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Péter Klemensits 

Abstract 

Indonesia is the dominant country in Southeast Asia, and its economic 
development will affect the future of the entire region. Covid-19 also had a severe 
economic impact on Indonesia, but signs of a stable recovery were evident during 
2021, and this was not significantly impacted by the Russia-Ukraine war in the 
spring of 2022. The aim of this analysis is to provide a brief overview of the 
development of the Indonesian economy after the shock of the coronavirus 
outbreak, and to present its prospects in May 2022 in light of the latest data. 

Keywords: Southeast Asia, Indonesia, Covid-19, crisis, economic recovery 

Introduction 

The Southeast Asian region is expected to remain one of the fastest growing 
regions in the world in the coming years, which will also strengthen the central role 
of the Association of Southeast Asian Nations (ASEAN). However, Covid-19 had 
serious consequences, which were felt at both the regional and national levels. The 
development of Indonesia, Southeast Asia’s largest economy, deserves special 
attention in this context, as it is a key contributor to ASEAN’s performance, while 
the challenges facing the nation also highlight the difficulties and future prospects 
of neighbouring developing countries. This analysis therefore aims to highlight 
Indonesia’s position in the spring of 2022 amid geopolitical tensions (Russia-
Ukraine war), in the context of a new phase of successful recovery from the 
coronavirus. 

The Economy of Indonesia 

Indonesia is the most populous and largest country in Southeast Asia, with a 
population of 270 million and an area of 1.9 million square kilometres, the strongest 
economy in ASEAN, and an emerging middle-income economy. Demographically, 
Indonesia will be the fourth most populous country in the world by 2030, with a 
population of 296 million people. The World Bank classified the country as an upper 
middle-income country in 2019, as a member of the G20, but Indonesia is also an 
emerging market. Indonesia is the world’s 17th largest economy by purchasing 
power parity and currently has the world’s seventh largest GDP, but could be the 
world’s fourth largest economy by 2030, according to forecasts by Wellington 
Capital. General Suharto’s regime provided stable economic development for a 
long time, but the country was hit hard by the 1997 financial crisis. After the fall of 
the Suharto era, however, democracy was restored and economic growth took off, 
resulting in a steady GDP growth of 4-6% per year, which remained constant until 

https://thediplomat.com/2018/10/global-strategic-trends-imagining-east-asia-in-2050/
https://www.euromonitor.com/indonesia-in-2030-the-future-demographic/report
https://www.wca.co.id/post/indonesia-will-become-the-4th-largest-economy-in-the-world-by-2030
https://www.wca.co.id/post/indonesia-will-become-the-4th-largest-economy-in-the-world-by-2030
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the outbreak of the Covid-19 epidemic. In 2012, Indonesia became the second 
fastest growing G20 economy after China. The country was particularly successful 
in reducing poverty, halving the poverty rate to 9.78% between 1999 and 2020. 
Although Indonesia is a market economy, the state still plays an important role, 
including regulating the prices of some basic products such as fuel, rice and 
electricity. 
Prior to Covid-19, the service sector was the largest employer by sector, accounting 
for 45% of the domestic workforce. This was followed by the agricultural sector with 
34%, then the industrial sector (including manufacturing) employing 21% of the 
workforce. 
Indonesia’s main trading partners are Japan, China, Singapore, and South Korea. 
The United States is also an important export market. Indonesia’s major exports are 
oil and gas, minerals, crude palm oil, electrical equipment, iron and steel, vehicles, 
and rubber products.  
Under the presidency of Joko Widodo, elected in 2014, the country is trying to play 
a more important international role than before, attempting to establish itself as a 
link between the Pacific region and the Indian Ocean, both economically and 
politically. Indonesia’s role as a major power is severely limited by its 
underdeveloped infrastructure, and the government lacks the financial resources 
to improve it. Therefore, it supports China’s 21st Century New Maritime Silk Road. 
Indonesia-China relations are characterized by China becoming the country’s 
largest trading partner over the past nine years. Politically, Jakarta also maintains 
friendly relations with the United States, and tries to play a mediating role between 
the two superpowers. 

The Coronavirus Epidemic and its Consequences 

By May 25, 2022, a total of 6,053,109 cases of Covid had been recorded in Indonesia, 
with 156,548 people dying and 5,893,628 people successfully recovering from the 
disease. By April 2020, the virus had spread to every province in the country, with 
the capital Jakarta and West and Central Java being the hardest hit.  

The outbreak of the disease also had a serious impact on the Indonesian economy. 
When “Large Scale Social Restrictions”1 were imposed in several regions for four 
weeks in April 2020, including the closure of public facilities and restrictions on 
public transport and travel within the country, national GDP is estimated to have 
declined by 24%. GDP fell by 2.1% overall in 2020. 1.8 million people lost their jobs 
between February 2020 and February 2021, and the number of people living in 
poverty increased by another 2.8 million. Regarding Indonesia’s current account, 
there has been a significant decline in foreign direct investment (FDI), exacerbated 
by portfolio outflows totaling USD 7.7 billion in March alone. This is the largest 
monthly outflow since the 1998 Asian financial crisis. Meanwhile, foreign exchange 
reserves fell by USD 10.7 billion to USD 121 billion in the first quarter of 2020. 

To mitigate the negative impact of Covid-19, the central government offered the 
tourism sector a stimulus package worth INR 10.3 trillion (USD 7 billion) in tax breaks 
and discounted services shortly after the outbreak. On June 16, 2020, the 
Indonesian government increased its budget for the Covid-19 response and the 
national stimulus package, announcing the largest stimulus package to date, 
worth INR 695.2 trillion (USD 47.7 billion). However, after several revisions to the 
package in November 2020, the final amount was INR 744.28 trillion (USD 50 

https://www.worldbank.org/en/country/indonesia/overview#1
https://www.worldbank.org/en/country/indonesia/overview#1
https://www.worldbank.org/en/country/indonesia/overview#1
https://asialinkbusiness.com.au/indonesia/getting-started-in-indonesia/indonesias-economy?doNothing=1
https://asialinkbusiness.com.au/indonesia/getting-started-in-indonesia/indonesias-economy?doNothing=1
https://asialinkbusiness.com.au/indonesia/getting-started-in-indonesia/indonesias-exports?doNothing=1
https://www.worldstopexports.com/indonesias-top-10-exports/
https://kki.hu/wp-content/uploads/2021/01/1_2020_FPR_beliv_online_zoltai_klemensits_7-23-1.pdf
https://kki.hu/wp-content/uploads/2021/01/1_2020_FPR_beliv_online_zoltai_klemensits_7-23-1.pdf
https://www.worldometers.info/coronavirus/country/indonesia/
https://www.ifpri.org/publication/cost-covid-19-indonesian-economy-social-accounting-matrix-sam-multiplier-approach
https://www.ifpri.org/publication/cost-covid-19-indonesian-economy-social-accounting-matrix-sam-multiplier-approach
https://www.imf.org/en/News/Articles/2021/03/03/na030321-indonesia-has-an-opportunity-to-boost-growth
https://www.iseas.edu.sg/wp-content/uploads/2020/12/ISEAS_Perspective_2020_142.pdf
https://www.iseas.edu.sg/wp-content/uploads/2020/12/ISEAS_Perspective_2020_142.pdf
https://www.reuters.com/article/indonesia-economy-idUSL3N2AP2P1
https://home.kpmg/xx/en/home/insights/2020/04/indonesia-government-and-institution-measures-in-response-to-covid.html
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billion), with most going to health care, social policies, tax relief and loans for the 
business sector, as well as support for local governments. 

On the Road to Recovery 
Following the gradual lifting of lockdown and the resumption of economic activity, 
GDP growth in 2021 was 3.69%. Looking ahead, there are increasingly positive 
forecasts, suggesting that growth could accelerate to 5.0% in 2022 as predictability 
increases and the proportion of people vaccinated against Covid-19 is expected to 
reach a critical mass in the population. The Central Bank of Indonesia projects that 
the fiscal deficit will fall below 3% by 2023. However, to achieve this, it is important 
to maintain balance, and new financing strategies – such as the establishment of 
asset funds – will be required to shift the focus from debt to equity financing. In 
2021, the fiscal deficit was 4.65% of GDP, well below the government’s target of 5.7%.  

The normalization of economic activity is also evident in foreign trade. For the entire 
year of 2021, Indonesian exports reached a record high of USD 231.54 billion, while 
imports amounted to USD 196.2 billion. Its trade surplus of USD 35.34 billion in 2021 
was the largest since 2007. 

Reforms are among the many measures taken to help the economy recover. 
Indonesia’s new Job Creation Act 20202 is an important reform that will encourage 
foreign investment, and thus create jobs. While direct foreign investment in the 
ASEAN region declined by an average of 31% in 2020 as a result of the coronavirus, 
the decline in Indonesia was only 2.4%. In 2021, FDI increased by 10% year-on-year 
to USD 32 billion. It is expected that foreign investors will continue to have good 
opportunities for entering the Indonesian market in the coming years, making the 
country a real magnet for investors. Meanwhile, the labour market has also seen 
positive developments. While the unemployment rate in August 2020 was 7.7%, it 
by August 2021 it had declines to 6.49%. 

Development of key macroeconomic indicators in Spring 2022 
Indonesia’s GDP grew by 5.01% year-on-year in Q1 2022 (5.02% year-on-year in Oct–
Dec 2021), driven by rising commodity prices and the easing of Covid-19-related 
restrictions. On a quarterly, non-seasonally adjusted basis, the economy contracted 
by 0.96%, contrasting with the 1.06% growth in the October–December period. The 
central bank had previously forecast annual GDP growth between 4.7% and 5.5% in 
2022, but lowered its forecast to between 4.5% and 5.3% in April. The World Bank’s 
April forecast projected 5.7% growth for the Philippines, 5.5% for Malaysia and 5.3% 
for Vietnam, while estimating Indonesia’s expected annual growth at 5.1%.  

While the economic impact of the Russia-Ukraine war poses a problem for most 
countries, Indonesia is in a relatively favourable position, as has no significant trade 
relations with the countries involved in the conflict – only 24.45% of its wheat 
imports come from Ukraine – although the war has contributed to the rise in 
inflation. Inflation rose to 3.5% in April, up from 2.6% in March, mainly due to the 
increase in food prices. The April result also marked the highest inflation rate since 
December 2017, and Focus Economics expects annual inflation to reach 3.5% by 
2022. 

Rising commodity prices have also had a strong impact on Indonesia’s external 
trade balance. In April 2022, the country’s trade surplus rose to an all-time high of 
USD 7.56 billion, up from USD 2.29 billion in the same month the previous year. 

https://home.kpmg/xx/en/home/insights/2020/04/indonesia-government-and-institution-measures-in-response-to-covid.html
https://asia.nikkei.com/Economy/Indonesia-s-economy-bounced-back-in-2021-with-3.69-growth
https://www.bloomberg.com/news/articles/2021-05-31/indonesia-vows-to-narrow-fiscal-deficit-despite-pandemic-woes
https://www.bloomberg.com/news/articles/2021-05-31/indonesia-vows-to-narrow-fiscal-deficit-despite-pandemic-woes
https://money.usnews.com/investing/news/articles/2022-01-03/indonesia-2021-budget-deficit-seen-at-4-65-of-gdp-well-below-estimates
https://money.usnews.com/investing/news/articles/2022-01-03/indonesia-2021-budget-deficit-seen-at-4-65-of-gdp-well-below-estimates
https://www.reuters.com/markets/commodities/indonesia-dec-trade-surplus-1-bln-well-below-forecast-2022-01-17/
https://www.eastasiaforum.org/2021/06/15/indonesias-false-choice-between-investment-and-innovation/
https://en.tempo.co/read/1558748/indonesias-unemployment-rate-down-to-6-49-in-2021
https://www.cnbc.com/2022/05/09/indonesia-q1-gdp-growth-at-5point01percent-year-on-year-in-line-with-forecasts.html
https://thediplomat.com/2022/04/world-bank-shaves-2022-growth-projections-for-southeast-asia/
https://thediplomat.com/2022/04/world-bank-shaves-2022-growth-projections-for-southeast-asia/
https://www.medcom.id/english/business/ob34DQ0k-russia-ukraine-war-s-economic-impact-on-indonesia-relatively-small-economist
https://www.medcom.id/english/business/ob34DQ0k-russia-ukraine-war-s-economic-impact-on-indonesia-relatively-small-economist
https://www.focus-economics.com/countries/indonesia/news/inflation/inflation-comes-in-at-highest-level-in-over-three-years-in-april
https://www.focus-economics.com/countries/indonesia/news/inflation/inflation-comes-in-at-highest-level-in-over-three-years-in-april
https://tradingeconomics.com/indonesia/balance-of-trade
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Exports rose 47.76 percent year-on-year to a new record high of $27.32 billion, while 
imports grew at a slower pace of 21.97 percent to USD 19.76 billion, the weakest 
growth since February 2021. In the first four months of the year, a trade surplus of 
USD 16.89 billion was recorded, with exports rising 38.68 percent and imports 28.51 
percent. 

The positive trend is also evident in the country’s balance sheet. Indonesia recorded 
a current account surplus of USD 0.22 billion in the first quarter of 2022, equivalent 
to 0.1 percent of GDP, in contrast to a deficit of USD 1.09 billion in the same quarter 
the previous year. Last year, Indonesia’s Ministry of Finance had forecast a fiscal 
deficit of 4.85%, but in January this year it lowered the target to 4.3% for 2022. 

The latest figures show that the unemployment rate fell to 5.83% in February 2022, 
from 875,000 unemployed a year earlier to 840,000, while the employment rate in 
2022 rose to 69.06%, up from 68.08% in 2021. 

Regarding investment, at the beginning of the year, the government had stated its 
objective to attract USD 83 billion worth of foreign investment into the country in 
2022. The largest recipients of foreign direct investment last year were the precious 
metals sector, followed by mining, transportation, storage, and 
telecommunications. Singapore was the largest source of FDI, followed by Hong 
Kong, China, the United States and Japan. 

Summary 
Like other countries in Southeast Asia, the Indonesian economy was severely 
impacted by the Covid-19 epidemic. However, statistics show that after the initial 
shock, a rapid recovery began, thanks in part to government action, and this 
recovery continued steadily through 2021. In early 2022, when the world was facing 
the economic consequences of geopolitical tensions due to the Russia-Ukraine 
war, Indonesia was not seriously affected, with positive economic trends continuing 
despite a rise in inflation, returning Indonesian economic output to pre-pandemic 
levels. This suggests that Southeast Asia’s largest country will continue to be a 
driving force for ASEAN in the coming years. 

 
1 In Indonesian: Pembatasan Sosial Berskala Besar. 
2 Jobs Creation Act (RUU Cipta Kerja), more commonly referred to as the Omnibus Law. 

https://tradingeconomics.com/indonesia/current-account
https://www.reuters.com/markets/rates-bonds/indonesia-expects-2022-fiscal-deficit-shrink-43-gdp-media-2022-01-13/
https://tradingeconomics.com/indonesia/labor-force-participation-rate
https://tradingeconomics.com/indonesia/labor-force-participation-rate
https://www.reuters.com/markets/commodities/indonesia-targets-33-jump-2022-investment-by-tapping-resource-processing-2022-01-27/

