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Abstract

For centuries, economic theory has been built on assumptions that no longer hold in today’s world.
Traditional economic models assume equilibrium, rational decision-making, and the neutrality of
money. However, history, geopolitics, and financial markets prove otherwise. This paper
introduces Strategic Economics, a new framework that integrates economic growth, fiscal
discipline, geopolitical power, and financial intelligence into a unified system. Unlike mainstream
economics, which isolates financial variables, Strategic Economics recognizes that money is a tool
of power, debt is a strategic weapon, and national sovereignty depends on fiscal sustainability. We
outline how Ferguson’s Rule serves as an indicator of national decline, why credit allocation is
more important than money supply, and how governments can use economic strategy to maintain
financial independence.

Executive Summary

Strategic Economics introduces a bold new framework that connects economics with power,
policy, and national survival. Traditional models—rooted in 250-year-old assumptions—fail to
address the realities of modern geopolitical and financial dynamics. They view interest rates,
inflation, and growth as isolated variables, ignoring how credit flows, debt levels, and strategic
control shape a nation’s fate. This paper presents three core insights: (1) Credit allocation, not low
interest rates, is the true driver of real growth; (2) Fiscal discipline is national sovereignty, as
demonstrated by Ferguson’s Rule—when interest payments exceed defense budgets, empires
collapse; (3) Economics, politics, and power are one system, where financial flows determine
global influence. Case studies from the U.S., China, and Indonesia reveal how mismanaged debt
or strategic credit can either erode or enhance national resilience. The paper argues that Indonesia
must embrace reforms like Danantara and targeted austerity—not just to balance the budget, but
to survive the shifting global order. Strategic Economics is not an academic concept. It is a practical
framework designed for policymakers, investors, and strategists who understand one truth:
economic independence is power—and it must be built deliberately.



1. Introduction: The Failure of Traditional Economics & The Need
for Strategic Economics

The Obsolescence of Mainstream Economic Models

The assumption that "low interest rates lead to growth" has been disproven.

Economists treat inflation, interest rates, and growth as isolated factors rather than
interconnected forces.

Traditional models ignore power, control, and strategy, turning economics into a
mathematical abstraction rather than a real-world system of influence.

Why Now? A Geopolitical Wake-Up Call

The world economy is undergoing a seismic shift:

U.S. fiscal dominance is eroding as interest payments now exceed defense spending (2024).

China is rising, leveraging strategic credit allocation to dominate infrastructure and
technology.

Indonesia has exceeded Ferguson’s Rule for decades—without intervention, it risks long-
term stagnation.

Financial markets are no longer free markets—they are battlegrounds.

Strategic Economics bridges the gap between theory and reality, equipping policymakers,
investors, and strategists with a framework to navigate economic power dynamics.

Key Differences Between Strategic Economics & Mainstream Economics

Aspect Traditional Economics Strategic Economics (New Paradigm)
(Expired Model)
Growth Model | Assumes low interest rates | Real economic growth drives interest rates
= high growth higher, not the other way around
Money & Focuses on money supply Focuses on who gets credit and how it is
Credit allocated
Debt & Fiscal Ignores long-term debt Uses Ferguson’s Rule to assess risk of
Policy sustainability national decline
Economic Sees economies as static or | Recognizes economies move in power cycles

Cycles equilibrium-based (boom, bust, geopolitical shifts)




Geopolitics Treats economies as Sees economic policy as national security
separate from geopolitics policy
Financial Ignores financial warfare & Understands how capital controls, credit
Power global money flows guidance, and monetary power shape global
influence
Role of Assumes inflation is Recognizes controlled inflation as a
Inflation always bad mechanism for tax revenue and debt reduction
Government Views governments as Sees government as an active economic
Role passive market players architect shaping credit flows & industrial
policy

2. Why Strategic Economics Prevails Over MMT and Keynesian
Models

Strategic Economics is not just another economic theory—it is a battle-tested framework that
integrates history, power, and financial intelligence. However, mainstream economists will attempt
to counter with Modern Monetary Theory (MMT) and Post-Keynesian models to defend high-
debt, low-interest-rate policies. To preempt their arguments, we must dissect the flaws in these
models and demonstrate why Strategic Economics is superior.

Why MMT Ignores Geopolitical Risks
The MMT Premise

MMT argues that governments can print unlimited amounts of money without defaulting, as long
as inflation remains controlled. It assumes that as long as a country issues debt in its own currency,
it cannot go bankrupt.

The Strategic Economics Rebuttal
Debt is not just an economic number—it is a weapon of power.

e Nations with high debt become dependent on foreign capital markets.

o Ifforeigninvestorslose confidence, the currency depreciates, leading to hyperinflation and
capital flight.

e Indonesia in 1998 and Argentina in 2001 are clear cases of this risk.



MMT does not account for external debt exposure.

e Even if a country prints its own currency, foreign-denominated liabilities (such as USD
obligations) create pressure.

e Indonesia, Turkey, and Brazil have all suffered currency crises despite issuing their own
currencies.

The fallacy of infinite money printing

e MMT assumes inflation can be "managed" through taxation and spending control.

e However, in reality, once confidence is lost, hyperinflation spirals beyond control (e.g.,
Venezuela, Zimbabwe).

e Printing money without credit allocation discipline leads to currency collapse.

Key Takeaway: Strategic Economics rejects MMT because it does not account for power
dynamics, currency risks, and external capital control.

Why Keynesian Stimulus Without Discipline Leads to Debt Traps
The Keynesian Premise

o Keynesian economics argues that government spending can stimulate demand and lead to
economic growth.
e Deficit spending is encouraged during recessions to create jobs and stimulate consumption.

The Strategic Economics Rebuttal
Keynesianism without discipline = a debt trap.

e Governments that continuously stimulate without fiscal balance end up in a permanent debt
cycle.
e The U.S., Japan, and most of Western Europe are now trapped in unsustainable debt loads.

Deficit spending without productive credit allocation leads to bubbles.

e Example: The U.S. in 2008 — Instead of directing credit into industries, the government
bailed out banks and fueled asset bubbles.

o Strategic Economics emphasizes that where money flows matters more than how much is
printed.



The endgame of Keynesianism = inflation + stagflation.

o Keynesian stimulus only works if it leads to real productivity growth.
e Otherwise, it creates high debt, inflation, and stagnation (as seen in the 1970s U.S.
Stagflation Crisis).

Key Takeaway: Strategic Economics fixes Keynesianism’s flaw by ensuring that fiscal
stimulus is paired with strict credit discipline.

Final Argument: Why Strategic Economics is Superior

Theory Core Flaws Strategic Economics Advantage
MMT Ignores external debt, currency risks, Recognizes that sovereign debt is a
and capital flight. geopolitical weapon, not just an
economic tool.
Keynesianism Encourages deficit spending without Ensures that government intervention
ensuring productive credit allocation. focuses on real economic growth, not
artificial demand.
Traditional Economics Assumes low interest rates = high Recognizes that credit allocation, not
growth. Ignores debt sustainability rates, determines real growth.

and credit misallocation.

Final Takeaway: Strategic Economics is the only framework that integrates fiscal discipline,
power dynamics, and financial intelligence into one system.

3. The Core Framework of Strategic Economics

Credit Allocation Drives Real Growth
e Economic growth is determined not by how much money exists, but by where it flows.
e Productive credit (infrastructure, industry, SMEs) — leads to sustainable growth.

e Unproductive credit (speculative bubbles, consumer debt) — leads to artificial booms and
crashes.

Comparison of Credit Allocation Efficiency

Country % of Credit to Productive Sectors | Average GDP Growth (2010-2024)

China 60%+ 6.3%

Indonesia ~45% 5.1%

United States ~30% 2.5%




Case Study: Japan’s Asset Bubble (1980s-1990s)
e Japan’s credit boom fueled real estate speculation rather than industrial growth.

e The result: A massive real estate bubble that collapsed, leading to Japan’s "Lost Decade"
(low growth, deflation, banking crises).

e The problem? Low interest rates did not stimulate growth because capital was misallocated.

Key Insight: Interest rates do not drive growth—credit allocation does.

Fiscal Discipline = National Sovereignty
Ferguson’s Rule: A Nation’s Breaking Point

e When a country spends more on interest payments than on defense, it has lost financial
sovereignty.

e The Ottoman Empire, British Empire, and now the United States all fell into this trap.

e Indonesia has exceeded this rule for decades, making fiscal reform a national priority.

Historical Data: Indonesia’s Ferguson Rule Breach

Year Interest Payment (Rp Trillion) | Defense Budget (Rp Trillion)
2000 70 28
2010 115 50
2020 404 132
2025 (Projected) 553 165

Case Study: The U.S. Fiscal Crisis (2024-Present)

e In 2024, U.S. interest payments ($882B) exceeded defense spending ($874B) for the first
time.

e Why? Skyrocketing debt, rising interest rates, and reckless fiscal policies.

e The U.S. is now in permanent fiscal decline unless it retains control over debt.



Key Insight: A country that cannot manage its debt will eventually be controlled by its
creditors.

Economics, Politics, and Power Are One System
e Economic policy is national security policy.

o The IMF, World Bank, and global financial system are designed to keep nations dependent
on foreign capital.

e China, the U.S., and Indonesia are all competing for control over economic narratives and
financial resources.

Case Study: China’s Strategic Credit Allocation (2008-Present)

Year | China’s NPL Ratio (%) | Indonesia’s NPL Ratio (%)
2010 1.1% 3.5%
2015 1.4% 2.7%
2020 1.8% 3.1%
2024 1.6% 2.9%

China prevents financial crises by keeping NPLs low while directing credit into productive
industries.

Key Insight: A nation that controls its financial flows controls its future.

4. Strategic Trade-Offs: The Hidden Risks in China's Model

While China’s strategic credit allocation has supported high growth and low NPL ratios, it is not
without structural weaknesses—particularly in the form of hidden debt. China’s local governments
often rely on Local Government Financing Vehicles (LGFVs) to fund infrastructure without
reflecting this borrowing on formal balance sheets. According to IMF and World Bank estimates,
China’s implicit local government debt may exceed $9 trillion, creating off-balance-sheet
vulnerabilities. Additionally, state-owned enterprises (SOEs) receive large volumes of credit
regardless of profitability, raising concerns about capital misallocation and long-term productivity.

China also has a shadow banking sector, which, while shrinking, has historically introduced
systemic risk through non-transparent lending channels. Though NPL ratios remain low on paper,



many economists argue these are “managed metrics” due to government backstops and bailouts.
Yet despite these risks, China has avoided major financial crises, largely due to:

e Centralized control over monetary policy and capital flow
e Strong capital account restrictions
e Willingness to restructure quietly when needed

Key Insight:

Even a strategically directed economy like China’s must manage the balance between control
and transparency. Strategic credit allocation is powerful—but it must evolve to prevent
hidden vulnerabilities from undermining long-term resilience.

5. Policy Feasibility: Can Indonesia Implement Strategic Credit
Allocation?

Critics may argue that adopting China-style credit guidance is overly ambitious for Indonesia,
given its different political economy and institutional maturity. However, we argue that a tailored
version of strategic credit allocation is not only feasible—but already in motion through
Indonesia’s own mechanism: Danantara.

Institutional Constraints

Unlike China’s centralized banking model, Indonesia’s financial system is more fragmented.
Multiple ministries, regulators, and state-owned enterprises (SOEs) operate in silos, creating
coordination challenges for executing a unified credit policy. However, Indonesia already controls
key financial levers through state-owned banks and government-linked entities. More importantly,
the emergence of Danantara, Indonesia’s newly formed sovereign wealth fund, represents a
strategic breakthrough. Danantara is not just an investment vehicle—it can serve as Indonesia’s
own strategic capital allocator, redirecting domestic surplus capital toward national priorities while
reducing reliance on foreign debt markets.

Danantara: The Bridge Between Discipline and Growth
Danantara can:

e Channel capital into critical sectors (infrastructure, green energy, technology, food
security).
e Co-invest with SOEs and private players in strategic industries.



o Serve as a buffer against external financial shocks by leveraging domestic liquidity.

By playing a similar role to Singapore’s Temasek or Malaysia’s Khazanah, Danantara can steer
Indonesia toward a disciplined growth path, while keeping investor confidence intact. Unlike
China’s state-centric model, Danantara operates in a hybrid public-private structure, which is more
suitable for Indonesia’s democratic and market-driven environment. It allows for strategic
planning without command-and-control over the entire banking system.

Managing Foreign Investment Sentiment

Strategic credit allocation often raises concerns about transparency, inefficiency, or capital flight.
To address this, Indonesia must ensure:

e Clear mandates for Danantara and SOEs, focused on long-term value creation.

e Governance frameworks aligned with global best practices.

e Open communication with international investors that Indonesia remains committed to
fiscal discipline, not financial repression.

Case Reference: Temasek & Korea Development Bank

Singapore’s Temasek has successfully executed strategic investments in local champions without
scaring off global investors. Similarly, South Korea’s KDB (Korea Development Bank) played a
crucial role in nurturing key industrial sectors while keeping macro stability. Indonesia can adopt
similar models—not to dominate the market, but to steer capital toward long-term national
resilience.

Key Insight:

Danantara is Indonesia’s answer to strategic credit allocation. It reflects a uniquely
Indonesian approach—blending market discipline, fiscal sovereignty, and developmental
ambition into one vehicle.

6. Tactical Applications: How to Use Strategic Economics
How can governments, corporations, and investors apply this model?
Governments
e Use credit guidance (like China) to direct money into strategic industries.
e Limit foreign debt exposure to avoid Ferguson’s Rule breaches.

o Tie inflation targeting to real growth cycles (not arbitrary 2% mandates).



Corporations
e Align investments with national economic cycles (not speculative trends).
e Adapt to rising interest rate environments by securing long-term, low-cost capital.
e Avoid overleveraging, as high rates will punish weak balance sheets.
Investors
e Identify countries with strong credit allocation policies (e.g., China, Singapore).
e Short overleveraged firms & real estate bubbles.
o Investin strategic industries that benefit from national policies (e.g., defense, energy, tech).

Key Takeaway: Strategic Economics is not just a theory—it’s a predictive model that
connects finance, policy, and national power.

7. Ferguson’s Rule: The Ultimate Indicator of National Decline

The Ferguson Rule, coined by historian Niall Ferguson, states:

"When a country's interest payments surpass its defense budget, it signals fiscal stress and
84 pay P g g
potential decline in national power."

This principle has historically preceded the collapse of global superpowers, making it one of the
most critical indicators of national decline.

Historical Precedents: The Ferguson Rule in Action
1. The Ottoman Empire (19th—20th Century)
e Interest payments to European creditors exceeded military spending.

e The empire lost financial sovereignty, leading to military weakening and eventual collapse
in 1922.

2. The British Empire (Post-WWII)
e Wartime debt caused interest payments to surpass defense spending.

e Britain could no longer sustain its global influence, triggering rapid decolonization and
economic decline.

3. The Soviet Union (1980s—-1991)

o Excessive military spending, combined with high debt servicing, drained the Soviet
economy.



o Fiscal instability accelerated the USSR’s rapid disintegration.

Modern-Day Crisis: Ferguson’s Rule Breached by the U.S. & Indonesia
4. The United States (2024-Present)
e In 2024, U.S. interest payments ($882B) exceeded its defense budget ($874B).

e This marks the first time in modern history that debt servicing is a larger burden than
military security.

e Projections indicate that by 2028, U.S. interest payments will exceed $1.3 trillion,
deepening the crisis.

5. Indonesia (2000-Present)
e Indonesia has been breaching Ferguson’s Rule for over 25 years.

e In 2025, projected interest payments (Rp553 trillion) are more than 3x the defense budget
(Rp165.2 trillion).

o Without strategic fiscal intervention, this trajectory will erode Indonesia’s long-term
economic sovereignty.

The U.S. has no austerity plan—Indonesia has Danantara & fiscal restructuring.
Strategic Implications of Ferguson’s Rule
Fiscal Sovereignty vs. Financial Dependence

o Countries that fail to control debt servicing costs ultimately cede power to their creditors
(IMF, World Bank, foreign bondholders).

e Governments that break free from this cycle secure their economic independence.
Why Austerity & Strategic Credit Matter

e Indonesia’s austerity measures (Rp306.69 trillion cuts) and Danantara initiative are
designed to mitigate the risk of Ferguson’s Rule.

e The U.S. has no austerity plan, leaving it vulnerable to long-term fiscal decline.

The Key Takeaway: Economic Survival Requires Debt Control

o Nations must restructure their fiscal policies to escape the trap of excessive debt
servicing.



e No empire has survived after breaching Ferguson’s Rule—unless it took immediate
corrective action.

8. Final Declaration: The Future of Strategic Economics

Economics, long treated as an objective science, is in truth a strategic instrument—one that
determines the balance of power, sovereignty, and survival in the global order. Nations that
recognize and harness this truth will shape their future; those that ignore it risk decline. Strategic
Economics offers a new lens for decision-makers—one that integrates finance, statecraft, and
national development into a unified framework.

It is not merely a theory, but a call to action: to reframe fiscal discipline as sovereignty, to see debt
as a geopolitical lever, and to treat credit not as a commodity, but as national strategy. Just as
Bitcoin challenged central banks, Strategic Economics challenges outdated policy thinking rooted
in abstraction, divorced from power dynamics.

The future will not be inherited by those who wait—it will be claimed by those who move first,
think deeper, and act strategically.



Attachment.

1. Indonesia has been breaching Ferguson’s Rule for 25 years.

Indonesia's Interest Payments vs. Defense Budget (2000-2025)
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2. The U.S. breached Ferguson’s Rule in 2024.
Projected U.S. Interest Payments vs. Defense Budget (2020-2028)
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3. China's Data on the Correlation Between NPL Ratios and GDP Growth

Year | NPL Ratio GDP Growth Notes
(%) (%)

2005 12.4 11.3 Post-WTO entry; restructuring of state-owned
banks.

2010 1.1 10.6 Economic stimulus post-2008 global financial
crisis.

2015 1.75 6.9 Economic transition; addressing industrial

overcapacity.
2020 1.84 2.3 COVID-19 pandemic impact.
2024 1.5 5.0 Stabilization efforts; ongoing economic reforms.




