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Structural change in the export demand function for Indonesia:

Estimation, analysis and policy implications
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6. Summary and conclusions

This paper has investigated the aggregate export demand behaviour in Indonesia with annual
data for the period 1963-2005. Both the Pesaran bounds testing and the Johansen cointegration
tests results suggest that there exists a long-run relationship between real exports, world income
and the relative export prices in Indonesia. The long-run income elasticity of demand for Indone-
sia’s exports is significantly greater than one and the long-run relative export price elasticity of
demand for its exports is significantly lower than one. The recursive and rolling regressions and the
Hansen—Johansen stability test results suggest that the export demand function for Indonesia has
undergone a significant structural change since the late-1990s, which is reflected in the decrease
of the income elasticity, and an increase in the relative export price elasticity, of demand for
Indonesian exports. These results explain the relatively slow growth of Indonesian exports since
2000 that has slowed the country’s economic recovery from the financial crises of 1997-1998.
Given the structural change in the composition of exports in favour of price-sensitive manufactur-
ing products, Indonesian products can remain competitive in the international markets if it avoids
overvaluation of the real exchange rate, lowers production costs by reducing inefficiencies and
moves towards human-capital based products.
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