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Economic Crisis and its Impact to Agriculture 

Mohamad Ikhsan 

 

Good afternoon, Buenas tardes. I am delighted to be with you in Lima today to 

address this distinguished gathering. I thank the IFPRI and the Universidad del 

Pacifico for inviting me to this important event. 

 

These are significant times for us, researchers and policymakers around the 

world. A year ago, many countries were focusing on putting in place policies that 

would shelter economies from the worst economic crisis in 70 years. And now, a 

year later, attention turns to our economic transformation after the crisis. Exit 

strategy needs to be defined, prioritized, and time-lined.  This is also an 

opportunity for most of our countries to put in place the foundations of a 

stronger economy and a sustainable growth path. These debates could not be 

more important or more timely.   

 

Indonesia, Southeast Asian Countries and the Global Crisis  

 

Señoras y señores, 

 

Let me begin by talking about recent development in Southeast Asia after the 

crisis.  The economies in the region are recovering very fast.  The expansion in the 

fourth quarter of 2009 was better than most imagined at the beginning of 2009.  
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Indonesia for example, grew 5.4 percent in the last quater of 2009, making its 

overall growth in 2009 of 4.5 percent higher than the early projection of 4 

percent.  The Malaysian economy also expanded at a rate of 4.5 percent in the 

last quarter of 2009, and is now forecasting GDP growth of 6 percent for 2010.  

Thailand has also seen growth in the last quarter of 2009 and the beginning of 

2010.  

 

Agriculture has been a major source of growth for agriculture-based countries, 

accounting for 32 percent of GDP growth on average.  Those include Laos, 

Malawi, and Papua New Guinea. For transforming countries, like Indonesia, China, 

Viet Nam, and Thailand, agriculture is no longer a major source of economic 

growth.  It contributes only around 7 percent to GDP growth.   

 

Several key factors have enabled fast and strong rebound in East Asia.  First, we 

have enjoyed greater flexibility to implement aggresive monetary and fiscal 

policies.  Most Southeast Asian countries have implemented sound 

macroeconomic and fiscal policies for over a decade.  As a result, the region has a 

relatively strong fiscal position and low debt levels that allowed governments to 

implement larger fiscal stimulus measures. Second, fundamentally East Asia is a 

relatively competitive region – labor is relatively skilled, labor market is very 

flexible and infrastructure in most countries is adequate. So, it is normal that 

economies that are more competitive come again close to the potential. Third, 

The china factor. It is fair to say the whole world is being dragged out of the crisis 

by China. Being so close to China and China’s strong growth has certainly help the 

region.  Fourth, the Asian financial crisis in 1997/98 taught the countries about 
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the importance of a healthy financial sector.  A set of reforms had already been 

implemented to strengthen the financial sector, and to better finance the 

economic sectors. 

 When crisis hit in 2008, Indonesian banks had a very low level of non-

performing loans – a very different situation compared to 1997/98. 

 Financial intermediares and financial markets have improved. Good 

corporate governance has been the rule. To make sure that good 

corparate governance is in place, government of Indonesia has sold some 

of their shares in state owned banks to capital market. 

 Crises in 1997/98 created a larger government and central bank debt 

market. This development has allowed the central bank to implement 

more efficient monetary policy. Government debt market can also provide 

a benchmark for the private debt market and becoming more efficient. 

 The accounting and auditing standard of intermediaries and borrowers 

have improved.  Investors are better informed. 

 Prudent regulation and supervision from the central banks in the region 

are better than in the 1990s.       

 Our banking sector have little exposure to the US and or EU housing 

market and  

 Last and but least, most of East Asian countries have been accumulated 

large international reserves particularly after the Asian financial crisis. 

Those factors have made the financial system in the region resilient throughout 

the global financial turmoil in 2008.  They will also play an important role in 
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supporting private sector activities as the fiscal stimulus measures are gradually 

withdrawn.  

Fifth, households and firms are not over-borrowed, and thus, are in a better 

position to sustain consumption and investment.  Sixth, increased intra-regional 

trade in Asia has become the push factor in the demand of the region.  Intra-

regional trade in Asia went up from 32% of the total exports in 1995 to 50% in 

2008. Rapid trade liberalisation in the region, partly as a result of the a number of 

regional free trade agreements (e.g. the Asean-China-Free Trade Agreement), has 

also improved market access, enlarged market, attracted more investment and 

contributed to higher income in the region.  Increased consumption has led to the 

development of an extensive modern retail sector across the region. 

  

Lessons from Financial Crisis 

 

Señoras y señores,  

 

We need to recall some important lessons from the recent financial crisis.  The 

first lesson to draw is that financial sector development including its integration 

to the global financial system can be an important catalyst for economic 

development, but this should be done gradually and after the necessary 

institutional changes are in place.  We have learnt from the crisis in 1997/998 

about the importance of developing adequate supervision systems that can keep 

pace with market development. The current global financial crisis has reminded 
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us to keep a balance between real sector development and financial sector 

development. 

 

The second lesson from the current global financial crisis is on the direction of 

economic development strategies in general.  The crisis underscores the 

importance of keeping a balance between strong domestic demand and export 

promotion.  The integration of domestic economy to the global economy into 

global production chains should be part of our national development strategy.  

However, we should not forget to integrate our economy internally. Having a 

stronger and efficient domestic economy, in fact,  will enhance the 

competitiveness Indonesia’s product in global market. 

 

Thirdly, we also learned that handling the impact of the crisis was easier because 

social safety net were already in place and the government was able to scale 

them up quickly as needed. The significant impact of the 1997/98 crisis on 

poverty was partly caused by the unreadyness of the social safety nets.  In 2008, 

the situation was very different. Indonesia had put in place over the past few 

years strong foundations for a social safety net program, ranging from food 

subsidy, cash transfer etc. 

 

Fourthly, we also find that being pro active has really paid-off. One reason for the 

success of Indonesia to navigate during this current crisis was the preparedness of 

the government. We started to prepare for the crisis as the first signs of turmoil 

emerged, allowing us to adjust some policies early on and before many of our 

neighbors had done. We also took some risks in securing financing for the budget 
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as markets were asking for a premium on capital, which allowed us to aggressively 

use fiscal policy to counter the crisis.  

   

The next lesson is on the relationship between the food crisis and the financial 

crisis.  Accidently, both Asian financial crisis in 1997 and the current global crisis 

were accompanied by food crisis.  In 1997, El Nino occured in the region which 

depressed food and agricultural production in many countries including Indonesia 

and Philippines.  As a result, poverty rate increased significantly.  In 2008, food 

production per capita reached its highest level in Indonesian history.  Indonesia 

attained, for the second time, self-sufficiency in rice.  The availability of sufficient 

rice domestically somewhat insulated Indonesia from the spikes in rice prices in 

early 2008.  As a result, we were not only able to continue to record a declining 

trend in the number of poor, but also in unemployment.      

 

The Financial Crisis and Agriculture Sector 

 

Señoras y señores,  

 

Let me close my speech today with my assessment on the impact of the crisis on 

the agriculture sector.  

 

Food is still the most important element in CPI.  Food price and inflation have 

strong association.  Even though food price stabilization has somewhat 

disappeared from the mainstream discussion in economic policies, the last crisis 

has called its relevance in protecting the poor.  The challenge is how to find the 
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right policy mix on price stabilization effort because some poor are actually net 

producers of staple food and will lose from price stabilization policy.  Programs 

should then be tailored to each country specific characteristics. We can’t leave it 

exclusively to the market. 

 

The agriculture sector has historically played an important role as a shock 

absorber.  Financial crisis mainly hit modern sectors in the economy, namely 

manufacturing and construction.  Both sectors have been the area where most of 

the landless poor work.  Contraction in modern sectors has made the poor search 

jobs in agriculture sectors.  To increase the effectiveness of agriculture as an 

automatic safety net during period of crisis, renewed efforts will be necessary to 

revitalize agriculture and economic activity in rural areas, by gradually shifting the 

activities in agriculture towards high-value agriculture.  Some non-farm activities 

such as processed food/fish industry, or poultry feed industry, should be located 

in rural sectors, side by side, with agriculture.  In order to attract non-farm 

businesses to enter rural areas, basic infrastructure like electricity and roads must 

be provided.                  

 

The financial crisis has increased pressure on the government budget. As the need 

to provide safety nets to mitigate the impact of the crisis on the poor become 

clearer, the ability of the government to use public funds to pursue necessary 

reforms and investments was seriously constrained. The fiscal space to undertake 

the necessary investments in the agriculture sector became tighter. Going 

forward, and as the fiscal space expands again, the government will need to 
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prioritize investments that increase productivity and, as mentioned at the 

beginning, puts Indonesia into a higher and sustainable growth path. 

 

The composition of agriculture spending must be in a way increase productivity, 

especially in smallholder farming. The provision of public goods and services that 

are normally underprovided by markets, such as Irrigation, research and 

extension will greatly contributed to increases in productivity. Market failures in 

credit markets, prevalent in the agriculture sector, can also be addressed through 

government support.  

 

On the other hand, the provision of subsidized agriculture inputs is unlikely to 

lead to improvements in productivity and rural income increases. Government 

intervention in input markets may also crowd out private investment and their 

interest in providing agricultural inputs. Credit constrained farmers are often 

better served by cash grants, to subsidize consumption, or facilitating access to 

credit, so they can buy the necessary inputs and make the necessary investments. 

 

Improved public services can open up access to assets critical in agriculture such 

as water, technology and land.  Meanwhile, investments in rural infrastructure 

can improve connectivity between rural and urban areas and among islands can 

reduce transaction costs, enlarge tradability of the agriculture products, and 

reduce agriculture price volatility.  In Indonesia, most modern supermarkets in 

cities now sell fresh, differentiated, and high quality agriculture products.  
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Conclusion 

Ladies and gentlemen,  

 

Let me conclude.  Transforming developing economy to boost living standards 

and increase resilience to shocks is a tough agenda. Each country must take a 

leadership role on poverty reduction.  A growing agriculture sector becomes a 

critical point: for poverty reduction, food security, and to support current and 

future energy needs, and overall growth. Good policies underlie all these 

endeavors. Indonesia has already seen substantial increases in agricultural 

productivity in the past during the Green Revolution. We now need to look back 

and apply the lessons of what worked and what didn’t as we seek to revitalize our 

agricultural sector. These are serious challenges.  But they are not impossible. 

Thank you. 

 


