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	:
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	TO
	:
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	FROM
	:
	Jaime Mezzera

	CC
	:
	Tim Buehrer

	SUBJECT
	:
	A macro view of current affairs affecting the poor in Indonesia


Indonesia can justifiably take pride in its recent growth and in the long-run fall in its poverty rate.  All the current macroeconomic indicators show positive signs: orderly growth, falling inflation, no large fiscal deficit, money growth under control, external trade surplus, a very large inflow of money leading to a pronounced increase in international reserves in the Central Bank which are, however, manageably sterilised, low unemployment.  However, lately dozens of developing countries boast of those same results.

There are two reason almost all of them are doing very well, and 3 reasons in the case of Indonesia. On the one hand, increased demand for primary goods, mainly fueled by imports into China and to smaller, but still very large, economies such as India or Vietnam, have led to huge increases in income of foreign exchange through commodity exports. Secondly, the crisis in the West means that many investors look for alternative locations, a process that is benefitting virtually all developing economies. The third factor, present in Indonesia far more clearly than in many other developing countries, is fiscal caution to avoid the overheating of the economy that is increasingly characterizes many developing countries.

However, the current world situation, as regards developing economies, is one in which prices of commodities and availability of foreign inflows of money act, on the one hand bring short-run growth and welfare and, on the other hand, work against the long-term development of national factors of production, including the generation of millions of highly productive jobs that would eradicate poverty once and for all.

Commodity prices and money flows

Since about 2005, world prices of virtually all commodities have risen as never before. This is a short run bonanza for the trade balance of commodity-producing countries –most of which are developing countries in Africa, Asia and Latin America- and, as a consequence, to many of its people. 

For most such countries, an additional short-run bonanza has been the precipitous fall in interest rates in all the major economies. That result of the not-yet-solved 2007/8 global financial crisis has led to a comparatively very heavy flow of foreign money (part of which became fixed investment) to developing economies. Such a large inflow has not only eased the balance of payments even in countries that have proved unable to achieve a positive trade result even with high export prices, but has also provided “import space” so that in many countries both investment and consumption have benefitted from the external bonanza.

In the Indonesian case, the available figures suggest the benefit has been extremely concentrated in the higher echelons of the society. As shown in Table 1, from 2005 to 2010, the average income of the urban poor rose by 7 per cent (which is not much over a period of 5 years) while for the rural poor those incomes fell by 2 per cent.

Table 1 – Real average incomes of the poorest 40 % 

	 
	rural
	urban
	total

	1992
	141.761
	157.457
	143.707

	1993
	151.360
	169.200
	153.754

	1994
	148.211
	168.134
	152.512

	1995
	155.286
	181.574
	162.610

	1996
	161.185
	195.560
	172.670

	1997
	158.073
	185.704
	167.492

	1998
	103.046
	127.629
	110.977

	1999
	134.614
	197.114
	151.993

	2000
	141.484
	184.823
	155.629

	2001
	144.258
	191.444
	159.748

	2002
	163.192
	208.205
	174.386

	2003
	165.473
	220.009
	176.487

	2004
	158.711
	227.187
	177.926

	2005
	154.894
	212.117
	173.424

	2006
	146.766
	208.932
	176.445

	2007
	140.140
	220.595
	165.983

	2008
	138.704
	208.710
	161.444

	2009
	153.240
	241.525
	194.380

	2010
	151.207
	227.833
	178.178


SOURCE: BIDE/SEADI using data from BPS

This fits in with the fact that the income distribution, as measured by the Gini coefficient, has become more concentrated both in the rural (35 in 2006 to 38 in 2010) and the urban (27 to 32 in the same years) areas, as shown in Table 2.

Table 2  – Income concentration in Indonesia

	
	Urban
	Rural
	U+R

	1976
	35
	31
	34

	1978
	38
	29
	38

	1980
	36
	31
	34

	1981
	33
	29
	33

	1984
	32
	28
	33

	1987
	32
	26
	32

	1990
	34
	25
	32

	1993
	33
	26
	34

	1996
	37
	28
	36

	1999
	32
	24
	31

	2002
	33
	25
	33

	2003
	32
	24
	32

	2006
	35
	27
	36

	2007
	37
	30
	38

	2008
	37
	30
	37

	2009
	37
	29
	37

	2010*
	38
	32
	38


SOURCE: BIDE/SEADI using data from BPS

It is also visible, especially to foreigners who visit Indonesia from time to time, that much of the foreign investment has gone into non-tradable goods and services such as very modern and attractive buildings, upscale commerce with the emergence of spectacular shopping malls, and consumer finance which probably explains much of the very large increase of very flashy vehicles for the rich and of 2- and 4-wheel vehicles in the streets, for middle and low income people. Finally, it has become clear that even with high export prices the trade balance surplus has become narrower.

If all this is correct, then what has happened is that modern Indonesian growth has been lacking in the creation of well-paid, productive jobs and very especially, of the reasonably more productive jobs that are usually associated with industry and modern services.
 It is argued that in activities with a rather low capital intensity such as the garment industry and others like it, the issue of wage levels becomes paramount; and that the poor performance of such industries as of late results from the increase in Indonesian wages –when converted to dollars at the going exchange rate- compared to other countries that are close competitors, such as those shown in Table 3

Table 3 - Monthly wages in the garment industry (in US$)

	Bangladesh *
	43

	India
	50

	Cambodia *
	61

	Vietnam *
	63-90

	China
	150

	Indonesia
	155


* Are minimum wages as of August 2010. Vietnam has a range of minima. China is the reported prevailing wage. Indonesia is the wage for industrial workers, June 2010. From Papanek, 2011

These macroeconomic factors suggests a possible fragility to the progress that has been achieved as well as a concern that rising incomes are not doing as much as they should to benefit the poor.  This suggests that policies should be directed toward supporting pro-poor growth.  Finding ways so that the benefits of the commodity boom can flow toward the poor are important.  Looking at ways to moderate the adverse impact of the appreciation of the rupiah caused by rising exports of commodities is also critical.
Concluding remarks

In many developing countries today, the gains achieved in the short run have been strongly concentrated in the upper echelons of society, partly because the rise in prices of commodities benefits the owner of the commodity-producing assets (land, mines…) but generates little new employment and it does not usually lead to higher wages being paid to existing workers.  Similarly, money inflows in Indonesia have generally gone into investments that benefit the rich like malls and property rather than into low skilled manufacturing that might have benefitted the poor. The problem is that that the price bonanza and especially the inflow of money may cease if the international situation, so unstable at present, should result in a continuation of the current fall in prices of most commodities and/or to redirecting the flow of funds to their usual goals –i.e. investing in developed economies.  Both developments  would have an adverse impact on all Indonesians but particularly the poor who have not benefited significantly to date.
The danger of falling commodity prices and the reversal of FDI inflows  seems likely as the Eurozone becomes ever more vulnerable to the financial situation of Greece and the other so-called PIIGS and as the stronger European economies become  increasingly entangled in saving them.
  This danger is even more menacing as the stagnation of all the traditionally rich economies places the expansion of world demand squarely on China, India, Vietnam and Brazil. Should they falter, the price of commodities might well crash.  The Indonesian government should be considering policies to protect the nation, as best it can, in those circumstances.  
� If one compares 2010 to 2004, average incomes of the poor fell by 5 per cent in rural areas and remained constant in urban ones.


� NOTE DATED OCTOBER 14: these figures were modified after this document was prepared. As far as the author can tell, no substantial difference was introduced by the change, all the main trends remaining essentially unchanged.


� The argument is fully presented in G. Papanek, 2011, “Indonesia’s Hidden Problem: Jobless growth”, a presentation in Forum Kajian Pembangunan, August 2011, where “jobless growth” should be replaced by  “good-job-less growth” to point out that poor people are always employed as they would otherwise not survive, so the basic problem is to reduce not unemployment but low-productivity employment..


� Data from Papanek op.cit.


� As when Western Germany decided to unite with their Eastern brothers and finance their economic recovery, the current stance of Germany, France and other financially solid countries may well turn out to be a long-run asset. However, in the short and possibly medium term it almost guarantees the continuation of a very shaky developed-world economy.
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