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Foreword

Keeping Indonesia Safe
from the COVID-19 Pandemic

Lessons Learnt from the National
Economic Recovery Programme

Sri Mulyani Indrawati, PhD,
Minister of Finance of the Republic of Indonesia

“If the past is cut off, the future does not exist” (Alexander Lowen).
This book shows us that past experiences were the best teacher to face
the unprecedented global COVID-19 pandemic. We are trying to record
every single step we took to absorb any economic impacts of the pandemic
for the lessons learned to the next generations.

1. BACKGROUND

The unprecedented COVID-19 virus became a global pandemic in 2020.
Indonesia’s first case of COVID-19 was found on 2 March 2020. The
pandemic dramatically changed human life as all public places such as
airports, seaports, train stations, bus stations, malls, shopping centres,
roads, railways, restaurants, hotels, and movie theatres were suddenly
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closed. People work and pray from home, and students, teachers, and
lecturers study from home. There were only essential activities that are
exempted from mobility restrictions.

Changi Airport in Singapore, one of the busiest airports in the world,
was suddenly empty. Jakarta, like other big cities in the world, suddenly
changed from a high-density and traffic-jam metropolitan to an empty city
with empty roads. The public crowd suddenly disappeared, and economic
activities were just stopped and hibernated.

People have no memories of the global pandemic as the latest one
was around one century ago, from 1918 to 1920, when the world faced
a global pandemic of the HIN1 virus, well known as the Spanish flu,
infecting around one-third of the world population. No prior reference
can be used on how the COVID-19 pandemic will end. The only vivid
figures that people can imagine about the end of the pandemic were taken
from the movies that displayed the global pandemic, such as Outbreak
(1995), Quarantine (2008), Black Death (2010), Contagion (2011), Flu (2013),
and Infection (2019). At the very least, these movies gave optimism that
the pandemic is bearable and can be cured.

The real game changer in the global COVID-19 pandemic is vaccine
production that can be publicly available within one year. It is an extra-
ordinary outcome as it usually takes more than five years to make the
vaccine available for public use.

2. IMMEDIATE GOVERNMENT RESPONSE

The COVID-19 global pandemic that has changed human life dramatically
made governments all around the world alter existing policies to combat the
pandemic. Some governments decided on hard-core lockdown. Some others
applied the so-called 3T of Tracing, Tracking, and Treatment, while others
implemented conditional people mobility by region based on positivity
rates. Indonesia adopted conditional people mobility complemented with
3T policies.

The impact of the COVID-19 global pandemic on the economy is similar
to the impact of the Spanish flu one hundred years ago. The pandemic
resulted in lower aggregate demand from consumption and investment.
With the contraction in consumption and investment, the government must
come to the rescue to compensate for the decline. However, the pandemic
also hit the government revenue from taxes and non-tax as economic
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activities slowed. With the government expenditure expected to increase
to cushion the economy from the shock, given the decline in revenue, the
government budget deficit is expected to soar.

Allowing the deficit beyond the mandated threshold can be dangerous
for the economy. A prudent and accountable fiscal management needs to
be established. Empirical evidence in this book showed that the increased
budget deficit was effective as the fiscal discipline was already established
for several years before the government budget deficit expanded above
3 per cent of the GDP. The fiscal discipline has generated positive outcomes
on the output gap that economic growth is consistently higher than the
inflation rate with a continuous decrease in the open unemployment rate,
poverty rate, and income inequality.

3. FUNDAMENTAL FISCAL POLICY RESPONSE:
PRUDENT COUNTERCYCLICAL

Indonesian fiscal policy follows the principle: during positive economic
growth, it is maintained to be not crowding out, while during negative economic
growth, it must be countercyclical. The latter is temporary and depends on
the economic recovery cycle. Therefore, in the policy responses designed
to handle the COVID-19 pandemic and its impact, as outlined in Law
No. 2/2020, the Government of Indonesia adopted a countercyclical
fiscal policy for a limited period only, designed for three years, from
2020 to 2022.

Political economic theory explains that whenever a government faces a
crisis, it might have to make emergency and extraordinary policies that can
swing between discretion and rule-based ones. When the global pandemic
of COVID-19 finally hit Indonesia in March 2020, the Government of
Indonesia had to make quick yet effective policy responses, which can be
discretionary but also has to be rule-based at the same time.

The government, after evaluating the situation and the pandemic’s
possible impact, made a fundamental decision to expand the annual budget
deficit above 3 per cent of GDP for three years before returning to below
3 per cent of GDP in 2023. This three-year time frame had been chosen
based on at least three considerations: a lesson from the Spanish flu time
frame, the trust in technological advancement to produce the vaccine or
medicine within three years, and the political-economic outlook before
the next presidential election in 2024. Allowing an annual budget deficit
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above 3 per cent is discretionary in nature but framed under the rule of
law—Law No. 2/2020.

The unprecedented COVID-19 pandemic had also changed Indonesia’s
established institutional, political and economic arrangement into a totally
different one that can be labelled an “extraordinary” process, mostly
against existing practice. The pandemic required changing political
relations within government institutions, across government institutions,
and with the parliament. As a democratic country, the process of enacting
legislation is complex that the government has to obtain legal approval
from the parliament, be supervised by the Audit Board of Indonesia
(Badan Pemeriksa Keuangan), General Attorney (Kejaksaan Agung), and the
Corruption Eradication Commission (Komisi Pemberantasan Korupsi). This
book discusses the dynamics on the ground when the government seeks
political and legal support for enlarging the annual budget deficit for
countercyclical.

In handling the pandemic, Indonesia’s government aimed to keep
the COVID-19 pandemic contained so it did not become economic and
financial problems. We consider the best panacea to cure the health and
low-demand problems is activating the role of countercyclical fiscal policy.
Unlike the shock in aggregate supply, indicated by negative economic
growth and hyperinflation, the global pandemic also hit aggregate demand.
It then created a significant distinctiveness of a low inflation rate with
negative economic growth. The first involves a moral hazard that requires
structural reform, while the latter is a kind of liquidity trap that needs a
countercyclical government budget deficit.

This countercyclical fiscal requires a healthy fiscal condition because
the budget must be enlarged and the budget deficit exceeding the 3 per
cent cap. The budget deficit reached —6.34 per cent in 2020, -5.7 per cent
in 2021 and —4.85 per cent in 2022. The increasing budget deficit will
need financing in the near future. The source of financing requires mixed
macroeconomic policies, one of which comes from the central bank’s
support. From the regional perspective, the local government is also
expected to be able to move quickly and act out of the box in the midst
of a pandemic. For this reason, the central government encourages the
reallocation and refocusing of the budget from Transfers to Regions and
Village Funds (TKDD) as an effort to support healthcare, social safety
nets, and economic recovery as well as for COVID-19 vaccinations and
incentives for health workers from the budget perspective. In addition,
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through the Special Mission Vehicle (SMV) of the Ministry of Finance,
the Government prepared a loan scheme for local governments as part of
the National Economic Recovery (PEN) Programme to anticipate regional
government budget limitations.

4. MIX MACROECONOMIC POLICIES: FISCAL AND
MONETARY COLLABORATION

When designing the macroeconomic policy mix to respond to the pandemic,
the policymakers benefited from the playbooks that Indonesia had from
the previous crises: the 1998 Asian Financial Crises (AFC) and the 2008
Global Financial Crisis (GFC). The first crisis left Playbook One as its
footprint, and the second left Playbook Two as legacies. Playbook One
gave significant reforms to the independence of the central bank (Bank
Indonesia, BI) and the establishment of the Deposit Insurance Corporation
(Lembaga Penjamin Simpanan, LPS).

Fast forward to designing the pandemic policy response, policymakers
faced a dilemma of soaring financing needs to finance the budget deficit
and the less favourable sovereign bonds market. To finance the deficit, the
government asked for the central bank’s support to share the burden of the
financing cost. The framework was reflected in the SKB (Surat Keputusan
Bersama) I on 16 April 2020, as the first joint decree between the Ministry of
Finance and BI, in which Bl acted as a “standby buyer” of the government
bonds, SKB II and SKB III for the burden sharing.

Reflecting on Playbook Two from the 2008 GFC which gave birth
to the Financial Services Authority (Otoritas Jasa Keuangan, OJK), it is
important to note that the policy responses during the pandemic were
made possible by the existence of the authority. During the pandemic,
OJK closely monitored the condition of financial institutions. Prudent,
calculated measures and close collaboration between BI, OJK, and LPS
under the Financial Sector Stability Committee (Komite Stabilitas Sektor
Keuangan, KSSK) chaired by the Minister of Finance prevented LPS and
OJK from utilizing their economic crisis protocol in 2020 and 2021. The
government’s ability to isolate the COVID-19 global pandemic as public
health crisis with prudent countercyclical policy protected Indonesia’s
economy from stagflation and financial crises.

In turn, this global COVID-19 pandemic provided Indonesia with
Playbook Three outlining policy responses to contain the pandemic
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and guide the economy out of the crisis, which will be very important
for Indonesia and other countries to face future pandemics. Amidst the
global pandemic, in 2020 and 2021, Indonesia’s economy successfully
returned to the pre-pandemic level and entered positive economic
growth with annual growth with a relatively low inflation rate. Both
indicators generated a stable nominal exchange rate which is important
for BIL. These achievements would not be there without solid cooperation
between the Ministry of Finance and BI and strong support from the OJK
and LPS.

5. CONCLUSION

The global pandemic hit Indonesia in early 2020, decreasing its annual
economic growth from 2.97 per cent in the first quarter to -5.3 per cent
in the second quarter and increasing open unemployment from around
5 per cent to 7 per cent in the second quarter within only six months.
The poverty rate increased to more than 10 per cent and the inequality
increased as indicated by the increase in the Gini ratio, from 0.380 to 0.385.

Nevertheless, with relentless efforts and appropriate required policies,
the Government of Indonesia’s countercyclical fiscal policy, with support
from the central bank, rode the wave and returned to positive economic
growth with a stable annual inflation rate in 2021. The outcomes were
back to the pre-pandemic level with a non-inflationary growth pattern.
Indonesia had returned to the upper middle-income country status as of
the pre-pandemic level of 2019.

The annual economic growth has recovered from —2.1 per cent (2020)
to 3.7 per cent (2021), while the annual inflation rate (CPI) was stable,
increased stable, and low from 1.7 per cent to 1.9 per cent. This magnificent
achievement is consistent with other outcome indicators. The open
unemployment rate decreased from 7.1 per cent in August 2020 to 6.5 per
cent in August 2021. The Gini ratio in 2021 was 0.381, which returned
very close to the 2019 level at 0.380. The 2021 poverty rate had returned
to below 10 per cent of the population, that is, 9.7 per cent.

In addition to government efforts like aggregate supply side problems
in the AFC 1998 and GFC 2008, at any time Indonesia’s economy faced
economic crises, including the aggregate demand challenges, Indonesia’s
Current Account somehow turned to a surplus and compensated for other
macroeconomic variables. These experiences humbly reminded us of Ora et
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Labora (Pray and Work). We indeed understand that economic equilibrium
is arranged by the Invisible Hand and not over human efforts per se.

Finally, this book is about something worth reading—the effective
policy known as the National Economic Recovery Programme (Program
Pemulihan Ekonomi Nasional, or PEN), which the Government of Indonesia
did something worth writing. This book records and provides readers with
various lessons learnt on how Indonesia navigated the first two years of
the global COVID-19 pandemic.





