
Section B

Answer one question from this section.

3. Study the extract and data below and answer the questions that follow.

Indonesia’s economy

 Indonesians hope that their new president will be able to speed up reforms to stimulate 
economic	growth	and	economic	development.		These	reforms	include	upgrading	
infrastructure,	reducing	red	tape	(excessive	regulations)	and	reducing	corruption.		It	is	also	
hoped	that	he	will	increase	Indonesia’s	global	competitiveness,	create	new	jobs	and	educate	
one of the world’s youngest workforces. 

	 Some	government	policies	are	already	being	implemented.		These	include	a	large	power	
plant	construction	programme,	tax	incentives	to	infant	industries	and	tax	cuts	for	industries	
like transport, telecommunications, metal production and agricultural processing.  In addition, 
there has been a decision to reduce fuel subsidies in order to contribute funds towards the 
government’s	record	US$22	billion	investment	in	infrastructure	projects.		The	subsidies	had	
kept	fuel	prices	low	in	a	country	where	millions	of	people	live	in	poverty.

 Despite the policies, Indonesia is struggling.  Economic growth is slow and consumer 
confidence	has	deteriorated.		Indonesia’s	main	export	commodities	are	coal,	gold	and	palm	
oil,	for	which	prices	have	fallen.		The	inflation	rate	is	7.26	%,	which	is	above	the	central	
bank’s target range of 3 to 5 %.  Slower growth in the world economy makes the situation 
even	worse	for	Indonesia’s	struggling	economy.

	 Economists	have	said	that	the	president	must	put	his	efforts	into	improving	export	
competitiveness	by	making	investments	in	education	and	training.	

 The costs of doing business in Indonesia are high due to paperwork and confusing 
regulations.		The	government	has	adopted	policies	to	improve	this.		These	policies	aim	to	
create	certainty	and	transparency	for	foreign	investors	and	to	empower	small	businesses,	
which play a critical part in Indonesia’s economy.  Other policies, such as obtaining loans and 
encouraging micro-credit institutions, make it easier to gain access to credit.  

	 Trade	protection	and	intervention	are	increasing	as	policymakers	look	to	reduce	imports,	
manage markets and promote domestic industries.

(This question continues on the following page)
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(Question 3 continued)

Figure 1 – Indonesian development statistics 

2007 2008 2009 2010 2011 2012 2013 2014
Relative	poverty
(% of population) 16.6 15.4 14.2 13.3 12.5 11.7 11.5 11.0

Absolute	poverty	
(in millions)  37 35 33 31 30 29 29 28

Gini	coefficient 0.35 0.35 0.37 0.38 0.41 0.41 0.41 –*
Human	Development	Index	
(HDI)	value –* 0.654 –* 0.671 0.678 0.681 0.684 –*

[Sources: adapted from World Bank and Statistics Indonesia; www.legalbusinessonline.com, accessed 18 September 2015; 
www.indonesia-investments.com,	accessed	23	August	2015;	www.hdr.undp.org,	accessed	23	August	2015;	 

www.bloombergview.com,	accessed	9	August	2015;	www.reuters.com,	accessed	9	August	2015;	 
www.lowyinterpreter.org,	accessed	23	August	2015	and	www.data.worldbank.org,	accessed	23	August	2015]

*	signifies	no	data	available

 (a) (i) Define	the	term	infrastructure indicated in bold in the text (paragraph ). [2]

  (ii) Define	the	term	micro-credit indicated in bold in the text (paragraph ). [2]

 (b) Using a demand and supply diagram, explain the impact on the market for fuel of the 
government’s	decision	to	reduce	fuel	subsidies	(paragraph	). [4]

	 (c)	 Using	a	production	possibilities	curve	(PPC)	diagram,	explain	how	“the	government’s	
record	US$22	billion	investment	in	infrastructure	projects”	will	affect	Indonesia’s	
production possibilities (paragraph ). [4]

 (d) Using information from the text/data and your knowledge of economics, discuss 
the possible impacts of market-oriented and	interventionist	policies	on	Indonesia’s	
economic	development. [8]

Turn over
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