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Analysis on the issue:

Economic Background of Bali

The incident happened in a famous tourist area, Bali, in Indonesia. As Bali is a small island in Indonesia with a small population, backward infrastructure, there are not much locational advantages for it to grow into an industrial city. So, the main production activity found there is tourism. Tourism is listed as a kind of tertiary industry, as it mainly provides services to tourists. Most of the labour force is involved in tourism also. So, the proportion of tertiary labour is high in Bali. In some remote parts of Bali, people will still practice primary production like lumbering and farming, so primary industry is also important. The proportion of labour force engaged in primary industry is high in the remote areas.

Impact of terrorism to Indonesia’s GNP

First, we will look at the impact of terrorism to Bali’s GDP.

Due to the terror attack, many local people lost their jobs and many firms and shops were being destroyed. Many people were afraid of another terror attack which may come very soon. So, the willingness of people to consume was greatly reduced, and the people’s demand for consumer goods fell. Thus, the production of consumer goods for local demand fell and the demand for foreign goods also decreased.

Next, after the terror attack, many investors, no matter from foreign countries or local ones, were reluctant to set up new firms or develop their career in Bali. According to one of the newspaper cuttings, Carlson Hotels Asia Pacific which owns more than 800 hotels in Asia, has also postponed their investment plans in Bali. So, the amount of investments made in Bali plunged to a very low level, and the production of capital goods like construction for new projects decreased.

Thirdly, after the attack, many tourists from other countries were afraid of going to Bali, and many tourists in Bali left as soon as possible. So, the tourism related services like hotel services, tourist guide services have decreased in demand (D0 (D1 in fig.1). Many local tourist agencies and hotels needed to cut their price (P0 ( P1) to attract the tourists to stay. However, due to the unstable political condition in Bali, many tourists still chose to leave, and this led to a fall in quantity transacted on such services (Q0 ( Q1). The fall in tourism implied a fall in export of services and goods in Bali.

In conclusion, the “C” (Consumption), “I” (Investment), “X” (Export) has fallen. Although the expenditure of government on renovation works (“G”) has increased, and the demand for imported goods (“I”) has decreased, it is believed that the percentage fall in GDP will definitely exceed the percentage increase in GDP. So, GDP of Bali is believed to fall.

The same case applied on Indonesia as a whole. The local consumption demand decreased, investors were not willing to invest in Indonesia, export of goods and services decreased due to poor political conditions which weakened foreign importers’ confidence to Indonesian companies, all these led to a decrease in GDP of Indonesia. 

In addition to the global economic depression, the Indonesian can hardly earn a lot from other countries, this led to a weak growth in “net income from abroad”. So the GNP is also believed to fall in Indonesia.

Economic phase of Indonesia

Because of the poor production environment in Indonesia, including the poor future expectation and weak consumption demand, the real GDP of Indonesia will have a negative growth rate. 

According to the economists, the GDP will recover until next year’s summer that means the negative growth rate will continue for almost 2 quarters.

 In addition, as most of the companies have recorded a loss in revenue, many workers would be fired so as to reduce the cost of production. As the unemployed population will increase while the labour force will stay in the same level, thus the unemployment rate will increase. 

Also, as the local consumption demand is very small, the firm would cut the price of the goods to increase their sales. The general price level would fall. Due to the above phenomena, 

Indonesia’s recession problem will be further worsened.

Impact on Hong Kong airline company--- Cathay Pacific 

Owing to the terror attack, Hong Kong people were unwilling to travel to Indonesia and other Southeast Asia countries for holiday recently. Thus, the demand for airline services to Southeast Asia, especially to Bali has decreased a lot. (D2(D3 in Fig. 2). According to the newspaper, the demand for flights to Bali provided by Cathay Pacific has decreased by 20%, and could fall further. 

We expect that the prices of those air tickets will drop(P2 ( P3), and the quantity transacted will fall also (Q2>Q3). The representative of Cathay Pacific said the company has cut the flight to Bali by 30% so as to cope with the reduced quantity transacted. 

The price-cut and the reduction in quantity transacted happened also on other routes to Southeast Asia. As Cathay Pacific concentrates mostly on routines to SE Asia, the total revenue of it was expected to fall a lot.

In fact, Cathay Pacific is a public limited company. Its shares can be subscribed and sold on the Share Exchange freely. Since there is a great loss to Cathay Pacific’s total revenue, the confidence from public towards the company’s future performance is adversely affected.

So, people would less likely to buy the shares issued by Cathay Pacific, and the share price of Cathay Pacific will be lowered. Despite the aim of issuing shares is to raise capital, the smaller quantity transacted of their shares means little capital was raised. With less capital raised, the company can hardly expand. For example, the company might want to expand their catering services by employing more cooks, or they want to take over the other airline company to reduce competition, however, due to lack of capital, they would have to postpone the plans. 

Also, as the total revenue of the company has reduced, the dividends given to the shareholders will reduce too. The shareholders might suffer from a loss in income. If the condition was worse, the company may need to dismiss some of the workers to reduce the production costs. This will further worsen the unemployment problem in Hong Kong and the productivity of Cathay Pacific will likely be decreased.

Conclusion

From this incident, we can understand that an event happened in other countries can lead to a series of tremendous impacts to Hong Kong, from the reduction in the revenue of one company, to the massive increase in the unemployed population. So, we can see that the economies of different countries in the world are in fact interdependent. 
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News Summary:

The terrorist’s attack on Bali, Indonesia, delay the recovery of global tourism, and imperil the creation of 6.8 million tourism-related jobs next year. This created a new concern among travelers. Hotel operators in Bali have started reeling from a steep drop in occupancy. Tourists in Bali left early and people who supposed to arrive cancelled their bookings. Besides, prospective investors have abandoned their investment plans and their interest in Bali has also turned sour after the bombings. Investors estimated that it would take about 3 to 5 years for Bali to recover its economy.

On the other hand, Cathay Pacific has cut its flights to Bali due to the demand on tourists route fell sharply and most people would not consider it worth going to Bali if alternatives were available.
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