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any eyes are on
Indonesia, ques-
tioning the attrac-
tiveness of the
country as an investment destina-
tion amid significant rupiah de-
preciation. Is it still smart to put
money into the country? Will the
country survive the exchange rate
depreciation? Or is the country
turning towards protectionism?
These are some of the questions
poséd by many Indonesia observ-
ers, especially global investors.

The short answer is that there
are still many robust medium and
longer investment prospects in
Indonesia, especially for direct
investment,

The current rupiah deprecia-
tion masks the abundant poten-
tials the country offers. The cur-
rent depreciation of the rupiah
" is the result of external factors,
most notably the increase of Unit-
ed States Federal Reserve inter-
est rates. Itis not permanent and
- should not be the basis for analyz-
ing the prospects of the country.

Normally, capital accounts
have served as a mechanism to
“manage” the country’s balance
of payments. Until the last quar-
ter of last year, surplus capital
accounts have been able to fill
the deficit from current account
transactions.

But this has not been the case
for the past two quarters. Large
capital outflows to the US in re-
cent months — mainly from port-
folioinvestors —has disrupted the
balance of overall transactions re-
sulting in a weaker rupiah.

As some analysts have argued,

when the balance of payment is

adjusted, there will be “new equi-
librium”, which reflects a new
payment structure most likely
with decreased portfolio invest-
ment, at least until current capi-
tal outflows stop.

But this situation offers
a chance for the country to
strengthen the new, but much
healthier,. balance of payment
structure by aiming to increase
inflow of foreign direct invest-
ment (FDI) or increase net
exports.

The impact of this new struc-

ture on the real sector provides .

impetus for more sustainable

economic growth in the future.

In fact, this situation creates an
excellent opportunity for Indone-
sia to widen and deepen reforms
to generate more export revenue
and invite more FDI.

Some of the government’s re-
sponses to the current situation
indicate this is already happen-
ing, for example, reforms to in-
crease revenue from tourism.

~ Itisimportant for Indonesia to
amplify the momentum for fur-
ther reforms; in fact, the coun-
try has already started the pro-
cess. Institutional reforms, such
as improving tax administration
and cutting energy subsidies have
been undertaken to improve gov-
ernance and generate more fiscal
room for other productive uses of
the state budget.

Over the past decade, Indone-
sia has successfully implemented
policies and programs aimed at
improving trade and investment
facilitation. ° )

The Indonesia National Single
Window (INSW), for example, is
an initiative that should make In-
donesia proud. Within less than
a decade,’ the country has de-
veloped the INSW to a level ap-
proaching global standards.

More recently, the One Stop
Shop (OSS) aims te lower bureau-
cratic costs for investing in Indo-

nesia, targeting both domestic

and foreign investors.

While there are still imple-
mentation issues, INSW and OSS
mark bold efforts to stayon course
for greater growth potentialin the
future. A lot of “red-tape” has
been slashed under these two
projects.

Infrastructure development
is another priority of the cur-
rent government. Budget real-
location — from Rp 200 trillion
(US$13.142 billion) in 2014 to Rp
420 trillion in 2019 — has doubled
in four years, thus ensuring suf-

‘ficient room for infrastructure

projects.

Large part of this budget comes
from the reallocation of ener-
gy subsidies, marking one of the
most successful government re-
forms to date.

This was in addition to an in-

‘struction to many state-owned

enterprises to increase their le-
verage and develop more infra-
structure projects. ~
The push for infrastructure
has started to show results. With-
in less than four years more than

12,000 kilometers of roads, elev-
en new airports and more than
300 km of rail-link has been built.
Indonesia has also implemented
85 percent of a 35-gigawatt elec-
tricity project. All this, without a
doubt, increases the potential for
faster growth.

While the reform momen-
tum is impressive, it is'also en-
couraging to see that Indonesia’s
responses to the current mac-
roeconomic situation support
globalization. This is very impor-
tant to underline, given global
sentiments towards inward ori-
entation and protectionism.

Even the increased tax on im-
ported goods, which was passed

as part of fiscal measures to re-

duce the current account deficit
— applies only to consumption
goods, and never intermediate
inputs, reflecting a clear under-
standing within the government
of the importance of exports to
reduce the deficit.

Likewise, this government has
not issued new non-tariff mea-
sures which have sometimes been
used by previous administrations
to reduce imports.

All this reflects the fundamen-
tally “correct” attitude adopt-

ed by the government in dealing
with the current account deficit,
which is focused more on increas-
ing revenue rather than on slash-’
ing expenditures.

In response to the questions
above, these reforms should in-
dicate to investors, both domestic
and global ones, that Indonesia
is indeed an investment-worthy
country. .

Growth potential is increasing,
governance and efficiency is im-
proved and fiscal and monetary
policy is robust.

But the most important mes-
sage 1s that Indonesia supports
globalization. As we all know, the
world is-watching the trade wars
between the giants which may
adversely affect global economic
growth and welfare.

Believing in the value of fre-
er trade and openness in general
should then reaffirm Indonesia’s
top position as investment.
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