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Abstract

The study evaluates the efficiency of fiscal and monetary measures mitigating the worldwide economic downturn
impacted Indonesia’'s economy. During the crisis, Indonesia faced challenges such as trade disruptions,
decreased export demand, and financial sector experiences liquidity issues. Bank Indonesia implemented
accommodative monetary policies, including interest rate adjustments, to stabilize financial markets and support
economic recovery. The Indonesian government pursued an expansive fiscal policy, increasing government
spending on infrastructure and social welfare programs to stimulate economic activity and mitigate social unrest.
Tax incentives and relief measures were introduced to support businesses and stimulate investment, while
targeted subsidies were provided to specific industries. Despite challenges such as fiscal constraints and external
shocks, these policy measures contributed to reducing the crisis's impact, promoting economic resilience, and
fostering sustainable development in Indonesia. Continuous evaluation and adaptation of policy frameworks are
recommended to address emerging challenges effectively in the future.
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INTRODUCTION

The worldwide economic downturn has indeed posed significant challenges for economies
worldwide, including Indonesia. In response to these challenges, both fiscal and monetary
policies have played crucial roles in mitigating the repercussions of the crisis and supporting the
country's economic recovery. Bank Indonesia enacted accommodative monetary policies to
bolster moderate growth with relatively low inflation rates, aiming to achieve sustainable
economic growth while upholding macroeconomic stability in Indonesia (Silalahi & Chawwa,
2012). Such policies encompassed significant monetary stimulus via interest rates and expansive
monetary easing, backed by stabilizing the rupiah exchange rate, relaxing macroprudential
measures, and advancing the digitization of payment systems (Wijaksana, 2023).

During the COVID-19 pandemic, In response to the worldwide economic downturn, the
Indonesian government adopted an extensive fiscal strategy in 2020, employing a range of fiscal
actions and enlarging the deficit while boosting budgetary support (Wijaksana, 2023). The
research indicates that during a crisis, the government should prioritize using spending over
revenue policies to influence GDP movement. This conclusion is drawn from observing the
varying impacts of fiscal policy between financial-related crises and other types of crises
(Prasasti & Ekananda, 2023).

The combination of these fiscal and monetary measures, along with policy reforms in the
real economy and the financial sector, has been instrumental in addressing the aftermath of the
worldwide economic downturn in Indonesia. The study aims to unravel the significance of these
policy instruments in alleviating the strains imposed by external economic shocks on Indonesia's
economy, providing valuable insights into the roles, challenges, and outcomes associated with
fiscal and monetary policies in the country's economic recovery (Silalahi & Chawwa, 2012).

As Indonesia grapples with the multifaceted impacts of the worldwide economic downturn,
understanding the nuanced interplay between fiscal and monetary policies becomes paramount.
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Fiscal policy, encompassing government spending and taxation, serves as a tool for stabilizing
the economy through targeted interventions, such as stimulus packages and infrastructure
investments. On the other hand, monetary policy, managed by the central bank, regulates the
supply of money and credit to influence interest rates and inflation, thus shaping the overall
economic landscape (Yunanto & Medyawati, 2015).

Referring to Indonesia, the effectiveness of fiscal and monetary policies has been a subject
of debate. Some studies have found in specific circumstances, monetary policy proves more
efficacious than fiscal policy. For instance, a study by Yunanto and Medyawati (2015) the study
demonstrated that Indonesia’s monetary policy outperformed fiscal policy during the observed
period. However, other studies have found that fiscal policy plays an important shock absorber
role and can be effective in certain circumstances (Juhro et al., 2022).

The efficacy of policies in mitigating the effects of the worldwide economic downturn in
Indonesia is contingent upon various factors, including policy coordination, institutional
capacity, and external dependencies. To address the global economic downturn, various policy
measures were instituted in the monetary, fiscal, and financial sectors. Bank Indonesia adopted
accommodative monetary policies to sustain moderate growth while keeping inflation relatively
low (Silalahi & Chawwa, 2012). The policy reaction proved effective in reinstating economic
and financial stability, albeit at the cost of temporarily setting aside two fundamental pillars of
Indonesia's macroeconomic policy: the 3% GDP ceiling for annual budget deficits and the
restriction on monetary budget financing (IMF, 2022).

In adapting to the global economic downturn, Indonesia has demonstrated resilience
through the effective utilization of fiscal and monetary instruments. The research conducted by
Aisyah et al. (2024) highlights the importance of fiscal policy in maintaining positive economic
growth amidst global challenges. By implementing strategic fiscal measures and collaborating
with the private sector, Indonesia has been able to navigate through economic volatility and
enhance competitiveness. Furthermore, the optimization of fiscal rulemaking, improved
efficiency in public spending, diversification of revenue sources, and focus on community
welfare have all contributed to strengthening the positive impact of fiscal policy on economic
growth in Indonesia.

In the midst of the global economic downturn caused by the Covid-19 pandemic, Indonesia
faces the challenge of adapting to the changing economic landscape. The implementation of
economic policies to support non-military defense becomes crucial in navigating these uncertain
times. As highlighted by Saputro & Prakoso (2021) in their research on the impact of economic
policies facing Covid-19 on non-military defense, it is evident that the government's allocation
of budget and resources plays a significant role in ensuring the resilience and effectiveness of
defense strategies. By harnessing fiscal and monetary instruments effectively, Indonesia can
strengthen its non-military defense capabilities and mitigate the impact of the global economic
downturn on national security.

RESEARCH METHODS

This research employs a qualitative descriptive approach to evaluate the role of fiscal and
monetary policies in addressing the impacts of the worldwide economic downturn in Indonesia
(Sarwono, 2006). Secondary data was gathered through a systematic review process from various
relevant sources, including journals, research publications, research reports, and websites
pertaining to the issues discussed in this study. These data were then analyzed to gain a
comprehensive understanding of how governments have implemented fiscal and monetary
policies to address the global economic downturn.
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The research findings and secondary data were subsequently analyzed thoroughly.
Information collected from various scholarly sources, including books and other papers available
in libraries, served as the primary objects of analysis in this research. This research methodology
yields descriptive notes and integrated data within the text, with a focus on the role of fiscal and
monetary policies in addressing the impacts of the worldwide economic downturn in Indonesia
(Sugiyono, 2013). This qualitative approach enables researchers to comprehend the intricate
nature and context of the implemented policies and their effects on the Indonesian economy in
facing the worldwide economic downturn.

In the realm of addressing the impacts of the worldwide economic downturn in Indonesia,
one pivotal aspect that contributes significantly to national resilience is the effective
implementation of public policies, particularly within the fiscal and monetary domains. When
these policies are executed with precision and foresight, taking into account the intricate factors
influencing their implementation process, they can yield substantial benefits akin to the
principles encapsulated by Integration, Interactivity, Transparency, Control, and Accountability
(IITCA) as delineated by Prakoso (2016).

RESULT AND DISCUSSION

Overview of the Worldwide economic downturn

The worldwide economic downturn (GFC) of 2007-2008 was characterized by extreme
stress in global financial markets, triggered by the downturn in the US housing market. The main
causes of the GFC included excessive risk-taking, increased borrowing by banks and investors,
and regulation and supervision failures (Kaur, 2023). The consequences of the GFC were far-
reaching and long-lasting, leading to widespread economic distress, a fall in employment, and
economic growth (McKibbin & Stoeckel, 2010). The bursting of the largest property bubble in
the United States, which also affected other countries with major property bubbles, ultimately
caused the worldwide economic downturn (Turner, 2023). The impacts of such crises are
extensive, including economic downturns, increased unemployment, declines in asset values, and
the potential collapse of major financial institutions. Additionally, they often trigger crises of
confidence and uncertainty that can exacerbate economic conditions overall.

Global financial crises, such as the Asian Financial Crisis in the late 1990s and the
Worldwide economic downturn in 2008, have had far-reaching impacts on the global economy.
They often serve as catalysts for policy reforms and structural changes in the international
financial system. Understanding the causes, dynamics, and impacts of these crises is essential for
policymakers, economists, and the general public to effectively respond to and address these
complex economic challenges.
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Fewer babies
After the 2008 financial crisis, fertility rates
declined in several advanced economies.
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In response to such crises, policymakers often implement a range of measures, including
fiscal stimulus, financial interventions, and central bank initiatives, to stabilize the financial
system and prevent a deeper economic downturn (Chen et al., 2018). Furthermore, the GFC led
to a reappraisal of risk, with a spike in bond spreads on corporate loans and interbank lending
rates, causing unemployment to rise sharply and potentially leading to protectionist measures
Analysis of the Impact of the Worldwide economic downturn on Indonesia

The impact of the Worldwide economic downturn on Indonesia was felt across various
sectors of its economy, with the trade sector being one of the most immediately affected. The
crisis led to a decline in global consumption and trade disruptions, resulting in a significant
decrease in demand for Indonesian exports. Industries heavily reliant on exports, such as
manufacturing and agriculture, experienced significant declines in production and revenue (Basri
& Rahardja, 2010).

Moreover, the sharp depreciation of the Indonesian rupiah against major currencies
exacerbated the situation, making imports more expensive and further squeezing profit margins
for businesses reliant on imported raw materials or equipment. The depreciation was a
consequence of the global economic downturn, primarily driven by external factors and sparked
by the US subprime crisis (Basri, 2018). This was partly due to the appropriate policy responses
from Bank Indonesia and the Indonesian government, as well as the country’'s relatively small
export share to GDP, which saved it from the worst effects of the crisis.

The impact of the crisis on the Indonesian economy was relatively limited compared to
other countries, including Singapore, Malaysia, and Thailand (Basri & Rahardja, 2010).
However, the financial sector faced liquidity challenges and heightened risk aversion among
investors, leading to tightened credit conditions and reduced lending activity. Indonesian banks
grappled with capital outflows and non-performing loans, hindering businesses' ability to access
financing for investment and working capital, which hindered their ability to expand operations
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or weather the economic downturn. Furthermore, the stock market witnessed sharp declines,
eroding investor confidence and undermining the capital-raising capabilities of Indonesian firms
(Basri, 2018).

The Role of Fiscal Policy in Addressing the Impact of the Financial Crisis: Analyzing the
Fiscal Policies Implemented by the Indonesian Government

During the Worldwide economic downturn, the Indonesian government implemented
various fiscal measures to bolster economic resilience and foster recovery. One key policy was
increased government spending, particularly on infrastructure projects and social welfare
programs. This was aimed at stimulating economic activity, creating jobs, and enhancing
productivity. Additionally, the expansion of social welfare programs, such as cash transfers and
food assistance, aimed to provide support to vulnerable segments of the population adversely
affected by the economic downturn, mitigating social unrest and poverty (Izvorski, 2018). The
fiscal policy response to the worldwide economic downturn was a common strategy employed
by governments around the world. Many nations enacted fiscal stimulus plans based on the
Keynesian theory that deficit spending by governments can replace some of the demand lost
during a recession and prevent further economic decline.

The Indonesian government has implemented a series of tax incentives and relief measures,
as documented by Medina (2023), aimed at bolstering businesses and stimulating investment in
the country. These initiatives encompass reductions in corporate income tax rates to foster
business expansion, alongside the introduction of investment tax credits designed to incentivize
private sector expenditure. Furthermore, specific industries such as manufacturing and exports
have been targeted for tax breaks and subsidies to facilitate economic recovery. Additionally,
long-term tax reductions have been extended to major investments in key sectors and regions,
including marine and fisheries, pharmaceuticals, IT, and energy. Moreover, businesses investing
in designated provinces and industries are eligible for deductions in net income, amounting to
30% of the total investment value, with charges applied at 5% per annum over a six-year period.

These measures collectively aim to promote investment, spur economic growth, and
enhance the overall business environment in Indonesia.These tax incentives and relief measures
aim to boost investment, stimulate economic growth, and create job opportunities in Indonesia.
In line with global trends, the Indonesian government introduced a range of tax incentives and
relief measures to support businesses and stimulate investment. These measures included
reductions in corporate income tax rates to encourage business expansion, investment tax credits
to incentivize private sector spending, and targeted tax breaks and subsidies for specific industries
such as manufacturing and exports. Long-term tax reductions were also offered for major
investments in specific sectors and regions, while businesses investing in certain provinces and
industries were granted deductions in net income.

The Role of Monetary Policy in Addressing the Impact of the Financial Crisis: Analyzing
the Monetary Policies Implemented by Bank Indonesia to Respond to the Worldwide
economic downturn

To counter the global economic downturn, Bank Indonesia, the central bank of the country,
enacted a variety of monetary policy measures aimed at mitigating adverse impacts and restoring
stability to the Indonesian economy. One of the primary tools used was the adjustment of policy
interest rates. By adopting an accommodative monetary stance and lowering its benchmark
interest rates, the central bank aimed to stimulate borrowing and spending, encourage investment
and consumption, bolster aggregate demand, and support economic growth amidst the downturn
(Juhro & Goeltom, 2015).

The Indonesian experience in implementing adjustment reforms and dealing with the
impact of reform on monetary policy, as well as the monetary policy transmission mechanism,
has been discussed in the context of the country's structural adjustments and the effectiveness of

2874

https://ijhess.com/index.php/ijhess/


mailto:editorijhess@gmail.com
https://crawford.anu.edu.au/acde/ip/pdf/lpem/2012/2012_10_24_-_SEADI_Thee_Kian_Wie.pdf
https://crawford.anu.edu.au/acde/ip/pdf/lpem/2012/2012_10_24_-_SEADI_Thee_Kian_Wie.pdf

International Journal Of Humanities Education And Social Sciences (IJHESS) E-ISSN: 2808-1765
Volume 3, Number 6, June 2024, Page. 2870 - 2878
Email : editorijhess@gmail.com

monetary management. Bank Indonesia's mandate encompasses achieving stability in the rupiah,
ensuring the stability of the payment system, and preserving financial system stability. In pursuit
of this mandate, the central bank has adopted an Inflation Targeting Framework (ITF) as its
monetary policy framework. This framework is relevant for the mandate and institutional
arrangements mandated in prevailing laws. The primary goal of monetary policy is to establish
and uphold stability in the Indonesian rupiah, and the central bank continues to enhance its
monetary policy framework in response to evolving dynamics.
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Since the collapse of oil prices in 1986, Indonesia has implemented an intensified
adjustment program involving multiple policy adjustments. These include exchange rate
management, fiscal policy, monetary and financial policies, as well as trade and finance.
Additionally, the role of monetary policy in setting domestic interest rates in Indonesia has been
a topic of discussion (Ahmed, 1989). In essence, Bank Indonesia has employed a range of
monetary policy measures, such as modifying policy interest rates, to tackle the challenges posed
by the worldwide economic downturn and to enhance the stability and expansion of the
Indonesian economy.

Evaluating the Effectiveness of Fiscal and Monetary Measures: Assessing the extent to
which fiscal and monetary policies have succeeded in alleviating the impact of the
worldwide economic downturn in Indonesia

The efficiency of fiscal and monetary measures mitigating the impact of the worldwide
economic downturn in Indonesia can be evaluated through various lenses, including economic
indicators, policy outcomes, and socio-economic developments (Resosudarmo et al., 2021).
Following the implementation of fiscal stimulus packages and accommodative monetary policies,
Indonesia experienced a gradual rebound in economic growth, supported by increased
government spending, enhanced consumer confidence, and improved access to credit.

Moreover, inflationary pressures remained relatively subdued, reflecting the successful
management of demand-side shocks and inflation expectations by monetary authorities. The
expansion of infrastructure projects, social welfare programs, and targeted tax incentives under
fiscal policy contributed to job creation, income support, and business resilience, particularly in
sectors most affected by the crisis.
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Similarly, monetary policy measures, such as interest rate adjustments and liquidity
injections, facilitated credit availability, stabilized financial markets, and restored investor
confidence, thus bolstering investment and consumption activities. The Indonesian government's
fiscal stimulus packages and monetary policy responses played a significant role in mitigating
the impact of the worldwide economic downturn, as evidenced by the performance of key
macroeconomic indicators and the tangible impacts on various sectors of the economy (Basri,
2018).

The implementation of fiscal and monetary policies in Indonesia has contributed to
poverty reduction efforts, enhanced social protection mechanisms, and promoted inclusive
growth. Monetary policy has a more significant impact on poverty reduction compared to fiscal
policy, which has a relatively minor effect on reducing poverty numbers (Tanjung et al., 2019).
The successful implementation of these policies has played a pivotal role in safeguarding
livelihoods, reducing income disparities, and fostering social cohesion amidst economic
uncertainties. However, there are inherent challenges and limitations associated with policy
implementation and effectiveness, such as fiscal constraints, administrative capacity constraints,
and external shocks, which may hinder the full realization of policy objectives. The dynamic
nature of the global economy and evolving market conditions necessitate continuous monitoring
and adjustments to policy frameworks to ensure their relevance and efficacy in addressing
emerging challenges (Tambunan, 2005). Through rigorous evaluation and adaptive policy
frameworks, Indonesia can harness the lessons learned from past crises to build resilience,
promote sustainable development, and navigate future challenges with confidence.

CONCLUSION

In facing the challenges posed by the worldwide economic downturn, both Bank
Indonesia and the Indonesian government have played crucial roles through monetary and
fiscal policies in mitigating the repercussions of the crisis and supporting the country's
economic recovery. Bank Indonesia implemented accommodative monetary policies by
lowering policy interest rates to support moderate growth with relatively low inflation.
Conversely, the Indonesian government pursued an expansive fiscal policy by increasing
government spending and expanding the deficit to enhance budget financing.

These efforts have significantly contributed to alleviating the crisis's impact on the
Indonesian economy. Policy coordination among Bank Indonesia, the government, and other
financial authorities, has been emphasized to control inflation and reinforce financial system
stability. However, challenges such as limited fiscal space, volatile capital flows, and exchange
rate pressures have complicated policy implementation amid economic uncertainty.

The impact of the crisis on Indonesia’'s economy was felt across various sectors, with the
trade sector being one of the most affected. Nevertheless, Indonesia performed relatively better
compared to neighboring countries due in part to appropriate policy responses from Bank
Indonesia and the government. Nonetheless, the financial sector faced liquidity challenges and
heightened risk aversion among investors, hindering businesses’ access to financing.

The fiscal and monetary policies implemented by Indonesia have significantly
contributed to reducing the crisis's impact, particularly through increased government spending,
improved financial market conditions, and support for affected economic sectors. Nevertheless,
challenges and limitations associated with policy implementation persist, requiring continuous
monitoring and adjustment to ensure effectiveness in addressing emerging challenges in the
future. Thus, through rigorous evaluation and adaptive policy frameworks, Indonesia can
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strengthen its economic resilience, promote sustainable development, and confront future
challenges with confidence.
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