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ABSTRACT
This paper aims to examine the pattern of growthnklonesia, especially after the
economic crisis 1997/1998. Indonesia suffered astatphic economic crisis from the
year 1997 until 1999 and the economy improved ftbenyear 2000 even though it was
still dependant on the non-economic fundamentatofacThis paper represents the
progress of each of the main sectors in the econsogh as primary, secondary, and
tertiary sectors, from the year 2001 until 200#tipalarly focusing on its role to support
economic growth. The primary sector, which consmststly of agriculture and mining,
is always excluded by policy makers because ddetseasing contribution to the Gross
Domestic Product (GDP). The interesting phenomeahatwe can learn from this paper
is the two-way correlation, which happens betweeémary sector growth and GDP
growth, it also happens to the secondary sectoth®mther hand, tertiary sector growth
has only one-way correlation with GDP growth.
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The Pattern of Growth in Indonesia after the Econonit Crisis 1997/1998:
Does the Primary Sector Still Need to Support Ecomoic Growth?

1. INTRODUCTION

1.1. Background

Many development theories have been introduced ritfabt economists, looking in
depth into development theory many economists aigdained the growth theory as a
part of development theory, from Harrod-Domar toe@éry-Syrquin. There are still
many economists who have concerns about the dewelapand growth theory, such as

Rosenstein-Rodan, Hirschman, Rostow, and manysther

Development is a process of change, not only imglygrowth or even decline, that
entails the possibility of having changes in theialostructure, technology, power
relations, and distribution of interests (Grand@0@&). Harrod-Domar with their long run
development formula also defined the developmerdraaddition between growth and
change (Kuntjoro-Jakti, 2007). Development can bktigal, economic, socio-cultural,
or technological. Meanwhile, change can be defiagd vertical, horizontal, or lateral
mobility. Nevertheless, this paper only looks iptheat the matter of growth.

Chenery and Syrquin (1975) introduced their inv@mtiwhich was called “Chenery-
Syrquin Growth Pattern.” It focuses on three maaéctsers that have influenced the
economy: agriculture, industry, and services. Théegerved and measured the value
added of each sector to GDP in three different oderi pre-industrialization,

industrialization, and post-industrialization ($&gure 1).



Figure 1. Chenery-Syrquin Growth Pattern
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Based on the figure above, we can make a hypotfa@siing research in the pattern of
growth field, specifically in one country withoutorsidering the economic system
applied in the country. The primary sector can $eduo present agriculture because it is
derived from the primary sector. Meanwhile, indysand services sectors can be

presented by the secondary and tertiary sectors.

1.2. Indonesia’s Economic Condition: Overview

In the second half of 1997, Indonesia was suffetimggEast Asian Financial Crisis. The
crisis that began from the high depreciation ofilBma’s currency (Baht) to USD which
then contaminated Indonesia and some other EastnAsduntries (Hirawan, 2007b).
Beginning in August 1997, Indonesia experiencedugehdepreciation in its currency
(Rupiah), from Rp 2,300 to Rp 15,000 / USD by m@&b& (see Figure 2). The stock
market also suffered high pressure. It was expdedse the decline of the Jakarta
Composite Index (JSX) at the end of 1998. This @¢mrdhappened because of a massive

capital outflow from Indonesia to other convincemuntries.



Figure 2. The Exchange Rate (Rp / USD) and JSXxA@87-2000
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Furthermore, the inflation rate was so high in 1@®7. It was about 82 percent (year on
year (y-0-y)). In order to respond to the uncom#ablinflation, Bank Indonesia (Bl),
Indonesia’s Central Bank, increased the interdst (GBI rate). In mid 1997, the interest
rate rose significantly to around 60-70 percent (Begure 3). Consequently, the high
interest rate was attracting people to invest ttiainey in the form of bank's high interest
fixed short term deposits (1-3 months) rather tloelkeep their money in hand.

Figure 3. The Inflation Rate (y-0-y) and SBI ra89T-2000 (in percent)
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The most eye-catching indicator to give evidenckhdbnesia’'s economy falling is GDP.
Indonesia’s GDP has gradually declined from Rp @3illion in September 1997 to the
lowest level Rp 315 trillion in December 1998. lasvautomatically followed by all the
main sectors. The unique condition happened irrdhge between December 1997 and
March 1998. The secondary and tertiary sectors wiedining, but in contrast, the
primary sector was increasing (see Figure 4).

Figure 4. GDP and the Main Sectors in the Econo@®712007 (in billions Rupiah)
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Economic growth, as a conventional indicator, ii§ g$ed significantly by policy makers
to indicate economic performance. Economic growthich is depicted by GDP, can
give us a preview of macroeconomic conditions agale. In Figure 5, we can see the
contribution of the main sectors to GDP. The pateasf the contribution of each sector
are relatively the same from Q1 2001 until Q4 20Q0Was the tertiary sector that gave a
big contribution to GDP (more than 35 percent). Mehile, the secondary and primary

sectors were placed in second and the third pagisee Figure 5).



Figure 5. Contribution of Main Sectors to GDP 2@ID7 (in percent)
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Based on most of the literature about the econamsis in Indonesia, it is stated that
Indonesia suffered an economic crisis from the V@87 until mid 1999. In the year

2000, Indonesia’s macroeconomic indicators becasttet but there were still problems
because of the reliance on macroeconomic indicaods non-economic fundamental

factors, such as the political and security coaditiBased on these conditions, the time
frame of this paper will be set from the year 2001l 2007.

1.3. Objectives
Based on the background knowledge above, this p@tpeEmpts to answer the following
guestions:
1. How is the contribution of the three main sectorshe economy to GDP in
Indonesia after the economic crisis 1997/19987?
2. How is the relationship of each sector to the GDPndonesia after the
economic crisis 1997/1998, especially in orderuop®rt economic growth?
3. Which sector has an important role to enhance ttenamic growth in
Indonesia after the economic crisis 1997/19987?



1.4. Research Methods

In this paper, | would like to apply both qualitegtiand quantitative methods. Many
studies have been done on the subject of develdapameineconomic growth. A literature
survey will be undertaken to enrich the study. Melaite, for quantitative, secondary
data will be used. This paper uses Indonesia’s @&tR, constant price 2000, from the
year 2001 until 2007. The data will be quarterlinc® the study will be quantitative,

basic statistics and econometrics analysis wikhdded usindeViewssoftware.

1.4.1.Correlation Coefficient

Many researchers in social subjects are oftenasted in how one variable relates to
other variables, relationships can be quantifiecdlsmgle number called the correlation
coefficient (r). The number of the correlation daént that is always used to measure
the relationship between two variables is zero @jil one (1). If the correlation
coefficient is more than 0.8, this shows that thera strong relationship between two
variables and vice versa (Hirawan, 2007a). The tanof Correlation Coefficient as the

following:

— In,xi-Xi-n (1.1)
1'[E?:i[}{f —.i'sz 2?21[1’2'—17]2

The correlation coefficient is an efficient way communicate the relationship between
two variables. Nevertheless, it doesn’'t communidatermation about whether one
variable moves in response to another. The colwelabefficient is only used to identify
associations, not causal relationships.

1.4.2. Granger Causality Test

Correlation does not necessarily mean causatioen Eegression analysis, which always
deals with the dependence of one variable on otlaeiables, also does not imply
causation. The econometric output is full of maigeifit correlations, which are

sometimes spurious. The correlation coefficientsdoat show a causal relationship, only

an association, no further than that.



The Granger (1969) approach to the question of dneX causes Y is to see how much
of the current Y can be explained by past value¥ @nd then to see whether adding
lagged values of X can improve the explanations ¥aid to be Granger-caused by X if X
helps in the prediction of Y, or equivalently ifetrcoefficients on the lagged X's are
statistically significant. Note that two-way causatis frequently the case; X Granger

causes Y and Y Granger causés X

It is important to note that the statement “X Grangauses Y” does not imply that Y is
the effect or the result of X. Granger causalityaswees precedence and information

content but does not by itself indicate causafitthie more common use of the térm

To explain Granger test, let's we consider theti@ighip between X and Y. The Granger
causality test assumes that the information relet@rthe prediction of the respective
variables, X and Y, is contained solely in the tisexies data on these variables. The

formulation of Granger causality is as the follogin

A DN S AR WY )P R N (1.2)
Y, = E.?L:j- &5 Xf—}' +E_;;n=1 d_;l' Yr—_;u' + . (13)

Xt1 and Y., are the lag of variable X and Y. t represents timeanwhile,s,and 7,

illustrates disturbances which are not correlated.

From the equations above, we can distinguish f@ases of Granger causality as the
following (Gujarati, 2003):

; Eviews 4 User’'s Guideguantitative Micro Software, LLC, Irvine CA, 2002 222.
Ibid.



1. Unidirectional causality from X to Y exists if tteet of lagged Y coefficients in

(1.2) is not statistically different from zero (i.eXZ, a;, = 0) and the set of the

lagged X coefficients in (1.3) is statisticallyfeifent from zero (i.e X2, d; # 0).
2. Unidirectional causality from Y to X is indicatefithe estimated coefficients on

the lagged Y in (1.2) are statistically differerdrh zero as a group (i.exZ, a, #

0) and the set of estimated coefficients on thgddgX in (1.3) is not statistically

different from zero (i.e., i.ex2, d, = 0).

3. Feedback, or bilateral causality, is suggested wtlen sets of Y and X
coefficients are statistically significantly difent from zero in both regressions

4. Finally, independence is suggested when the seYsawfd X coefficients are not
statistically significant in both the regressions.

2. THE CONDITION OF THE MAIN SECTORS AFTER THE ECONOMI C
CRISIS 1997/1998

2.1. Primary Sector

The primary sector, commonly called the naturatemource based sector, is the sector

that leads an economy in the period of pre-indai&tdtion. In this period, the primary

sector had given a big contribution to the worldreamy. Based on the Chenery-Syrquin

growth pattern, the primary sector tends to deergasine with the massive growth from

the other main sectors, secondary and tertiarythi industrialization and post-

industrialization period.

The classification of the primary sector can bad#id into two big sub-sectors. Firstly
agriculture, livestock, forestry, and fisheries &) and the second is mining and
qguarrying. Agriculture consists of two sub-sectdesm food crops and non-food crops.
Mining is divided into two sub-sectors, which amde petroleum and natural gas and

mining, excluding petroleum and gas.

Figure 6 shows the contribution of the big main-sabtors, which form the primary
sector. As we can see the value of ALFF in GDP friv@ year 2001-2007 is very



dynamic. The value of this subsector is always éighan Rp 45 trillion. Meanwhile, the
value of mining and quarrying is more than Rp 3Bidn. The total value of GDP,
specifically in the primary sector, is worth moham Rp 85 trillion from the year 2001-
2007.

Figure 6. Primary Sector 2001-2007 (in billions k)
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2.2. Secondary Sector

The processing sector is exactly the correct phtas#epict the secondary sector. This
sector consists of three big sub-sectors, manufagtindustry, construction, and utilities

(Kuntjoro-Jakti, 2007). The manufacturing industgn be classified into two sub-

sectors, petroleum and gas manufacturing industanufacturing excluding petroleum

and gas.

The petroleum refinery and Liquefied Natural GaBl@) structured petroleum and gas
manufacturing industry. Meanwhile, food, beveragmd tobacco; textile, leather
products, and footwear; wood and wood products;epagnd printing; fertilizers,
chemicals, and rubber; cement and non-metallic raingon and basic steel; transport
equipment machinery and apparatus; and other metowfag products are part of
manufacturing, excluding petroleum and gas.



The utilities sector is formatted by three sub-sextalways defined as one integrity
sector, which are electricity, gas, and water supphe utilities sector has only a small
proportion of the secondary sector structure ad a®lin GDP. Figure 7 shows the
existence of manufacturing industries, which forrtteel secondary sector. From the year
2001-2007, the manufacturing industries lead thrdmution to the secondary sector and
GDP with a value that tends to increase. This dawdis also followed by construction.
Moreover, the total value of the secondary sedtom the year 2001-2007, is worth
more than Rp 110 trillion.

Figure 7. Secondary Sector 2001-2007 (in billionpigh)
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2.3. Tertiary Sector

The tertiary sector is also defined as a supposagjor in the economy (Kuntjoro-Jakti,
2007). Even though it is defined as a supportirgasethe contribution of this sector to
GDP is huge, especially in the period of post-indakzation. Many economists,

especially Chenery-Syrquin, have already conductskarch about the pattern of
development called “Chenery-Syrquin Growth Pattern’ this invention, Chenery-

Syrquin show the gigantic tertiary sector's develept in the post-industrialization

period. The value added by the tertiary sectorghdr than the other main sectors.

10



The tertiary sector consists of four subsectorsichvtare trade, hotel and restaurant;
transport and communication; financial ownershig dusiness (FOB); and services.
Trade, hotel, and restaurant consist of three sttase wholesale and retail trade, hotels,
and restaurants. Transport is divided into six eatmss, which are railways, road
transport, sea transport, inland and water tramspar transport, and services allied to
transport. In addition, FOB is classified by fivebsectors. There are banks, non-bank

financial institution, services allied to finangialilding rental, and business services.

Finally, we cannot ignore the existence of servioethe structure of the tertiary sector.
Service segregates itself into two sub-sectorsemgérgovernment and private. General
government services consist of admin and defenseqgihers. Meanwhile, private sector
services are classified into three sub-sectorsteTare social and community, amusement

and recreation, plus personal and household.

Based on Figure 8, trade, hotel, and restaurastsjeds the highest contribution to the

tertiary sector. Meanwhile, transport and commurocashows the smallest contribution.

The total value of the tertiary sector in GDP, frtma year 2001-2007, accounts for more
than Rp 130 trillion.

Figure 8. Tertiary Sector 2001-2007 (in billionsgdrah)
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3. THE RELATIONSHIP BETWEEN THE MAIN SECTORS AND ECONO MIC
GROWTH

3.1. Primary Sector and Economic Growth

Therefore, to identify the relationship betweenmyaiy sector growth and GDP growth,

the value of the correlation coefficient and theaigyer Causality Test are enough to

measure and to know how close the relationship éetviwo variables and what the form

of the relationship is, whether it is one way ootway relationship

Table 1. Correlation between Primary Sector and GDP

LPRIM LGDP
LPRIM 1.000000 | 0.641378

Based on Table 1, the correlation coefficient betwerimary sector growth and GDP
growth is 0.641. This means that there is a pasit@rrelation or relationship between
primary sector growth and GDP growth. Its valueas too significant enough to show a
strong relationship because it is less than 0.8/eNkeless, it still describes a direct
relationship where increasing GDP growth is in Iwéh increasing primary sector

growth.

Table 2. The Granger Causality Test between PrirfSantor and GDP

Null Hypothesis: Obs F-Statisti®robability
LGDP does not Granger Cause LPRIM 28 8.70529 001%3
LPRIM does not Granger Cause LGDP 6.35516 @06

Table 2 represents the Granger Causality Test leetyeimary sector and GDP. Based
on the output above, primary sector growth and G@Bwth shows a two-way
correlation. The result of the Granger CausalitgtTautput shows the rejection of both
null hypothesizes, Ho: LGDP does not Granger Cai¥eIM and Ho: LPRIM does not
Granger Cause LGDRi£¥5%). This means that primary sector growth hagféect on
GDP growth and vice versa. The definition of thieelfin Granger Causality version is
that the past value of primary sector growth cgmificantly describe the present value
of GDP growth, and vice versa. It doesn’t mean GBP growth is a result or an effect

12



from primary sector growth. In other words, it dog¢snean that primary sector growth is
an exogenous variable and GDP growth is an endogerariable.

3.2. Secondary Sector and Economic Growth

Table 3 shows the correlation coefficient betweeoosdary sector growth and GDP
growth. The correlation coefficient between thenDi887. This means that there is a
positive relationship between secondary sector tiroand GDP growth. Because its
value is more than 0.8, this is significant enotmfhilustrate a strong relationship. It also
describes a direct relationship due to increasimyP Gyrowth in line with increasing
secondary sector growth.

Table 3. Correlation between the Secondary SeaGDP

LSEC LGDP
LSEC 1.000000| 0.987507

Table 4 depicts the Granger Causality Test betwleesecondary sector and GDP. Based
on the output below, secondary sector growth andP Gipowth has a two-way
correlation. The result of the Granger CausalitgtTautput shows the rejection of null
hypothesis, Ho: LGDP does not Granger Cause LSEGo the rejection of Ho: LSEC
does not Granger Cause LGD&=%%). This means that the past value of secondary

sector growth can significantly describe the presatue of GDP growth, and vice versa.

Table 4. Granger Causality Test between the Secpi8ttor and GDP

Null Hypothesis: Obs F-Statisti®robability
LGDP does not Granger Cause LSEC 28 4.69695 1908
LSEC does not Granger Cause LGDP 4.14380 09290

3.3. Tertiary Sector and Economic Growth
Based on Table 5, the correlation coefficient betv¢ertiary sector growth and GDP
growth is 0.992. This means that there is a pasiti@rrelation or relationship between

tertiary sector growth and GDP growth. This valsisignificant to exemplify the strong

13



relationship. It also describes a direct relatigmsthere GDP growth is increasing in line
with the increase of tertiary sector growth.

Table 5. Correlation between the Tertiary Sectar GDP

LTER LGDP
LTER 1.000000| 0.991791]

Table 6 shows the Granger Causality Test betwestetiiary sector and GDP. Based on
the output below, tertiary sector growth and GD&gh only has a one-way correlation.
The result of the Granger Causality Test outputwvshihe acceptance of null hypothesis,
Ho: LGDP does not Granger Cause LTER and the rejeaf Ho: LTER does not
Granger Cause LGDPRu£5%). This means that the past value of the tertsector
growth can significantly describe the present vali&DP growth, but the past value of
GDP growth cannot significantly describe the présatue of tertiary sector growth.

Table 6. Granger Causality Test between the Tgr8actor and GDP

Null Hypothesis: Obs F-Statisti®robability
LGDP does not Granger Cause LTER 28 1.93345 67@4
LTER does not Granger Cause LGDP 8.37941 0®018

4. CONCLUSION

The Chenery-Syrquin growth pattern is acceptabléiustrate the pattern of growth in
Indonesia. Moreover, the Chenery-Syrquin growthepatalso makes sense theoretically
and empirically. The pattern of growth in Indoneafter the economic crisis 1997/1998
seems to bracket together with the Chenery-Syrqguinvth pattern, particularly in the

period of post-industrialization.

Based on the previous explanation about the relstip between the main sectors and
economic growth in Indonesia, particularly aftez gttonomic crisis 1997/1998 period, it
can be found that the tertiary sector has the gésinrelationship to economic growth.
Meanwhile, the primary sector has the weakestioslship. However, it only shows the
strength of the associations between the main ieatad economic growth. The other

14



important thing that should be considered is thesahrelationship between the main

sectors and economic growth.

The Granger Causality Test illustrates an intemggphenomenon that there is a two-way
relationship between primary sector and economawtr in Indonesia. The two-way
correlation also happens in the secondary secthrsamprisingly, there is only a one-way
correlation between the tertiary sector and ecoo@rowth. We know that the secondary
sector, which is relied on by the manufacturingustdy, and tertiary sector, which is led
by services are the sectors that have always be&oed by government or policy
makers, especially in the case of Indonesia. Medaewthe primary sector is not as
attractive anymore because of its declining couatrim to economic growth and also by

means of globalization.

In summary, the primary sector is definitely stdleded to support Indonesia’s economic
growth, especially after the economic crisis 199%8. Even though its contribution to
economic growth tends to be decreasing, the prirsacyor is expected to become a key
part of Indonesia’s growth story. Furthermore, thason why the primary sector is still
appropriate to enhance Indonesia’s economic grinathbeen proved empirically.
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