluminum.30 In recent years, facing increasing pressure from 

customers, some miners are switching to renewable energy. A study by the International Finance 

Corporation suggests that renewables could cut emissions by about 20% in HPAL plants.31 
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Next Steps for a CMA

2024 has been an important election year for both Indonesia and the United States. In February, 

Indonesia elected a new president, Prabowo Subianto, who has already stated he will continue 

Jokowi’s nickel policies.32 An agreement with the United States is still a goal for Indonesia, and it could 

be for the Trump administration if the goal is to strengthen US supply resilience for nickel and cobalt.

The United States likely does not have the luxury to back away from the largest producer of nickel 

if it is serious about being competitive in battery and EV production and chipping away at China’s 

market domination in the battery supply chain. A larger US presence in Indonesia and the supply 

chain would increase the global level of responsible nickel production and diversify the market. In 

the meantime, the US government can actively support nickel miners at home with purchasing 

agreements, so that their production is secured with a reliable o�take. The answer need not be 

either Indonesian nickel or incentivizing domestic production, but both.

Alongside a focus on nickel production within the US, the next administration could use the CMA 

as an opportunity to raise the environmental standards for mining in Indonesia and thereby serve 

as a model for other nations as well. After Jokowi’s White House visit, the Indonesian government 

stated that it planned to introduce nickel tracing, which would give purchasers a detailed overview 

of where nickel materials came from and where they were processed. The Biden and Jokowi 

governments intended to push producers to get certi�cations on reputed mining standards.33 This 

means the new Trump administration can continue to push for higher standards and make them 

enforceable in the trade agreement. In an industry without agreed upon standards, this would be a 

strong signal.

While Indonesia’s export ban is potentially problematic, the US may need to accept a certain 

amount of resource nationalism in that country. Much of the nickel processing happening in 

Indonesia would be taking place in China if not for the export ban, reversing the welcome 

diversi�cation of processing power of critical minerals. The United States could place some 

restrictions on this ban as part of the agreement; the Indonesian government would be unlikely to 

agree to remove the ban altogether but may be willing to limit it to the earliest parts of the supply 

chain: extracting and processing. If the EV tax credit survives, stronger FEOC regulations related to 

it will likely ensure that Chinese companies do not overwhelmingly bene�t from the CMA. That, in 

combination with high environmental standards, can allow more nickel to reach North American 

battery and EV producers without necessarily harming the development of domestic production 

and processing capacity, especially if the US government steps up its industrial policy in support of 

domestic production.
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Options for Higher Environmental Standards  
in a CMA

Environmental standards in current free trade agreements of the US and EU are relatively 

weak, and are unable to respond to the speci�c grave environmental concerns outlined above. 

Agreements have included some of the following:

 ● Requirements to conduct environmental impact assessments (EIAs), and their public disclosure

 ● �Compliance with multilateral environmental agreements

 ● Commitment to implement domestic environmental laws 

 ● �Commitment to cooperate to develop international standards and implement best standards

 ● Outlining speci�c environmental concerns and commitment to action

Even if this list looks fairly exhaustive, such environmental commitments are often aspirational 

and vague, with limited enforcement and dispute settlement mechanisms to sanction 

noncompliance. Moreover, these provisions are not particularly well tailored to some of the major 

challenges in the mining of critical minerals, as discussed above. Integrating de�nitive language 

in a CMA would send a strong signal to investors and producers, but also be relatively new in free 

trade practice.

The following recommendations regard the wording or proposals that can be included in a US-

Indonesia critical minerals agreement, and adopted for future CMAs with other countries. This list 

is feasible and �nds its origins in current trade agreement practice. As mentioned, however, that 

practice is weak; it would take a political decision at the top to start changing environmental 

provisions into something more substantial and enforceable.

1. OECD Handbook on Environmental Due Diligence in Mineral Supply Chains

President Biden expressed support for Indonesia to initiate the process to become an OECD 

member.34 In line with Indonesia’s potential accession, the trade agreement can state that parties 

promise to adhere to the principles and guidelines expressed in the OECD.35 The joint US-Indonesian 

environmental complaint committee mentioned below could help ensure that the projects adhere 

to the guidelines.

2. Environmental Impact Assessments

The US and EU have included environmental impact assessments in trade agreements. A US-
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Indonesia CMA could mandate that Indonesia conduct EIAs for every minerals project, including 

public disclosure of data related to the projects. Public EIAs would allow OEMs and battery 

manufacturers to create partnerships with the most environmentally friendly projects and pressure 

projects with poor environmental standards to improve their performance. The strength of such 

provisions of course depends on whether consumers ultimately have access to a comprehensive 

review of the supply chain. This cannot be addressed solely in CMAs, but would require larger US 

engagement with standard setting bodies and battery passport initiatives. Note that not all EIAs 

are the same. In the US, under the National Environmental Policy Act (NEPA), EIAs for major federal 

projects do not require that the EIA proves an absence of certain environmental impacts, but 

rather requires EIAs to document the impacts. NEPA EIAs thus do not require projects to adopt 

the least environmentally impactful alternatives.36 While EIAs that required proving an absence 

of certain impacts would be stronger, it seems unlikely that they can be included in a CMA if the 

environmental legislation of the US itself does not yet require it.

3. Creation of US-Indonesian Environmental Rapid Response Mechanism

The rapid response mechanism in the USMCA provides any interested party the opportunity to 

petition the US government to start a case on the basis of su�cient, credible evidence that workers’ 

rights are being denied at a speci�c facility, and outlines a process for resolution at that facility. This 

is helpful because it addresses speci�c violations and could be a model in other areas, including the 

environment. The CMA can create a joint US-Indonesia committee to investigate environmental 

complaints against speci�c mining or processing projects. The details and mandate of such a 

committee would ensure that if there are violations to the basic tenants of the agreement, the US 

can initiate a formal complaint. 

4. Commitment to Enforce Current Environmental Standards

The local Indonesian NGO “Mining Advocacy Network” has questioned the government’s political 

will to enforce current environmental standards for mining and processing.37 Indonesia can be 

incentivized to commit to current environmental standards and increase public awareness 

of existing standards through speci�c language in the CMA, which also links an absence of 

compliance with the potential interruption or suspension of the CMA.

5. Cooperation to Develop International Standards and Implement Best Standards

It would be an extremely meaningful signal for the United States, a leading mineral user, and 

Indonesia, a leading mineral producer, to agree to develop international standards related 

to mining and processing. These standards could also involve capacity building and technical 

assistance support from the US. Because �nancial support would likely require sustained 
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appropriations from Congress, it is important to conduct the next CMA with congressional support, 

as opposed to the US-Japan CMA that was negotiated at the executive level.

6. Net-Positive-Impact

The CMA could require projects have a net-positive-impact type of hierarchy. Such a structure 

would involve avoiding and minimizing impacts, restoring and rehabilitating land and biodiversity, 

and eventually o�setting residual impacts—while striking the right balance so it does not become 

impossible to comply with.

7. Review and Termination

The US can use the CMA and the ability to review/terminate the agreement to incentivize higher 

standards, including their enforcement. The Japan CMA allows for either party to terminate the 

agreement at any time.

8. Creation of a Standard Setting System for the CMA to Support Sustainable Practices

The creation of sustainability standards would be a novel approach for FTAs and the critical 

minerals industry, however, it could be an e�ective way to guarantee that the CMA is limited 

to sustainable projects. The US and Indonesia would have to agree to a certain standard or 

benchmark. They could work with organizations like the Initiative for Responsible Mining Assurance 

(IRMA), which uses impact-based reporting to assess best-in-class projects. Or the CMA could base 

the certi�cation on recommendations of a joint US-Indonesia scienti�c committee.

To improve environmental practices, the creation of standards could, for example, allow CMA 

bene�ts to be limited to:

 ● Locations that meet a speci�c sustainability standard for operations or tailings management.

 ● Projects that have committed to a pathway for reducing coal-�red power in their operations. 

This could be based on scienti�c targets or an alternative time-bound commitment to process 

nickel in facilities that use an increasing share of low-carbon electricity.

 ● Projects that meet a “best-in-class” standard with respect to carbon emissions, i.e., that lower 

their carbon emissions to the industry average in the production of Class 1 Nickel, which includes 

sul�de ore processing that incurs much lower emissions.
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