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Not that many countries 
have taken hits as hard as 
Indonesia has in recent 
years.  The Asian financial 
crisis of the late 1990’s 
caused severe economic 
and social dislocation. 
And then, as Indonesia was 
beginning to recover, the 
tsunami of December 2004 
struck, killing over 
200,000 Indonesians.  

But there are several signs 
that Indonesia, the world’s 

Indonesia on the Rebound

The Asian financial crisis 
and the resulting scrutiny 
by international funding 
organizations forced 
Indonesia to confront 
corruption, 
mismanagement, crony 
capitalism, and weak 
financial systems. 
Indonesia had been 
afflicted by too-cozy 
relations between banks 
and corporate borrowers 
and it lacked financial 
transparency in its 
corporate, banking, and 
government sectors.  All 

The Magellan Alliance

Overcoming Problems of the Past

Recent consulting work in Indonesia leads us to 

believe that the country is on the rebound and that 

early mover advantages could exist for those 

considering investing in the country now.

fourth most populous 
nation, is on the rebound 
and has the potential for 
sustained, above-average 
growth.  The business and 
government sectors have 
been undergoing large-
scale reformations, and 
these efforts are 
beginning to bear fruit: 
there is increasing 
macroeconomic stability, 
and the international 
financial community has 
begun taking note of this. 

that has begun to change.

Until 1998, Indonesia had 
been under the 30-year, 
authoritarian rule of 
President Suharto, with 
the backing of Indonesia’s 
military, which historically 
has intervened 
aggressively in Indonesian 
politics.  Presidential 
elections formerly were 
decided by the People’s 
Consultative Assembly, 
which had become a rubber 
stamp for Suharto’s 
authoritarian rule.  The 
military had 39 seats in 
that assembly.



Since then, there have been 
democratic elections, and 
now the president, vice-
president, and all members 
of the legislature are 
directly elected by the 
people.  The military’s role 
in civilian politics has been 
substantially curtailed.

With the election of 
President Susilo Bambang 

Recent Changes

The economic and political 
reforms are bringing 
results.  There was above-
average GDP growth in 
2005 of approximately 5%, 
driven by consumer 
consumption, growth in 
financial services, and oil 
and gas as well as other 
commodity exports.  There 
is a high probability that a 
similar growth rate can be 
achieved in 2006. 

As it continues to 
progress, Indonesia is 
helped by the fact that its 
economy has a bedrock, 
which is the nation’s 
wealth of natural 
resources.    Indonesia is 
the only Southeast Asian 
member of the Organization 
of Petroleum Exporting 
Countries (OPEC), and it is 
a large exporter of 
liquefied natural gas (LNG) 
and of the highest grade 
petroleum.  

Greater Macroeconomic Stability 
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Yudhoyono in 2004, the 
transition to democracy 
got another strong lift. 
President Yudhoyono has 
attacked corruption, 
asserted civilian control 
over Indonesia’s military, 
and sought to improve the 
climate for foreign direct 
investment.  

With recent advancements 
in its economy, Indonesia’s 
macroeconomic stability 
has improved, the federal 
budget has been balanced, 
and interest and inflation 
rates have been trending 
downward.  In terms of the 
performance and 
transparency of 
Indonesia’s financial 
sector, there has been a 
tremendous improvement in 
banking, particularly in 
terms of capital adequacy, 
non-performing loan, and 
return on asset ratios.  

The international financial 
community has begun taking 
note of these 
advancements.  Foreign 
direct investment (FDI), 
measured on an “approved” 
basis by Indonesia’s 
investment board, nearly 
doubled in 2005, to $8.9 
billion, an amount 
exceeding the FDI of much 
larger India, which is the 



 star of the outsourcing 
scene.  In another measure 
of Indonesia’s 
strengthening economy, 
the rupiah rose nearly 8% 
against the dollar in the 

A Shift in Perspective by American Companies

This upward swing in 
Indonesia’s fortunes and 
its more favorable 
business climate has 
caught the eye of U.S. 
multinationals.  The 
president of the U.S.-ASEAN 
Business Council 
delegation that visited 
Indonesia earlier this year 
said that, “The government 
has found its direction and 
is beginning to take 
important actions to 
encourage investment here. 
It is the right time to look 
at investment opportunities 
in Indonesia.”  Echoing this 
perspective, a Coca-Cola 
executive who was a member 
of this visiting council said, 
“We have big plans for 
Indonesia.  [We plan to 
invest] millions and 
millions of dollars [over 
the next five years].”  After 
accompanying a similar 
delegation of business 
people to the country, the 
chairwoman of the 
American Chamber of 
Commerce in Singapore 
said, “Indonesia is a very 
important country in the 
region, and it is an area 
with a lot of opportunities 
and interest for our 
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first quarter of this year, 
and Moody’s and Standard 
& Poor’s have issued 
positive outlooks for 
Indonesia’s sovereign 
credit ratings.

members.”

The U.S. government is also 
stepping up its courtship of 
Indonesia, which it 
perceives as an important 
strategic partner in 
Southeast Asia.  During the 
visit to Indonesia of 
Secretary of State 
Condoleeza Rice in March 
of 2006, Ms. Rice and the 
Indonesian foreign 
minister, Hassan Wirajuda, 
used the phrase “strategic 
partnership,” which from 
the American side reflects 
a desire for Indonesia grow 
into a major economic and 
military power in Southeast 
Asia and thereby act as a 
counterweight to the 
influence of China in the 
region.

Warming relations appear 
to be having an effect on 
the broader population. 
Partly as a result of 
American help after the 
tsunami of December 2004, 
in which the U.S. provided 
$400 million in official aid, 
approval ratings for the 
U.S. have risen to 50 
percent, according to some 
opinion polls.  

The improved relations are 



The improved relations are 
bearing fruit for American 
companies.  Philip Morris 
recently announced its 
intention to acquire, for 
$5.2 billion, the Indonesian 
tobacco company HM 
Sampoerna.  In an even more 
significant indication of 
the reform-minded resolve 
of President Yudhohono, a 
multiyear dispute between 
ExxonMobil and the state-
run oil monopoly, 
Pertamina, has been 
resolved.  Resolution of 
the dispute clears the way 
for development of 
Indonesia’s large Cepu oil 
field. 

The trend lines for 
business in Indonesia are 
clearly positive, but U.S. 
multinationals are 
indicating that there are 
several key issues that 
require ongoing 
government vigilance, 
including budget discipline, 
anti-corruption initiatives, 
an end to the rebellion in 
resource-rich Aceh 
province, and the creation 
of legal certainties and a 
respect for the sanctity of 
contracts.  There is also 
the ongoing need to ensure 
the security of company 
facilities and personnel, 

Progress and Potential

The Magellan Alliance is a consultancy that assists 
companies in navigating international markets.  Asia, 
Europe, and North America are the primary geographic 
sectors in which we operate.  Our personal experience 
has involved consulting work in approximately 30 
different industries.  Recent engagements have been in 
the insurance, financial services, and human resources 
services sectors.  For further information about our 
firm, please visit our web site: www.magellanalliance.com.

About the Magellan Alliance…

The Magellan
Alliance

We bring the 
world to work 
for you

Contact us: 

Mr. Tully Moss

President

203-261-7731
tully@magellanalliance.com

which the government 
recognizes and has been 
actively working on.  A case 
in point is its support of 
Freeport-McMoRan, which 
runs the world’s largest 
gold and copper mine in 
West Papua, the 
easternmost province in 
Indonesia.  This facility has 
been the target of violent 
protests from the local 
population.  The Yudhoyono 
government has signaled 
that it will support 
Freeport in maintaining the 
security of the mine.

Although Indonesia is not 
out of the woods yet, it 
clearly is on the rebound. 
Early movers among 
multinationals and the 
international financial 
community have taken note 
and are securing what 
could prove to be 
advantageous positions. 
Those that have a long-
term view and are willing to 
confront the inefficiencies 
and risks that still exist in 
Indonesia, those seeking to 
be a part of an early-mover 
group, will look at 
Indonesia as an opportunity 
to capitalize on the 
country’s upswing as its 
economy rebounds.  
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