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Fuelling reforms in Indonesia
March 2, 2003
{from Svdney Moming Herald)

It is the single mos! unpopular decisiun-anwand?hesi?a-ﬁmsident could make. with the potential 1o trigger
immediate political unrest But the move by President Susilo i?ambang Yudhoyono to cut costly fuel subsidics
and 5o push fuel prices up by 30 per cent in n'?pc;r ndfion i§ also the single most important decision for the
recovery of the ailing Indonesian economy, And with halr the Indonesian population scraping by on less than
$2.50 a day. economic growth - and spendin on B’l:sw,)sen ices such as health, education and infrastructure - is
the key to social and political stability on- Australa’s nesthem doorstep. The former president. Megawati
Soekamoputri, long understood this link, but lacked the political courage 1o lake on the protesters, Yesterday.
however, fuel prices did finally rise, despite the unhappy mobs and panic buying at the petrol bowsers,

The immediate impact of the fuel subsidy cut is a large injection of funds into Indonesia’s national budger. Up to
40 per cent of government expenditure has heen di\fert{;Tj into keeping fuel prices artificially Jow. Rising world
oil prices last year pushed the subsidy bill uprlmm—ﬂlsm-billmn {52.77 billion) 1o elose to SUS10 billion, more
than Jakarta spent on health and education mmbmﬁi‘ DrYudhovone's critics complain the money is at risk of
being siphoned oft’ by corrupt officials, rmiter than_being redirected towards services. especially for the poor.

Indonesia’s 40 million unemployed and uncicr mploved are extremely vuinerable to flow-on price nises from
p— &
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higher transport costs.

Bul the big picrore is (his. Subsidies distort national ceonomics. ladomesia's huge populaton; and yvears of
economic stagnation since the 1997 Aswn economic ¢risis. has raised popular fears of a slide backwards inta
deprivation. Economic growth of 7 per cent i needed just to absorb the millions of schogl leavers who spill into
the job marker every year. [he consequences of & shrinking cake have already been tragically played out in
communal conflicts with an economic edge, like (theTunniingwar between Christians and Muslims in Ambon and
riots targeting ethnic Chinese-owned busingsses. |And decades of decline in public education have pushed many
young Indonesians into religious schools. some ﬁur_:deﬁ by fundamentalist groups from the Middle East It is in
mosque schools that Indonesian-based Islamit n:mﬂ:_;jg;s-ﬂy they first found their idealopical footing,
=3 _—] #

Clearly, Dr Yudhoyono must do much more than raise fuel prices to persuade foreign investors that he can
deliver reforms. But it is an crucial step. Dr Yudhoyono must also tackle endemic corruption and revive
confidence in (he legal svstem to woo investors back. [ndonesia enjoys a hroad, rich resource base and a large]
cheap labaur pool. It has squandered far too much of its economic potential through weak governance and poor
management. 1t is difficult to overstate the d\,srmtuim of & more prosperous. democratic nation to Austraha's
north: Indonesia is a very large. important pmece. in) mmq strategic and economic jigsaw. Australian investors
turmed away from Indonesia it droves in the-late l,ﬂﬂﬂs LLma} He time to have another ¢loser look.
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