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Abstract

Research aim : The main objective of this study is to deeply analyze the
multiplier effect of geopolitical conflicts on Indonesia's economic
balance. This research specifically focuses on critical sectors such as
international trade, finance, and real industry.
Design/Methode/Approach : This research uses a literature review
method with a descriptive qualitative approach. Literature review was
chosen because this research aims to analyze the impact of geopolitical
conflicts on Indonesia's economic balance through the study of various
scientific sources, secondary data, and economic reports. The descriptive
qualitative approach is used to understand and explain the relationship
patterns between geopolitical conflicts and national economic
Research Finding : This study shows that global geopolitical conflicts
have a significant impact on the Indonesian economy. Preliminary
findings show that there are serious disruptions to global supply chains,
which then trigger an increase in domestic inflation. In addition, the
geopolitical conflict also contributed to the weakening of the rupiah
exchange rate. Overall, these impacts collectively negatively affect
people's purchasing power and hamper the pace of national economic
growth.

Theoretical contribution/Originality : This study analyzes the multiplier
effects of geopolitical conflict in the specific context of Indonesia, which
may contribute to further understanding of how global instability affects
emerging economies. Its originality lies in analyzing the impact in the
specific context of Indonesia and possibly in integrating various
interrelated economic impacts.

Practitionel/Policy implication : This research clearly underscores the
importance of developing and implementing effective mitigation
strategies to maintain Indonesia's economic stability. The research
results are expected to provide valuable insights for policymakers and
economic actors in formulating adaptive, resilient and sustainable
policies in the face of global geopolitical challenges. It shows significant
practical implications for economic policy-making in Indonesia.
Research limitation : The limitations of this study include the complexity
and variability of geopolitical conflicts that make it difficult to accurately
measure the impact, challenges in the availability of specific data for
multiplier effects, potential dependence on economic model assumptions,
possible scope limitations on specific sectors or timeframes, as well as
limitations in Indonesia's economic policy mitigation strategies.
Keywords : Geopolitical Conflict, International Trade, Economic
Stability, Economic Mitigation.
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1. Introduction

In recent years, global geopolitical dynamics have undergone significant changes that have
impacted the economies of many countries, including Indonesia. Geopolitical conflicts
occurring in various regions, such as the trade war between the United States and China, the
Russia-Ukraine conflict, as well as tensions in the Middle East, have caused various economic
turmoil affecting national economic stability. (Annisa & Najicha, 2021; A. R. Hidayat et al.,
2024; Riyadi & Riani, 2024; Sanib, 2019). The impact of this conflict is not only limited to the
international trade sector, but also extends to exchange rate stability, inflation, investment, and
purchasing power. (Ibrahim et al., 2024; Paryadi & Salam, 2018; Putra Rompis et al., 2024).
Therefore, it is important to understand how the multiplier effect of geopolitical conflicts can
affect Indonesia's overall economic balance..

Indonesia as an open economy is highly vulnerable to the impact of global instability.
(Ministry PPN-Bappenas, 2021; KHolid, 2025; Wilantari & Bawono, 2021). Geopolitical
conflicts can trigger disruptions in global supply chains, increases in strategic commodity
prices, and fluctuations in the rupiah exchange rate against foreign currencies. In addition,
global uncertainty often impacts foreign direct investment (FDI) flows and capital markets that
contribute to national economic growth. (agricom.id, 2019; Putra Rompis et al., 2024). Without
proper mitigation, this condition has the potential to destabilize the national economy and slow
down the pace of economic growth.

One sector that is directly affected by geopolitical conflicts is international trade. As a
country that relies on exports of commodities such as palm oil, coal and natural gas, Indonesia
faces challenges when there are disruptions in demand and prices in the global market. (Anwar,
2025; HiveFive, 2025; Riyadi & Riani, 2024). Conflicts between major countries often affect
global commodity prices, which in turn affects state revenues and trade balances. This can have
an impact on people's welfare, especially for export-dependent sectors.

Apart from trade, the financial sector has also been significantly impacted by geopolitical
instability. Turmoil in global financial markets often leads to capital outflows from developing
countries, including Indonesia. When investors feel unsure about global stability, they tend to
shift their investments to safer assets such as US government bonds, which results in the
weakening of emerging market currencies. (KumparanBisnis, 2024; Tarigan & Saputro, 2022).
A weakening rupiah may increase import costs and contribute to rising domestic inflation.

The continued impact of geopolitical instability is also seen in the real sector, particularly
the manufacturing industry and infrastructure. (AntaraNews.com, 2018; Sutijatmo & Tyasti,
2022). Disruptions in global supply chains due to conflict can cause delays in the distribution
of raw materials and increased production costs. This can have an impact on reducing the
competitiveness of domestic industries and reducing employment opportunities growth
(Paryadi & Salam, 2018; Purba et al., 2025). If left without appropriate mitigation policies, this
sector could experience a contraction that impacts long-term economic.

The problem identification in this study focuses on how the impact of geopolitical conflicts
affects the balance of the Indonesian economy. Sustained global instability that has a chain
effect can affect various sectors of the national economy, both directly and indirectly.
Therefore, an in-depth study is needed on the extent of the impact and how Indonesia can
anticipate and respond to changes in the global economy with appropriate policies.

The urgency of this research lies in the need for a more comprehensive understanding of
the linkages between geopolitical conflicts and national economic stability. With increasing
global uncertainty, the government and economic actors need to have effective strategies to
maintain domestic economic stability. This research is expected to provide useful insights for
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policymakers in designing appropriate mitigation measures in the face of potential economic
shocks caused by geopolitical conflicts. This research not only has academic significance, but
also high practical relevance. The results of this study are expected to serve as a reference for
the government, the business world, and other stakeholders in formulating economic strategies
that are adaptive and resilient to the dynamics of global geopolitics. Through a holistic and
evidence-based approach, Indonesia is expected to strengthen its economic resilience in the
face of increasingly complex global challenges.

1.1. Statement of Problem

The main problem identified in this study is how the impact of geopolitical conflicts affects
the balance of the Indonesian economy. Sustained global instability, which has a ripple effect,
has the potential to affect various sectors of the national economy, both directly and indirectly.

1.2. Research Objectives

The main objective of this research is to analyze in depth the extent of the impact of
geopolitical conflicts and how Indonesia can anticipate and respond to global economic
changes with appropriate policies. More specifically, this research aims to understand the
linkages between geopolitical conflicts and national economic stability, and provide insights
for policymakers in designing effective mitigation measures.

2. Method
This research uses a literature review method with a descriptive qualitative approach.

Literature review was chosen because this research aims to analyze the impact of geopolitical

conflicts on Indonesia's economic balance through the study of various scientific sources,

secondary data, and economic reports. The descriptive qualitative approach is used to
understand and explain the relationship patterns between geopolitical conflicts and national
economic dynamics without conducting quantitative hypothesis testing.

The data used in this study were sourced from various relevant literature, including:

1. Scientific Journals and Books - Primary sources are journal articles, proceedings, and
academic books that discuss geopolitical conflicts, macroeconomics, and multiplier
effects.

2. Official Reports - Data from international organizations such as the World Bank, IMF, and
OECD, as well as reports from government agencies such as Statistics Indonesia (BPS)
and Bank Indonesia (BI).

3. Economic News and Analysis Articles - News from trusted economic media and analysis
reports from economic research institutions are used to understand the latest developments
regarding the impact of geopolitical conflicts on the Indonesian economy.

4. Government Policy Documents - Regulations, fiscal and monetary policies issued by the
government in response to the impact of geopolitical conflicts on the national economy.

Data collection techniques were carried out by systematic searches using relevant keywords in

academic databases such as Google Scholar, ResearchGate, and Springer, as well as official

institutional websites. In addition, credible and relevant sources were selected to ensure the
validity of the data used.

Data analysis in this study was conducted using content analysis and thematic synthesis

approaches. The stages of analysis include:

1. Identification - Collect various references that discuss the relationship between
geopolitical conflicts and the Indonesian economy.
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Categorization - Grouping data based on key themes such as impact on trade, exchange
rates, inflation, investment, and social inequality.

Analysis and Interpretation - Analyze the data using the multiplier effect approach to
understand how the impact of geopolitical conflict spreads to various sectors of the
Indonesian economy.

3. Results and Discussion

Geopolitical conflicts have a dual effect on Indonesia, both as challenges and

opportunities. The government and businesses need to be prepared for negative impacts while
capitalizing on opportunities arising from changing global dynamics. The following are 10
multiplier effects that were successfully explored by researchers based on the results of
literature collection and synthesis:

1.

Energy and Commodity Price Fluctuations: Geopolitical conflicts, especially those
involving major energy-producing countries such as the Middle East and Russia, cause
spikes in oil, natural gas and coal prices (Purba et al., 2025; Syahfitri et al., 2024).Indonesia
is a net importer of oil, which means a rise in world oil prices will increase import costs
and increase the government's fuel subsidy burden. On theother hand, as an exporter of
coal and palm oil (CPO), a rise in commodity prices can ncrease state revenue and the
trade balance surplus. On the other hand, price volatility can create uncertainty for
businesses and households (Putra Rompis et al., 2024; Tarigan & Saputro, 2022).

Rupiah Exchange Rate Weakening: Geopolitical conflicts often prompt global investors
to seek safer haven assets, such as the US dollar, leading to capital outflows from
developing countries such as Indonesia (KumparanBisnis, 2024; Sitorus, 2021).This
results in a weakening rupiah, which then increases the price of imported goods, especially
industrial raw materials and consumer goods konsumsi (Anwar, 2025; Aprilianti, 2019).
If rupiah depreciation continues, Bank Indonesia will have to raise interest rates, which
could hamper domestic economic growth as borrowing costs become more expensive.
Industrial Supply Chain Disruption: Many manufacturing industries in Indonesia depend
on imports of raw materials and components from overseas, such as China, Europe, and
the US. If geopolitical conflicts disrupt international trade routes-for example due to war,
economic sanctions, or export restrictions-then domestic industries will be significantly
affected (kontan.co.id, 2025; Sonny, 2020; Sutijatmo & Tyasti, 2022). One example is the
US-China tension, which affects the semiconductor chip supply chain. If Indonesia does
not have alternative suppliers, the electronics and automotive industries could be seriously
affected

Increased Domestic Inflation: rising energy prices, a weakening rupiah, and supply chain
disruptions will lead to increased inflation inflasi (Jubi & Marten, 2023; KHolid, 2025;
Parbo, 2021). High inflation can reduce people's purchasing power and hamper economic
growth. Uncontrolled inflation can trigger stagflation (stagnant economic growth but
rising prices), which is difficult to overcome in the short term.

Decline in Foreign Investment (FDI): Uncertainty due to geopolitical conflicts can reduce
foreign investors' interest in investing in Indonesia. They are more likely to delay or
withdraw investments until the global situation is more stable (Putra Rompis et al., 2024;
Syahfitri et al., 2024) The direct impact is that infrastructure projects can be delayed if
they rely heavily on foreign investment. Employment could be reduced due to the lack of
new business expansion and the manufacturing and technology sectors could suffer as
investors hold back their capital. For example, US-China tensions affect investment in the
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10.

manufacturing sector, including globa companies' plans to make Indonesia an alternative
production base (Parbo, 2021; Sitorus, 2021).

Shifting Direction of International Trade: Geopolitical conflicts can cause significant
changes in global trade patterns, especially due to economic sanctions and shifting trade
alliances (agricom.id, 2019; KHolid, 2025; Wilantari & Bawono, 2021). Direct impacts
include Indonesia needing to find new trading partners if key countries are sanctioned (e.g.,
Russia due to war with Ukraine). Increased exports to sanctioned countries, such as Russia,
if they seek alternative suppliers. Risk of raw material export restrictions if there are
protectionist policies from developed countries. For example, the Russia-Ukraine conflict
has provided Indonesia with opportunities to export CPO and coal to Europe as a substitute
for Russian supplies.

Industrial Relocation Opportunities (Supply Chain Diversification): Many global
companies are looking to reduce dependence on China as a manufacturing center due to
the US-China trade conflict. Indonesia can be an alternative destination for industrial
relocation. The direct impact is an increase in manufacturing investment if the government
is able to attract relocating industries. Job creation opportunities in the industrial and
logistics sectors. Positive impact on industrial areas such as Batang and Karawang.
However, to attract these investments, Indonesia must improve its investment climate,
infrastructure, and skilled workforce (Nuri Aslami, 2022; Perdagangan et al., 2023).
Increased Defense and Security Budget: If geopolitical conflicts escalate, Indonesia may
increase its defense budget to maintain regional stability, especially in the South China
Sea (A. R. Hidayat et al., 2024). The immediate impact is that the state budget could be
burdened, reducing allocations for education and health. Growth of the national defense
industry if the government increases domestic production. Increased regional diplomacy
to prevent further tensions.

Monetary and Fiscal Policy Changes: The government and Bank Indonesia will have to
adjust policies to deal with the impact of geopolitical conflicts. The immediate impact is
that BI may raise interest rates to curb rupiah depreciation (Qoni’ah, 2024; Sulistiani &
Riani, 2024). Fiscal stimulus may be provided to cushion the impact of inflation on the
poor. And a shift in energy subsidy policy to reduce the burden on the state budget. These
decisions must be taken carefully, so as not to cause negative effects on economic growth.
Impact on Digital Economy and Technology: Geopolitical conflicts also affect the
technology sector, especially in access to advanced technologies such as 5G and Al. The
immediate impact is that Indonesia needs to find new technology partners if\ there are
technology restrictions from the US or China (Annisa & Najicha, 2021; Ibrahim et al.,
2024). Cybersecurity risks increase, as conflicts also occur in the form of cyber warfare.
Opportunities for local startups to grow if access to outside technology is restricted. For
example, Indonesia needs to balance relations with the US and China regarding 5G
technology, so as not to be affected by restrictions on access to certain technologies.

3.1 Mitigation Strategy

To deal with the impact of geopolitical conflicts on the Indonesian economy, the

government has implemented various mitigation strategies to maintain economic stability,
people's purchasing power, and industrial competitiveness. Here are the six main strategies that
have been and are being implemented by the government:

1.

Rupiah Exchange Rate Stabilization and Adaptive Monetary Policy: One of the main
impacts of geopolitical conflicts is the weakening of the rupiah exchange rate due to capital
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outflows and increased demand for the US dollar as a safe haven asset (Luntungan, 2024;
Nuri Aslami, 2022). To overcome this, Bank Indonesia (BI) implements a policy of
stabilizing the rupiah exchange rate through intervention in the forex market and
increasing foreign exchange reserves. In addition, BI can adjust interest rates by raising or
lowering the benchmark interest rate in accordance with global and domestic economic
conditions. For example, if the rupiah experiences significant pressure due to capital
outflows, BI can raise interest rates to attract foreign investors back. However, this should
be done cautiously as too high interest rates could slow down domestic credit and
investment growth domestic (Solikahan et al., 2024; Sutajri & Fasa, 2024). As another
measure, Bl is also strengthening Local Currency Settlement (LCS), which is cooperation
with trading partner countries so that trade transactions can be carried out in local
currencies without having to use US dollars. This policy has been implemented with
several countries, such as China,Japan, Malaysia, and Thailand, so as to reduce
dependence on the US dollar and reduce the volatility of the rupiah exchange rate (Jalil et
al., 2024; Suseno & Agusalim, 2024).

2. Diversification of Energy Sources and Targeted Subsidy Policy: Rising energy prices due
to geopolitical conflicts, such as the Russia-Ukraine war, put great pressure on the state
budget as the government still subsidizes fuel to maintain purchasing (Kurniaini & Nikho,
2018).To overcome this, the government took steps to diversify energy, reducing
dependence on fossil fuel imports and accelerating the development of renewable energy,
such as solar, wind and bioenergy. In addition, the government is also implementing more
targeted subsidies so as not to overburden the state budget (Matondang et al., 2024;
Soesanto et al., 2025).One of the steps taken is the digitalization of subsidized fuel
distribution through the MyPertamina application, which aims to ensure that subsidies are
only enjoyed by eligible groups, such as low-income people and the small business sector
in need. In the industrial sector, the government also encourages energy conversion from
gas or coal to more sustainable energy sources as well as increased energy efficiency in
the manufacturing sector. This not only reduces dependence on imported energy but also
makes Indonesian industries more competitive in the long run (Kurniaini & Nikho, 2018;
Soesanto et al., 2025).

3. Improving Food Security and Diversifying Import Sources: Geopolitical tensions often
impact global supply chains, including in the food sector. For example, the Russia-Ukraine
conflict caused disruptions in the supply of wheat and fertilizer, which affected food prices
in Indonesia (Satria et al., 2022; Tono et al., 2023). To address the potential food crisis, the
government implemented a strategy to improve food security by boosting domestic
production and reducing dependence on imports. The government is increasing the Food
Estate program, which is the development of large-scale agricultural areas in several
regions such as Kalimantan and Sumatra to increase the production of rice, corn, and other
strategic commodities. In addition, there are efforts to increase agricultural productivity
through modernization of agricultural equipment, provision of subsidized fertilizers, and
strengthening research and innovation in the agricultural sector (Kartika et al., 2023;
Nuraisyahl et al., 2025). On the other hand, the government is also diversifying food
import sources, looking for alternative suppliers to avoid dependence on certain countries.
Previously, Indonesia imported a lot of wheat from Ukraine and Russia, but now the
government has begun to cooperate with other countries such as Canada, Australia and
India to ensure a stable supply stabil (Kartika et al., 2023; Tono et al., 2023).
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4. Strengthening Domestic Industry and Incentives for the Manufacturing Sector: Supply
chain disruptions due to geopolitical conflicts pose challenges for industries that depend
on imported raw materials, such as the automotive, electronics, textile and pharmaceutical
sectors (Purnomo, 2024; Ritonga, 2023). To reduce dependence on imported raw materials
and increase the competitiveness of local industries, the government encourages the
strengthening of domestic industries through import substitution policies and downstream
industries. One of the main policies is the ban on nickel ore exports and the encouragement
of downstreaming, which aims to ensure that raw materials are not only exported in raw
form, but processed into high value-added products such as stainless steel and electric
vehicle batteries (Riyadi & Riani, 2024).This policy not only increases export earnings but
also attracts foreign investment into the natural resource-based manufacturing sector. The
government also provides tax incentives for export-oriented industrial sectors and those
that support digital transformation, so that industry players are more encouraged to
increase their production capacity in the country (Prasodjo, 2023; Ritonga, 2023;
Soemantri, 2024). In addition, the establishment of an electric vehicle ecosystem with
incentives for producers and consumers of electric vehicles is one of the important
strategies to strengthen the domestic industry.

5. Increasing Export Competitiveness and International Trade Diplomacy: In the face of
global trade dynamics due to geopolitical conflicts, the government has taken various step
to improve export competitiveness and find new markets to keep the economy growin
(Annisa & Najicha, 2021; Nuri Aslami, 2022). One strategic step to diversify export
destinations and expand free trade agreements (FTAs) with various countries. Indonesia
has signed Comprehensive Economic Partnership Agreements (CEPA) with the United
Arab Emirates, Europe, and other countries to open more access for Indonesian products
to the global market. In addition, the government is also strengthening trade diplomacy
with ASEAN, the Middle East, and Latin America, so that exports are not only dependent
on traditional markets such as China and the US (Sulistiani & Riani, 2024; Tarigan &
Saputro, 2022).On the domestic policy side, the government also provides export
incentives, easy licensing for exporters, and improved product quality through
international standardization. These measures aim to make Indonesia more competitive in
the global market despite pressures from geopolitical conflicts.

6. Strengthening Digital Infrastructure and Cyber Security: In the digital era, geopolitical
conflicts do not only occur in physical form, but also in the form of cyber warfare that can
threaten economic stability. Therefore, the government is strengthening digital
infrastructure and cybersecurity to protect data and economic systems from the threat of
cyberattacks originating from abroad (Lumintosari et al., 2024; Yehizkia et al., 2024). The
government has established the National Cyber and Crypto Agency (BSSN) to monitor
and handle cyber threats that have the potential to disrupt the financial sector, government,
and strategic industries. In addition, Bank Indonesia and the Financial Services Authority
(OJK) are also improving digital security regulations for the banking and fintech sectors
to make digital transactions safer from hacking threats. On the other hand, the government
is also accelerating economic digitalization through the development of
telecommunications infrastructure such as 5G networks and national data centers, so that
Indonesia is less dependent on foreign technology. With this strategy, Indonesia can be
more independent in technology development and more resilient to risks arising from
geopolitical tensions (Huda, 2023; Jalil et al., 2024; Tarumingkeng, 2025).
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4. Discussion

The Indonesian government has implemented various mitigation strategies to reduce the
impact of geopolitical conflicts on the national economy. One of the main measures is the
stabilization of the rupiah exchange rate through forex market intervention and adaptive
interest rate policies. Bank Indonesia also expanded Local Currency Settlement (LCS) to
reduce dependence on the US dollar in international trade transactions (N. Hidayat, 2025;
RCIF-CASS, 2000). In addition, the government implemented energy diversification by
encouraging the development of renewable energy and improving the fuel subsidy mechanism
to make it more targeted. With this strategy, the impact of energy price volatility due to global
conflicts can be minimized without overburdening the state budget.

In the industry and trade sectors, the government is strengthening the downstreaming
of natural resources to reduce dependence on raw material exports and increase the added value
of domestic negeri (Ministry of PPN-Bappenas, 2021; Purnomo, 2024; Riyadi & Riani, 2024).
The ban on nickel ore exports and the development of the electric vehicle ecosystem are
examples of policies aimed at strengthening the competitiveness of the national industry. In
addition, the government expanded market access by signing various international trade
agreements, such as CEPA with the United Arab Emirates and the European Union Eropa
(Paryadi & Salam, 2018; Riyadi & Riani, 2024; Unairnews, 2022). This step aims to diversify
export destinations so that Indonesia is less dependent on certain countries that could
potentially be affected by sanctions or geopolitical tensions.

To ensure the sustainability of the digital economy, the government is also improving
cybersecurity and accelerating digital infrastructure (Lumintosari et al., 2024; Yehizkia et al.,
2024). By establishing the National Cyber and Crypto Agency (BSSN) and tightening security
regulations for the banking and fintech sectors, Indonesia seeks to protect the financial system
and national data from the threat of cyberattacks due to global geopolitical conflicts (Huda,
2023; Tarigan & Saputro, 2022). In addition, the government continues to accelerate the
implementation of 5G networks and national data centers to make the country more
independent in digital technology development. Through a combination of economic, trade and
digitalization policies, Indonesia is expected to be able to face global uncertainty more
resiliently and competitively.

5. Conclusion

This study explains ten multiplier effects of geopolitical conflicts on the Indonesian
economy, which include fluctuations in energy and commodity prices, weakening of the rupiah
exchange rate, disruption of industrial supply chains, increased domestic inflation, decreased
foreign investment, shifts in the direction of international trade, opportunities for industrial
relocation, increased defense and security budgets, changes in monetary and fiscal policies,
and impacts on the digital economy and technology. The analysis shows that global geopolitical
conflicts put significant pressure on national economic stability through various channels,
including the trade, financial, and real industry sectors.The Indonesian government has
implemented a series of mitigation strategies. These strategies include stabilizing the rupiah
exchange rate through forex market intervention and adaptive interest rate policy, diversifying
energy sources and targeted subsidy policies, improving food security and diversifying import
sources, strengthening domestic industries and incentives for the manufacturing sector,
improving export competitiveness and international trade diplomacy, and strengthening digital
infrastructure and cybersecurity. These measures aim to maintain economic stability, protect
people's purchasing power, and improve the competitiveness of national industries amid global
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uncertainty. This research emphasizes the importance of policies that are adaptive and
responsive to global geopolitical dynamics. By understanding the complexity of the impact of
geopolitical conflicts and implementing appropriate mitigation strategies, Indonesia can
strengthen its economic resilience and ensure sustainable economic growth. The results of this
study are expected to serve as a reference for policy makers and economic actors in designing
effective and sustainable economic mitigation strategies.
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