
OUTLOOK INDONESIA
MONTHLY UPDATE- MARCH 2022

FROM THE AMERICAN INDONESIAN CHAMBER OF COMMERCE

Highlights
Budget Deficit Could Widen

Pandemic to Endemic
Indonesia to Become an mRNA Hub

Jokowi on Ukraine War
Postponing Elections 

v Issue To Watch: War in Ukraine
Commentary by Wayne Forrest

Some tell me the current thinking in Jakarta is that the Ukraine War is a two-month affair, 
a view I suspect may be wishful thinking. The conflict may not be affecting Indonesia yet, 
but it will have to navigate a riskier environment, especially the longer the war lasts.  No 
matter how long the war lasts, Indonesia should move away from its normal neutral pos-
ture and play on Broadway rather than in regional theaters. Let me explain. 

Indonesia’s initial reaction to Russia’s invasion was lukewarm in US eyes.  While the use 
of force against a sovereign nation was strongly opposed Indonesia’s diplomatic statement 
did not mention Russia specifically.  Indonesia’s statement was: “Indonesia is very con-
cerned about the escalation of armed conflicts in Ukraine which poses great threats to the 
safety of the people and the stability in the region. Indonesia, condemns every act which 
is a clear violation of territorial integrity and sovereignty of a country and urges all sides to 
prioritize negotiation and diplomacy to stop conflict and put forward a peaceful resolution.”  
The second part of the statement concerned sanctions: “We will not blindly follow the steps 
taken by another country. We will make a decision based on our domestic interests and 
(the consideration) of whether sanctions would solve anything. We see time and time again 
that sanctions do not mean the resolution of a particular issue.”  

I believe the statement reflects Indonesia’s longstanding “free and active” foreign policy 
paradigm; it doesn’t want to be seen to be in any superpower’s camp.  However, a time 
may come sooner than Indonesia’s leaders think to re-evaluate that non-aligned stance, 
especially in this case. The immorality of Russia’s invasion will continue to resonate unpre-
dictably, and Indonesia does not want to be caught up in the blowback. It may be asked by 
other EU nations and the US to take a stand.

Indonesia’s main ties to Ukraine are its wheat, crude oil and steel; the two countries 
overall trade figures are very modest.  In 2021 Indonesia imported 26% of its wheat from 
Ukraine, the most of any country. Even if it lost this supply, which is mostly from eastern 
Ukraine, it has other regular partners (Australia, US, Canada, Argentina). The same would 
hold for steel and crude oil. On the export side, the main product is crude palm oil; sec-
ondary products include clothing, coffee, and spices.  According to official figures Ukraine 
purchases only .18% of Indonesia’s exports. The total is probably higher as many transac-
tions to Ukraine go through European trading houses. Trade with Russia is also relatively 
small.

The principal economic effect of sanctions will be higher inflation from rising global ener-
gy prices. Militarily, Indonesia could have difficulty importing spare parts for the Russian 
Sukhoi fighters already in its fleet, some of which could be prevented from flying to Russia 
for repairs, especially if US sanctions increase.  However, Indonesia has also turned away 
from Russian aircraft in favor of US F-15s and French Rafale, partly in reaction to previous 
sanctions.
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v Economy and Business:
• Sharp AC’s Made in Indonesia

Sharp Electronics Indonesia, the local subsidiary of the Japa-
nese electronics giant, has started constructing an air condi-
tioner factory in Karawang, West Java, on Thursday, setting up 
a new export base for the Southeast Asia region. The company 
said it has set aside Rp 582 billion ($40.5 million) in investment 
for the new plant, which would take up 3.5 hectares of land at 
Karawang International Industrial City (KICC). Sharp expected 
the new factory would be ready for operation at the beginning 
of next year, with a production capacity of between 900,000 
and 1.05 million AC units per year, (Jakarta Globe)

• Arifin Panigoro Passes Away
The founder of Indonesia’s largest publicly-listed private oil 
and gas company Medco Energi International, Arifin Panigoro, 
passed away in Rochester, Minneapolis, United States, on Mon-
day at the age of 76, the Panigoro family said in a statement.  
“We, the family of Mr. Arifin Panigoro and the Medco Group, 
thank you for the help from all parties and workers for the sup-
port and prayers while he was being treated,” Hilmi Panigoro, 
Arifin’s brother and president director of Medco Energi Interna-
tional, said in a statement.

• Manufacturing Activity Slows Amid Omicron
Manufacturers in Indonesia reported a slowdown in the expan-
sion of factory activity in February as the Omicron variant drove 
up COVID-19 cases and the government responded by tighten-
ing mobility restrictions. The manufacturing purchasing manag-
ers’ index (PMI), a gauge of factory activity based on a monthly 
survey of 400 companies, was recorded at 51.2 in February, 
down from 53.7 in January, London-based data firm IHS Markit 
reported on Tuesday. The reading of the index for Indonesia has 
stayed in the expansion territory, which is above the 50-point 
threshold, for six consecutive months.

• Imported Inflation
Grappling with surging global commodity prices, many Indone-
sian food and beverage producers are beginning to ask more for 
their products in a phenomenon known as imported inflation. 
The Food and Agriculture Organization’s (FAO) food price index 
averaged at 125.8 points last year, 28.24 percent higher than 
in 2020. In January this year, the monthly index hit an all-time 
high of 135.7 points. Vegetable oils led with the greatest surge, 
rising 65.9 percent in 2021, followed by sugar at 37.48 per-
cent and cereals – which include wheat and soybean – at 27.26 
percent, while meat rose by 12.88 percent. The food price rise 
has been triggered by multiple factors, namely climate change, 
rising global demand, higher freight costs, the use of food crops 
for energy production and geopolitical tensions. (Jakarta Post)

• Pandemic To Endemic
The Indonesian Indigenous Entrepreneurs Association (HIPPI) 
of Jakarta voiced support to the government’s plan of shifting 
from the COVID-19 pandemic to endemic. Jakarta Hippi chair 
Sarman Simanjorang said they hoped the shift to commence in 
the middle of March 2022. “So that business players can take 
benefit from the fasting month (Ramadan) and Eid al-Fitr to 
boost turnover and profit value,” said Sarman in a written state-
ment, Monday, March 7. He argued that the hike in turnover 
during the holy month and Eid could strengthen the company’s 
cash flow which has been dying in the last two years. (Tempo)

• Budget Deficit Could Widen
The state budget deficit will potentially widen in 2022 due to 
the Russia-Ukraine conflict, Institute for Development of Eco-
nomics and Finance (Indef) economist Eisha M. Rachbini has 
predicted. “Looking ahead, if oil price persistently hovers at a 
high level of above US$100 per barrel and essential commod-
ity prices increase, the government will likely conduct price 
intervention, provide subsidies and social assistance, which will 
eventually put pressure on the state budget deficit,” he said in a 
press statement released in Jakarta on Tuesday. Each US$1 per 
barrel rise in the Indonesian crude price (ICP) will raise the liq-
uefied petroleum gas (LPG) subsidy by Rp1.47 trillion, kerosene 
subsidy by Rp49 billion, compensation to state oil and gas firm 
Pertamina by Rp2.65 trillion, and electricity subsidy by Rp295 
billion, he projected.  

Indonesia’s Finance Minister, Sri Mulyani, is already preparing 
more of the state budget to mitigate higher prices for essential 
commodities (sembako).  She also is warned that: “[Amid the 
high] commodity prices, the threat to good governance is very 
big. The incentive to violate good governance, for smuggling, 
for under-invoicing and for tax evasion also become bigger,” the 
minister said on Tuesday during the online launch of a nation-
wide monitoring system for mineral commodities.

• Bukalapak Expands in Australia
Highlighting a lack of qualified software engineers and design-
ers publicly listed e-commerce company Bukalapak aims to 
expand the workforce at its Melbourne technology hub in Vic-
toria, Australia, by hiring 100 new employees in the next 3 to 
4 years. Bukalapak CEO Willix Halim said on Monday that addi-
tional workers were needed in the company’s product, technol-
ogy, data and design roles, which included software engineering 
and data science. “In the past years, we’ve been investing in 
talent outside Indonesia, and one of the countries that we’re 
looking at is Australia,” he said in a webinar hosted by research 
institute Australia-Indonesia Center. “[We are] looking for talent 
with experience in scaling software design, software architec-
ture and so on.” (Editor’s Note: Another Indonesian unicorn, 
GoTo employs several hundred engineers in India).

Indonesia is proceeding with its plans to host the G20 and B20 meetings.  If hostilities persist Its hard to see the US and its NATO 
allies (and perhaps companies) participating if Russia remains an invitee.  The US may be thinking that Indonesia needs to be more 
forceful to stand up to Russian aggression, especially now that China has signaled its support for Russia. Indonesia may be wonder-
ing if the US focus will ever get back to Asia. Neither position in my opinion is accurate. The US sent a high-level defense delegation 
last week to Taiwan; the symbolism of that needs to be understood by Indonesia. Indonesia, for its part, voted in support of last 
Wednesday’s emergency UN general assembly resolution condemning Russia’s invasion of Ukraine (China abstained) and it is proba-
bly correct that Ukraine is not completely analogous to Taiwan.

I agree with the view that China is the country in the best position to pressure Russia on Ukraine. A corollary is that Indonesia can 
influence China on Russia. Given its population is nearly twice that of Russia, Indonesia is much more key to China’s future. Indo-
nesia should consider some sanctions and work diplomatically with China to urge it to do the same. After all Germany and Japan 
surprised the world by boldly committed to rearming and sending military support. One has to look all the way back to the days of 
President Soekarno to see Indonesia under the klieg lights of the world stage. I have always said our good friends are ready to play 
Broadway rather than regional theater and this crisis could be the occasion for the move. 

  (These views are the author’s and may not reflect those of AICC or its members.)
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v Foreign Affairs/US Indonesia Relations:

• Jokowi’s Statements on Ukraine War
President Jokowi, like many leaders, uses Twitter to communi-
cate his thoughts directly. Here are a few of his recent postings:

“The failed ceasefire agreement in Ukraine has not only led to 
the armed conflict escalation but also rising number of casual-
ties and the humanitarian crisis in Ukraine. War is a matter of 
ego.”

“Stop war. War brings suffering to mankind and endangers the 
world.”

“If the crisis continues, there will definitely be a ‘biggest refu-
gee crisis of all century’. This is what we have to prevent from 
happening”.

• Pope Francis Invited to Indonesia
Religious Affairs Minister Yaqut Cholil Qoumas on Tuesday 
made an open invitation for Pope Francis to visit Indonesia 
and celebrate religious tolerance in the country which has the 
biggest Muslim population in the world. “I would love to see 
Pope Francis in Indonesia to get first-hand experience about the 
beauty of diversity here and greet Indonesian Catholic followers 
in person,” Yaqut said in a statement. “This is our hope that 
His Holiness will visit Indonesia when the situation returns to 
normal,” he added, referring to the global Covid-19 pandemic 
that resulted in global travel restrictions. The minister said the 
ministry’s director-general for Catholic affairs will be sent to the 
Vatican to extend the invitation. (Jakarta Globe)

v Social/Culture/Education/Tourism:
• Russian Tourists Permitted

The Tourism and Creative Economy Minister Sandiaga Uno in a 
weekly briefing announced that tourists from Ukraine and Rus-
sia will still be permitted to visit Indonesia as he said the two 
countries contribute to the local economy.  “We are making the 
opportunity available for Ukrainian and Russian tourists to visit 
Indonesia,” said the Minister on March 1.  His announcement 
came after a number of countries imposed international travel 
restrictions for Russian citizens as economic sanctions following 
Russia’s full-on military aggression on Ukraine. 

Sandiaga said the government does not intend the international 
conflict to affect domestic tourism recovery, especially after the 
government had planned to make available direct flights from 
Moscow to Bali.

v Politics and Security: 
• Indonesia Set to be a MRNA Hub

The World Health Organization has appointed Indonesia as one 
of the beneficiaries of mRNA-based vaccine technology trans-
fer, signaling the organization’s confidence in the country to 
become a hub for Covid-19 vaccine production in the Southeast 
Asia region, a minister said on Thursday.  

WHO announced on Wednesday that it would provide five low 
and middle-income countries to produce the mRNA vaccines, 
similar to those currently produced by giant multinational 
pharmaceutical corporations Pfizer and Moderna. WHO Direc-
tor-General Tedros Adhanom Ghebreyesus said this was aimed 
at closing the gap in production locations concentrated in 
high-income countries.

Apart from Indonesia, WHO said it would share the technology 
with Bangladesh, Pakistan, Serbia, and Vietnam to ramp up the 
manufacturing and supplies of the vaccine to low and mid-
dle-income countries. Minister of State-Owned Enterprises Erick 
Thohir said WHO’s announcement resulted from the intense lob-
by by the ministry, the health, and the foreign affairs ministry. 

“The good collaboration between the Minister of Health, the 
Minister of Foreign Affairs, and us, from SOEs, has made WHO 
trust Indonesia to make mRNA vaccines,” Erick said on Thurs-
day.

• New Australian Submarine Base
Australia will build a new submarine base on its east coast to 
support a future nuclear submarine fleet being acquired under 
a security partnership with the United States and Britain, Prime 
Minister Scott Morrison said Monday. “Establishing a second 
submarine base on our east coast will enhance our strategic 
deterrent capability with significant advantages in operation-
al, training, personnel and industrial terms,” Morrison said in 
a speech to Australian think tank the Lowy Institute. Brisbane 
in Queensland and Newcastle and Port Kembla in New South 
Wales are being considered as possible locations for the esti-
mated A$10 billion ($7.4 billion) defense facility, he said.

• Postponing Elections
 President Jokowi addressed the efforts to postpone elections 
over the weekend. He said: “Anyone may advocate the notion 
(wacana) of postponing the election and extending [the term of 
the president], be it a minister or a political party, because this 
is a democracy. There is freedom to hold opinions. However, 
when it comes to implementation, everyone must be compliant 
and subordinate to the Constitution”. (Translation of Kompas 
article by Reformasi Weekly). Some critics pointed out this 
was not a full fledged repudiation. Prominent scholar Azyu-
mardi Azra, said Jokowi’s statement was “still too normative”. 
“The President did not explicitly say that he was against the 
postponement of the 2024 elections, an extension to his term 
or a revision of the Constitution,” Azyumardi said on Sunday. 
“Hence, we still need to watch out.”
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