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1. Introduction: the Context – Global and Local

20 months into the Covid19 crisis the immediate outlook is highly uncertain.

The Covid19 crisis is unique and, while different, ranks with Indonesia’s two 
major earlier crises, of 1965-66 and 1997-99.

The global economic and political environment is volatile and potentially 
dangerous. 

In part because the global architecture has not (so far) delivered cooperative 
and inclusive outcomes for the developing world. Many poor countries are 
essentially ‘on their own’. (Slides.)

3



4

The end of economic convergence, except for developing 
Asia (especially China)?



A very unequal crisis: I. fiscal stimulus measures in rich and poor 
countries
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A Very

Unequal

Crisis:

II. Vaccine

Inequality
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1. The Context – Global and Local (cont)

Major global institutions (WHO, WTO) need to be reinvigorated.

Not yet clear whether Asia’s regional architecture (APEC, CMIM, etc) is able to 
play a significant role in times of crisis.

The global challenges are especially serious if the two global superpowers are 
unable to resolve their escalating economic and strategic disputes, and they 
force the ROW (even major economies such as the EU and Japan) to have to 
choose between a China- and US-centred sphere.

(In such an eventuality, ASEAN may well be a crucial ‘swing’ actor. Perhaps it is 
also the most effective vehicle through which Indonesia can elevate a global 
reform agenda for the ‘South’, including via the G20?)
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2. Three General Propositions

First, a world of ‘Radical Uncertainty’ (Kay & King), of ‘unknown unknowns’.

Relevant for thinking about international financial markets, pandemics, ‘off-the-
scale’ climate emergencies, sudden and unanticipated changes in the US Fed’s 
policies, technological innovations, and much else.
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2. Three General Propositions (cont)

Second, if countries wish to restore economic dynamism and rising living 
standards, a major policy ‘Reset’ (Ross Garnaut) is necessary.

So a return to BAU scenarios is not a feasible or desirable option.

Not feasible: there has been a sharp increase in debt, requiring major fiscal 
consolidation; rising inter- and intra country inequalities need to be addressed 
(urgent anyway pre-Covid to avoid a return of ‘Trumpism’); and economic, 
social and epidemiological buffers need to be put in place for the next ‘unknown 
unknown’ event.

Not desirable (for Indonesia): economic performance was moderately strong 
2000-19, but arguably below potential (see below).
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2. Three General Propositions (cont)

Third, crises also create opportunities: a rising sense of community urgency 
enables governments to more easily take difficult decisions.

Deepak Lal and Hla Myint:

“Turning points (in economic policy) are invariably associated with 
macroeconomic [and other] crises.”

Reform may be difficult. But Indonesia’s political economy history has examples 
of major and successful policy reforms in difficult times, for example, the late 
1960s, mid 1980s, and after the AFC. 

And it’s important not to forget the Indonesia’s past economic successes, which 
were driven by political will and ‘good policy’ (table).

Nor its serious but comparatively mild Covid impacts in 2020 (table).
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The 2008 Growth Commission asked, ‘How common is rapid 

sustained growth?’

A relatively rare phenomenon – only 13/of about 150 countries in last 100 years 

China 1961-2010

Hong Kong 1960-1997

Indonesia 1966-1997

Japan 1950-1983

Korea 1960-2001

Malaysia 1967-1997

Singapore 1967-2002

Taiwan 1965-2002

Thailand 1960-1997

Botswana 1960-2009

Brazil 1950-1980

Malta 1963-1994

Oman 1960-1999
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Comparative Covid-19 Impacts
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3. The Way Forward: Elements of a Reform Agenda

Some tentative thoughts

i) Governance and institutions

Indonesia’s ranking on various governance indicators has generally been rising 
this century. 

The rankings approximate the country’s per capita income ranking. 

Like all countries, an ongoing reform agenda in many areas: the bureaucracy, 
the legal system, central-local government relations, fostering greater trust in 
government, independent checks on government, etc.

No ‘quick fixes’ available.
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3. The Way Forward: Elements of a Reform Agenda (cont)

ii) The macroeconomic policy framework

A major success story in the democratic era.
Stood up well in the pandemic (as ‘fundamentals’ predicted, see graph).
So as the economy recovers, debt will be manageable, and there is a very 
strong case for a return to the pre-Covid policy framework, of the Fiscal Law 
(3% cap on budget deficits) and independent central bank. 
So-called MMT is an unlikely alternative.

While also recognizing that good macro is a necessary but not sufficient 
condition for successfully managing a pandemic.
As illustrated for example by the Philippine experience: 
See Monsod & Gochoco-Bautista (2021), ‘Rethinking “Economic Shocks” in an 
Era of Global Physical Shocks: Insights from the Philippine Experience with 
Covid-19’, Asian Economic Papers. 
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Pre-Crisis Macroeconomic Vulnerability Indicators
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3. The Way Forward: Elements of a Reform Agenda (cont)

ii) The macroeconomic policy framework

Major ongoing challenges. For example:

1. Enhanced tax effort, lifting the very low tax/GDP ratio.

Improved tax administration arguably more important than a sweeping redesign 
of the tax system (at least in the short-medium term)?

See Basri, Felix, Hanna, Olken (American Economic Review, 2021), ‘Tax 
Administration vs Tax Rates: Evidence from Corporate Taxation in Indonesia’. 

2. More efficient resource mobilization, particularly domestic financial 
deepening and greater reliance on FDI. So that deficit financing (both budgets 
and the current account) is less vulnerable to sudden capital exits (slide). 

For related discussion, see Grenville, ‘The International Monetary Fund and 
Capital Flows’, ACDE Working Paper 2021/16.
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3. The Way Forward: Elements of a Reform Agenda (cont)

iii) Staying open

Premises: More open economies generally grow faster (Bhagwati). But 
globalization has to be ‘managed’ (Stiglitz). 

Example: Indonesia has been missing out on export opportunities within East 
Asia’s dynamic global production networks (Athukorala), and labour-intensive 
manufactures in general. (see table) Both have been foundations of rising 
regional prosperity and labour market transformations.

In part occurring because of the restrictive FDI regime (see table).

See also Surianta and Patunru, ‘Repositioning Indonesia in the post-COVID-19 
Global Value Chains’, ACDE Working Paper 2021/17.

Post-Covid opportunities for selective import substitution (eg, pharmaceuticals, 
medical equipment, etc), but caution that not a carte blanche for protectionism. 
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ASEAN: Comparative Economic Openness

21



3. The Way Forward: Elements of a Reform Agenda (cont)

iv) Accelerating the digital economy

The pandemic has accelerated the transition to the digital economy.

It has also exposed the digital divide, between professionals who can work, 
shop and school from home, and those who cannot.

A key policy challenge is to ensure broad and equitable internet access, 
analogous to universal primary and secondary schooling, etc.

How to achieve this goal? Ensuring a competitive market for internet provision, 
including with explicit subsidies as needed and/or community service 
obligations.

Indonesia has achieved much in this area, with Unicorns and earlier Palapa.

But it lags some of its neighbours (see table).
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Comparative ASEAN Internet Service
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3. The Way Forward: Elements of a Reform Agenda (cont)

v) Investing in, reforming the health system

The pandemic has reminded us that societies are only as strong as their 
weakest link. The pandemic adversely impacted on the poor (everywhere).

Particularly relevant to Indonesia’s public health system, which is decentralized 
and underfunded, underpinned by a modest medical education system (table).

No quick fixes for reform of the health care system, but a reminder that a strong 
public system, extending down to village health centres, is the essential 
building block, supplemented by a health insurance system that provides 
universal basic access.

See last week’s ANU Indonesia Update 2021, ‘In Sickness and in Health’,

https://indonesia.crawford.anu.edu.au/news-events/ip-events/indonesia-
update/2021-indonesia-update-sickness-and-health-diagnosing
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Comparative Health Indicators 
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3. The Way Forward: Elements of a Reform Agenda (cont)

vi) Education reform

Indonesia’s education system performs well on several quantitative targets 
(enrolments, basic literacy), and moderately well on gender equity.

But less so on socio-economic equity, dropout rates, quality, and skills 
mismatch. Eg (1) 1/3 of senior secondary schools lack computer access.

Eg (2) 28% of year 12 graduates have grade 1 maths competence; half of 
teachers haven’t passed the teacher competence test.

Why hasn’t increased public spending resulted in improved education 
performance?

See Suryadarma et al, ‘A White Elephant?’

Also the RISE research program, https://riseprogramme.org/

On Covid scarring impacts, see ‘Latin America’s silent tragedy’, Economist, 
June 19, 2021, permanently lost schooling and subsequent labour market 
outcomes, resulting in average lifetime lost earnings of $24,000.
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3. The Way Forward: Elements of a Reform Agenda (cont)

vii) Expanding and reforming social policy

The major driver of poverty reduction is economic growth.

But the ‘growth plus’ policy agenda is also important, especially well-targeted 
conditional cash transfers like the PKH program.

The comparatively small increase in headcount poverty in 2020/21 is 
presumably due to the modest growth decline (2% compared to 13% during the 
AFC) and the emergency cash transfers.

(Assuming the poverty estimates are reliable, when enumerators could not 
enter the field.)

So the policy agenda is back to the pre-Covid era: strengthening the UDB 
(Unified Database); conditionality & targetting issues; expanded coverage 
beyond the ‘B40’ households in times of serious crises; and scaling up as the 
tax base is expanded.

See Suryahadi et al, BIES Survey, forthcoming 2021.
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On Covid and the way forward in Indonesia and 
the region, highly recommended:

Conversation with Professors Mari Pangestu 
and Tikki Pangestu.

See: https://youtu.be/7BcTHT9A1Dw
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Finally, while grappling with the many post-Covid19 
policy challenges, it’s important not to forget the 
existential threat of climate change …
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Thanks for your attention.

Comments very welcome.
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