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ABSTRACT

This study analyzes The Role of Digital Economy to Enhancing Sustainable
Economic Development. The general objective of this research is to assist the
government in determining the right policy on the implement of digital economy and
its impact on the the sustainable economic development, especially in Indonesia. In
Indonesia the digital economy has increasingly developed in the field of ecommerce.
The ecommerce industry is not merely talking about buying and selling goods and

services via the internet. But there are also other things in it such as inter-service
providers, telecommunications providers and others. This is the reason why the
Keywords: ecommerce industry must be adapted to be able to push the economic pace forward.
Digital Economy, The government is currently declaring Indonesia as the largest digital economy in
“;Lé‘ztnaéfnailz ’gz’\;;:;gg’e';‘ible 2020 and is targeted to be the largest in Southeast Asia. One of the foundations of

national development in this declaration is the digital sector. The government targets

ecommerce transactions to reach US $ 130 billion and creates 1,000 technopreneur

with a business value of US $ 10 billion in 2020. Therefore this research will provide
policy benefits in strengthening government institutions in order to control the implementation of digital economy in
Indonesia so that it give the positive impact on the sustainable economic development to be able to prosper the
community and have a positive impact on the environment and increasing the economic value.
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1. Introduction

The digital economy was born and developed as the use of information and communication
technology is also increasingly globalized in the world. The wave of the digital economy comes with a
sloping topography, inclusive, and stretch the quality of opportunity (Tapscott, 1997). This characteristic
has the concept of competition which is an industrial spirit that is easily elevated by startups who
prioritize collaboration and synergy. Because of this, the digital economy is a 'sharing economy' which
elevates many small and medium business to enter the world business.

Digital economy is a thing that signifies the development and economic growth in the future,
marked by the rapid development of business or trade transactions that use the internet as a medium in
communication, collaboration and cooperation between companies or individuals. The concept of digital
economy was first introduced by “(Tapscott, 1997), which is a sociopolitical and economic system that has
the characteristics of an intelligence space, including information, various information access instruments,
information capacity and information processing. The components of the digital economy that were
identified for the first time were the ICT industry, e-commerce activities, digital distribution of goods and
services. The concept of digital economy, said (Bolwijn,etal.,2018), according to him, the concept is often
used to explain the global impact of information and communication technology, not only on the internet
but also in the economic field. Become a view of the interaction between the development of innovation
and technological progress that has an impact on macro and micro economics.

In Indonesia the digital economy has increasingly developed in the field of ecommerce. The
ecommerce industry is not merely talking about buying and selling goods and services via the internet.
But there are also other things in it such as inter-service providers, telecommunications providers and
others. This is the reason why the ecommerce industry must be adapted to be able to push the economic
pace forward.
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This research give a lot of advantage for the government to focus on digital economy in order to
give the positive impact for sustainability economic development to save the environment and increasing
the economic value. Sustainable economic development is economic development that attempts to satisfy
the needs of humans but in manner that sustains natural resources and the environment for future
generations. Sustainable Economic Development Strategies generate substantial economic and
employment growth and sustainable business and community development by demonstrating that
innovation, efficiency, and conservation in the use and reuse of all natural and human resources is the best
way to increase jobs, incomes, productivity, and competitiveness. In addition, Sustainable Economic
Development Strategies are the most cost-effective method of promoting renewable energy and clean
technologies, protecting the environment, and preventing harmful impacts from climate change. By
implementing Sustainable Economic Development Strategies based on technological innovation and
resource efficiency, places can grow their economies, improve their standards of living, and expand
businesses, jobs, and incomes.

The government is currently declaring Indonesia as the largest digital economy in 2020 and is
targeted to be the largest in Southeast Asia. One of the foundations of national development in this
declaration is the digital sector. The government targets ecommerce transactions to reach US $ 130 billion
and creates 1,000 technopreneur with a business value of US $ 10 billion in 2020. (Measuring the Digital
Economy Policy Paper, 2019). Therefore, this study focus on the role of digital economy to enhancing
sustainable economic development in Indonesia.

Basically, the general objective of this research is to assist the government in determining the right
policy on the implement of digital economy and its impact on the sustainable economic development,
especially in Indonesia. This research will provide policy benefits in strengthening government
institutions in order to control the implementation of digital economy in Indonesia so that it give the
positive impact on the sustainable economic development to be able to prosper the community and have a
positive impact on the environment

Furthermore, the previous study relate to the digital economy is about special issue on the “The
Digital Economy for Economic Development: Free Flow of Data and Supporting Policies”. The digital
economy provides ample opportunities for G20 economies to accelerate inclusive economic growth. The
policies for the flow of data and data-related businesses are still underdeveloped and fragmented across
countries. Nevertheless, although ample controversy exists, G20 economies must design and implement a
series of policies as soon as possible. This paper will complement the previous study to make more
comprehensive related to impact on the sustainable economic development in Indonesia.

2. Methods

In conducting research, researchers used qualitative methods for this journal “ The Role of Digital
Economy to Enhancing Sustainable Economic Development In Indonesia”. In conducting the research, the
researcher used primary data through interviews with government agencies ,the Ministry of Finance, in
this study it was analyzed using qualitative descriptive analysis, namely by means of data obtained from
interviews with informants described as a whole and secondary data from various source whose validity
can be justified. The scope of research in this journal focuses on digital economic research that has an
impact on sustainable economic development in Indonesia.

3. Results and Discussions

The digital economy continues developing, Indonesia has great potential because of the level of
penetration Internet user increased. In 2017, number of internet users at Indonesia reached 143.26
million lives or increased by 7.96 percent compared to 2016 for 132.7 inhabitants. Number of users the
internet in 2017 accounted for 54.68 percent of the total Indonesia's population is reaching 262 million
inhabitants. Indonesian government in the era of President Joko Widodo target Indonesia to be the
greatest power of the digital economy in ASEAN in 2020 with e-commerce transaction value projections
reached 130 million USD. The concept of a digital economy first introduced by Don Tapscott (The Digital
Economy, 1997), which is a sociopolitical and economic system that has characteristics as a space
intelligence, including information, various instrument access, capacity, and information processing.
Components of a digital economy that are first identified time is the technology industry, information and
communication (ICT), e-commerce activities, and distribution digital goods and services. (Tapscott, 1997)

Basically, Digital Economy has significant impact on Indonesian economy. The Statistics Center
shows, in 2017 market contribution digital towards Domestic Products Indonesia's gross (GDP) increased
4 percent compared to 2016 by 3.61 percent, and year 2018 is estimated at 10 percent. Based on Report
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Oxford Economics in 2016, every 1 percent increase in penetration mobile is projected to contribute an
additional 640 million USD to GDP Indonesia and open 10,700 new jobs in 2020. Behind that, economic
development digital if not immediately addressed can have several effects negative, including
unemployment. (Economic, 2018)

Indonesia is a great location for digital economic growth. Based on Temasek's report, Indonesia's
digital economy this year scored USD 40 billion or IDR 556.6 trillion (USD 1 = IDR 14,166). Digital
economic growth figures are the highest in Southeast Asia this year, beating Thailand (USD 16 billion),
Singapore (USD 12 billion), Vietnam (Rp 12 billion), Malaysia (USD 11 billion), and the Philippines (USD 7
billion). So that,the growth of Indonesia's digital economy sector is supported by e-commerce which in
four years grew 12.3 times to USD 21 billion. In 2025, growth could reach USD 82 billion. (Temasek, 2020)
There are some factors that give influence for developing of digital economy in Indonesia:

Demography

Digital economy is encouraging people become productive with utilizing technology and with
demographic bonus expected the younger generation has more control technological development.
Mastery of digital technology is one of the things that can still be said to be minimal in Indonesia. This is
what must be anticipated and completed by the government ahead of the demographic bonus. Bonus
demographics will be maximal if productive age population has decent health, education and adequate
skills. If technological progress is not accompanied by skills community in utilizing that technology, then
Indonesia it is feared will only become audience and product market share foreign. Basically, the
demographic bonus must be accompanied by the use of digital technology in order to have a positive
impact in encouraging the growth of millennial generations to become leaders in e commerce, startups
and digital economic development in Indonesia. Industrial relations arrangements involving government,
employers and workers must also be able to respond to the effects of changes caused by the digital
economy. The preparation of regulations on industrial relations must be adaptive to changes in the digital
economy. (Company, 2013)

Infrastructure

Nowdays, the Indonesian government is still focused on infrastructure development. Not only
physical infrastructure but also digital infrastructure. Technological developments must be accompanied
by supporting capabilities and access, one of which is internet access. Because to be able to maximize the
benefits of digital technology not only requires electricity but also the internet. In fact, several cities in
Indonesia do not yet have internet access because the infrastructure is not yet stable.

Basically Indonesia’s Internet penetration is 34 percent. The current rate is half that of ASEAN
neighbor Malaysia and far behind that of leaders such as the United Kingdom, Japan, and Canada. Indeed,
its relatively larger population means that Indonesia is home to the world's third-largest population of
individuals without access to the Internet. Geographically, digitization is uneven across Indonesia, with
Internet penetration strongly correlated to income per capita; poorer regions have lower penetration.
Only the large population centers such as Jakarta and Yogyakarta have a penetration rate above 45
percent. (Guo et al.,, 2017)

Furthermore, Indonesia’s performance has dramatically improved in the past 12 months with the
introduction of 4G, there are three clear opportunities to further improve Indonesia’s infrastructure in the
near term:

1. International linkages. With a large portion of Indonesia’s traffic going to international sites such
as Facebook and Google, international bandwidth is an important consideration for planning Indonesia's
digital future. According to Telegeography, Indonesia’s international capacity is limited, with only 0.01
megabytes per second (mbps) per user compared with Singapore with 2.74 mbps per user.5 Connectivity
is also concentrated, with most lines going through Singapore—a situation that leads to less than
competitive pricing (Exhibit 4).6 40 percent of landing points are located in just three cities (Batam,
Dumai, and Jakarta).

2. Domestic cable network. Data traffic in Indonesia is expected to rise sixfold by 2020, placing
pressure on the capacity of the domestic network7 —that is, the linkages through submarine and overland
fiber optic.

3. 4G infrastructure. Indonesia’s last-mile 4G coverage was at only 23 percent in 2015.10 Growing
e-commerce, mobile entertainment, and gaming content have increased the need for speed for the 73
percent of Indonesia’s users that access the Internet through mobile broadband.11 The country must
enhance 4G/LTE infrastructure outside Java to enable users to take advantage of the falling handset prices
and increase 4G penetration beyond the 2015 level of 7.6 percent.12 With the recent enabling of critical
spectrum assets for 4G, operators have already started moving aggressively in this direction.
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Moreover, Digital infrastructure development provides effect multiplier in other infrastructure
sectors. There are at least 12 benefits, namely driving the digital economy, key to industry 4.0,
encouraging new investment, growing economy, equalizing education, encouraging competitiveness,
supporting the environment, implementing new technologies, new jobs, the startup industry, unifying the
nation, and raising the quality life. Macro digital infrastructure will encourage national economic growth,
encourage national competitiveness, and encourage new investment.

Education

Digital platforms increase access to education and becoming important tool in building a
community-based knowledge. E-learning can increase opportunities learning, acting as a platform for
development skills, and encourage development in the area rural and remote. This can lead to
improvement quality of life for individuals and their families, which later will trigger a good cycle, which
encourages growth economy, create more jobs, and reduce poverty.

Indonesia has the fourth largest education system in the world, with more than 50 million students
and around 4 million teachers, who many of them do not meet the qualifications. However, although
government spending on education exceeds the budget for the nation's health, education this is also one of
the most performing fields low.

According to the Consumer Survey from GSMA Inteligence, 17.4% of people aged 18-24 years
access information to support their education or children or relatives them with a cellphone every month.
M Learning students can save a lot of their training costs compared with traditional classes, especially in
the absence of costs travel required to attend the training. In 2015, Ministry of Education and Indonesian
Culture initiated the initiative which aims to replace physical textbooks at school (which is expensive and
difficult to obtain and distribute) with tablets and ebook.

The first round of funding from the GSMA Ecosystem Accelerator Innovation Fund 4.0 results in the
availability of funds for Ruang guru from Indonesia. Ruang guru is a provider technology-based education
and launched in the year 2014. Its flagship product, Ruang Kelas, is a management system free premium
learning (freemium) that helps students prepare for exams using customized content with a national
curriculum, and help teachers do crowdsource to gather educational and content distribute it to students.
This increases student learning experiences and improve teacher access to necessary resources.

Financial Technology

This digital and fintech economy has many benefits for the economic system in Indonesia. Both in
terms of consumers, service providers, and the state as a regulator of the flow of the economy. This is
what makes fintech considered to provide great opportunities as an alternative to solving national
financial problems. Because its growth always gives a good diagram in each of its movements, especially in
the national financial credit system.

This can be seen from the increasing lending to the micro and small and medium business sector.
Even in January 2019, according to the Financial Services Authority (O]JK) data, the accumulated amount
of loan disbursement reached IDR 25.59 Trillion from 99 registered financing fintech. The good ecosystem
produces more transactions than lending. This has regular implication, for example, an entrepreneur uses
fintech services to borrow capital. Then the business is successful and smooth in matters of repaying the
loan, automatically the entrepreneur will make another loan to develop his business. This easy access to
loans makes fintech a competitor in the banking world as an alternative to solving financial problems. The
rapid growth of the domestic fintech platform, gave birth to various types of similar companies that were
also present in it.

The platforms currently on top of the current national economy are fintech and e-commerce. The
two manifestos which are predicted as economic unicorns, especially digital, are increasingly showing
fangs in moving the domestic economy. The great opportunity for the fast turn of the economic wheel in
the digital era as it is today, demands that fintech and e-commerce as a digital platform can contribute to
the ongoing development of the economy in the economic sector. The real time system that is the
reference is also expected to attract investors to attend from January to August 2017 the investment value
in fintech was 20 percent. While the investment value obtained by e-commerce rose by 21 percent. This is
certainly very interesting to note, especially by the government as a regulator as well as regulatory
supervisor. (Rosadi & Tahira,2018)

Basically, there are four things that must be met by the government and industry so that
investment can continue. First, move quickly in responding to technological developments. Second,
collaboration between the government and the private sector with decentralization regulations. The third
point is to develop data to build a wise and established digital ecosystem. While the fourth, developing and
combining the offline and online industries in order to complement each other and provide benefits.
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Meanwhile, for the number of start-ups in Indonesia alone, reaching 1,716 as of February 2018. This
figure is far greater than the neighboring country, Singapore 511, while Malaysia only has 146 start-ups.
This will certainly be more interesting to develop so that the domestic economy continues to show good
progress. (Nurdany & Kresnowati,2019)

In addition, interwoven cooperation, for fintech lending, e-commerce is useful for providing data or
transaction records of prospective buyers or business people on electronic trading platforms who want to
borrow funds. In addition, the presence of fintech lending for e-commerce is expected to provide an
alternative method of payment that is easier and more effective.

Digital Economy Opportunities and Challenges

The rapid technological developments that occur affect business behavior and global economic
conditions, so that the digital economy is born. Now the internet world has developed so rapidly that the
banking, fintech, and even financial industries such as insurance have also moved on the internet
platform.

Financial applications are growing along with the increasing number of users who use them.
Starting from making a budget, calculating profit and loss, interest on loans, insurance, to digital
payments, thrives in the form of applications. The term bank in your hand feels like it has been applied.

There are five technologies that have the most potential to trigger digital economic growth in the
Southeast Asian region, those are mobile internet, big data, internet of things, automation of knowledge,
and cloud technology. The development of Indonesia's digital economy has been in the global spotlight
since 2016 when Gojek received funding so that it has a valuation of US $ 1 billion. With such a large
valuation, this startup will be a unicorn group. (Rosadi & Tahira, 2018)

The digital economy in Indonesia is realized in a variety of industries. Not only focused on finctech
alone, but the digital economy has now also penetrated into the fields of transportation, financial banking,
agriculture, to urban planning. The development of the digital economy itself is directly proportional to
the use of the internet in Indonesia. One proof of this is the proliferation of various start-up efforts, even
now 4 of them have a Unicorn title.

It is known that the financial technology industry to the Indonesian economy reached Rp. 25.97
trillion. This was revealed in a study by the Institute for Development of Economics and Finance together
with the Indonesian Fintech Association in 2019. The development of fintech in Indonesia was able to
increase Gross Domestic Product or GDP by Rp25.97 trillion, both directly and indirectly. In addition,
household consumption was able to increase to Rp8.94 trillion. Both of these shows the existence of
fintech has been able to improve the Indonesian economy in a way macro.

On the other hand, if we pay attention to the various complaints from the start-up actors, and also
by a number of people, regulatory issues are still a stumbling block to various ecosystem development and
investments. Starting from the many and chaotic various regulations of different ministries / institutions
in terms of regulating its establishment, to the lack of conducive existing regulations in regulating start-up
companies to go public and to float their shares (Initial Public Offering / IPO) to the domestic stock
market.

Since internet access and Wi-Fi are scattered in almost all public facilities, cafes, coffee shops, and
campuses, they are connected to the internet. In the past, the internet can only be accessed at internet
cafes or using modems, now the internet is in the hands of all of us as long as we carry smartphones.
(Bolwijn et al.,2018)

Similar to the change in the way consumers pay from cash to non-cash. If in the past to buy goods
must be done in cash, now various payment methods can be chosen by consumers, ranging from credit
cards, debit cards, and now there is a digital wallet that is increasingly popularly used by today's society.
Moreover, several digital wallet brands, such as GO-PAY, OVO, Dana, etc. regularly hold cashback promos
that make people interested in trying and buying products in stores that work with this digital wallet.

All we have to do is scan the QR Code and confirm the order with a PIN, we can pay easily. There is
no such thing as change with candy or bring change from transactions because all payments are made in
non-cash with the help of financial technology. Aside from being practical, this new payment method also
makes it increasingly rare for people to carry large amounts of cash to conduct transactions.

Likewise, when buying products at an online store, simply by transferring, we can get the product
in front of our house with the shipping service provided. The development of the digital economy is
changing the psychological of Indonesian people in general, which is increasingly wanting to be fast,
practical, and easy to get the desired product.

The various advancements brought about by the digital economy have had various impacts on the
lives of Indonesian people. On the one hand, the digital economy opens up various professions and new
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business opportunities by utilizing digital technology, such as online shops, online motorcycle taxis,
celebgrams, YouTubers, digital wallets, and various elements that involve the digital world.

Basically, the digital economy has also become a threat to conventional businesses and professions
that were popular in the previous era, such as cellphone kiosks, credit kiosks, cashiers, toll guards, and
various other things that began to disappear slowly over time. Officers who used to regularly guard to
receive money, have now turned into e-Toll card reader machines that are ready to work 24 hours to
receive digital money from consumers.

In addition, the digital economy has also succeeded in avoiding the potential for miss use of
transactions by irresponsible parties. The existence of a track record or transaction history is evidence of
a financial transaction that can be accounted for. The digital economy also prevents brokering practices
that were often carried out on trains or airplanes which used to be very common in Indonesia. Online
systems provide security, as well as security for all parties involved in this digital economy.

Sustainable Economic Development In Indonesia

Sustainable development must completely overhaul the current conventional development
paradigm. The interests of development in the short term must be more balanced with the interests of the
long term. Social and environmental interests must be placed in a position that is equal to economic
interests. Social interests of the community must be more aligned with individual interests. Market
failures must be corrected, and social and environmental costs must be internalized in the form of
economic costs. Government failures must be overcome through equal triangle partnerships between
government, corporations and civil society. Civil society groups and society in general must play an
important role in the decision making process in sustainable development. (Vincent, Jeffrey R., Theodore
Panayotou, 1997)

This paradigm shift requires a change in values and orientation. It is necessary to continually
develop new and totally different values of sustainable development from those in conventional
development. Education and human resource development can encourage the creation of these new
values. Human resources must not only be equipped with skills to achieve economic goals, but also skills
to achieve social and environmental goals. For this reason, it requires the integration of science and
technology that can holistically manage the interests of economic, social and environmental development.
(A, 2009)

The sustainable development paradigm must utilize incentives in the form of economic benefits,
prestigious awards and recognition. Examples are needed, appropriate codes of conduct, various
regulations, and various internationally recognized standards, such as ISO 9000 for economic standards,
ISO 14000 for environmental standards, and ISO 26000 for social standards. The combination of the three
ISOs is needed in order to obtain a comprehensive standard that covers economic, social and
environmental values simultaneously.

The sustainable development paradigm should also use disincentive to avoid the direction of
unsustainable development by applying fiscal instruments, pricing policies, and charging fees to
unsustainable behavior. Need regulations, legal provisions with penalties and fines, which encourage
people to move towards sustainable development behavior. It also requires the use of moral persuasion
through religious teachings, spiritual beliefs, customs and culture. The term one does not live by bread
alone provides the basis for developing a more sustainable lifestyle and does not depend on material
alone.

Foreign Direct Investment flow into the digital sector is still high and has not declined amid the
global economic slowdown. Thus, the digital economy can be a driver of investment performance this
year. Specifically, the flow of capital in the digital economy to Indonesia is still strong. We do not see the
downward trend or weakening. Even though the trend of global economic growth, starting from Europe,
China and the US, has lowered their economic growth target. Capital Investment Coordinating Board
assesses that the digital economy and tourism can be a driving force for investment this year and in the
years to come. In fact, the two sectors are predicted to be able to take over the movers so far, namely
commodities, minerals and other mining products.

The development of the digital sector which is taking place quickly, needs to be responded by the
government. Therefore, this sector also needs encouragement from the central, regional and private
governments to support economic growth. A very interesting example for investment in Indonesia is the
booming of e-commerce and industries related to information and communication technology. We have e-
commerce which has a dramatic effect on the economy. This is a new engine of economic growth so as to
drive growth above 5%. Digitalization by start-up companies is now growing to become a unicorn, a
privately-owned startup with a capital value of more than US $ 1 billion.
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This challenging opportunity has brought Indonesia to the door of economic competition. It is
inevitable, when every local product in all regions of Indonesia must be able to compete at the global level.
So that the products produced by the community have competitiveness, of course this becomes an
important part, that the online market is a solution to facilitate and introduce their creative products to
consumers both nationally and internationally.

One of the Indonesia’s government's programs is through the Palapa Ring (national optical fiber
network) and satellite launch which is planned to be launched in 2019, which will later serve the needs of
fast internet in all regions in Indonesia. Based on research conducted by Google and Temasek, that
Southeast Asia has enormous online market potential for future businesses. The report said the online
market in Southeast Asia reached USD 200 billion or 2,647 trillion in 2025.

A number of agendas work on the digital economic potential carried out by the government,
especially in terms of regulation, for example the Coordinating Ministry for Economic Affairs issued the
Economic Policy Package Volume 14 on e-commerce and gave birth to startups through the 1,000 Digital
Startup National Movement promoted by the Ministry of Communication and Information in collaboration
with relevant parties.

Furthermore, The digital economy in Indonesia is realized in a variety of industries. Not only
focused on financial technology alone, but the digital economy has now also penetrated into the fields of
transportation, financial banking, agriculture, to urban planning to enhancing sustainable economics
development in Indonesia. One important problem faced in economic development is how to deal with the
trade-off between meeting the needs of development on the one hand and efforts to maintain
environmental sustainability on the other hand (Fauzi,2004).

Continuous development has led to a shift in roles between sectors that were initially agriculture,
forestry, fisheries as dominant, then began to spread to other sectors such as mining and quarrying,
industry, transportation, services, banking, trade, etc. Even though the economic condition is still difficult
does not mean that decision makers in Indonesia are now justified in ignoring environmental problems,
which means sacrificing the interests of future generations.

Therefore, although conditions are still difficult, Indonesia with all its components, both at the level
of authority (central and regional) and the community, both as producers and consumers, is expected to
remain highly committed to continuing to implement sustainable economic development. Not only from
the aspect of the natural environment, but also the social environment. In addition, it is very important to
reduce the negative economic shock that can cause a crisis to destroy all joints of the economy, the natural
environment, and social, thus reducing the threat of damage to the natural environment even more
seriously.

4. Conclusion

Digital economy has significant role to increase the sustainable economic development because if
we look at the growth of the internet in Indonesia which has experienced quite astonishing penetration,
while at the same time seeing the population of Indonesia which has now reached 213 million people,
Indonesia can certainly be a good destination for economic movers to market their products. In addition,
the reasons that make Indonesia a soft market for economic actors, first, e-commerce market growth in
Indonesia is also good; second, the population continues to grow, even of 213 million people, 70% of them
are under forty years old; third, the rapid growth of social media users in Indonesia. fourth, the rapid
population growth of people with middle and upper economic classes.
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