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NOTES 
 

 
(i) Until 2000, the fiscal year was from 1 April to 31 March of the following year. In 

2000, the fiscal year was 1 April-31 December 2000. After 2000, the fiscal year 
was the calendar year. 

(ii) In this report, "$" refers to US dollars.  
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EXECUTIVE SUMMARY 

 
Like many Southeast Asian countries, Indonesia experienced slowing growth in 2001. 

Exports fell, responding quickly to weakening external markets, first as a result of the bursting 
technology stock market “bubble” and then of the 11 September terrorist attacks in the United 
States (US). With weaker prospects for exports, investment in plant and equipment has slowed. 
International conditions after the terrorist attacks, combined with highly publicized governance 
problems in the legal and judicial systems and continuing security concerns in some regions of 
Indonesia, have discouraged investment, especially foreign investment. These developments 
overshadowed generally positive news, including the peaceful change in governments and the 
steady, incremental progress in some aspects of economic policy. Signs of some rebound in 
market confidence were apparent in late 2001 and early 2002, with improvements in stock and 
bond market indexes. Whether this will have a broad impact on real investment and in other 
asset markets remains to be seen. 

Households responded positively to the environment in 2001. Income growth in 2000 
signaled the end to the long recession stemming from the Asian financial crisis. Solid wage 
increases followed for manufacturing and service sector employees. Large increases for 
minimum wages in 2000 and 2001 supported spending by some families. Rural populations, 
suffering from stagnant agriculture productivity, and those in the large informal sector saw little 
income growth. Security concerns continue to limit economic activity in some regions. 

The Government enjoys only a limited degree of fiscal policy freedom. Domestic 
revenues are hard to raise with governance problems hindering tax collection efforts, and a lack 
of firm political consensus slowing privatization sales. (Weak domestic resource mobilization is 
one link between governance and development, as noted in the final section to this report.) 
External and internal debts require large interest payments, and decentralization has shifted 
control over much revenue to local governments. In April 2002, the Paris Club provided some 
debt restructuring, but this had been anticipated in the 2002 budget. Within the given 
constraints, the Government has shown considerable energy in setting and meeting prudent 
spending targets.  

Until recently, monetary policy has accommodated increasing inflationary pressure from 
rising administered fuel and utility prices. Inflation crept back to above 10% early in 2001 and 
may be difficult to tame in the short term. By mid-2002 there is some evidence that monetary 
policy has become firmer and aided by a stronger domestic currency, inflationary pressure 
somewhat weaker. 

Low investment has raised concerns that future growth prospects will be limited, unlike 
the strong growth in the decade before the financial crisis, a period that saw rapid, continuous 
increases in gross domestic product and significant poverty reduction. Investment levels are 
lower than in the past and lower than in Indonesia’s neighbors, and may not be large enough to 
support adequate capacity expansion and growth that could reduce poverty.  

The key to future growth lies in the degree to which the Government can address the 
outstanding reform agenda, including reducing corruption and improving governance. Financial 
sector reforms were evident in 2001 and early 2002: banks generally improved their balance 
sheets, and the Government sold a majority share in one of the largest banks to a foreign-led 
investment group. The financial sector, however, still does not adequately perform its primary 
task of commercially based financial intermediation, and this limits investment and growth. 
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Growth is expected to continue at a moderate pace in 2002 and 2003, sustained by 
private consumption spending and the anticipated recovery of international markets. The 
ongoing conflicts in different regions of the country, burdensome public sector debt, and slow 
progress of necessary reforms, especially those related to governance, constrain higher growth 
rates. The large household sector will continue to cushion the economy from these impacts, 
providing that the political situation continues to stabilize . 

 A discussion on corruption and development, reinforcing the conclusion that strong 
actions to improve governance can enhance long-term growth prospects, is a special topic at 
the end of this review. 
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I. RECENT ECONOMIC DEVELOPMENTS1  

1. Real gross domestic product (GDP) growth in 2001 was 3.3%. It fell from a strong 4.8% 
in 2000, which represented a delayed rebound from the financial crisis in 1997-1998, but could 
not be maintained given investor uncertainty and weakening external markets. Strong growth in 
private consumption and public expenditure accounted for most of the growth in 2001, offsetting 
emerging weaknesses in business investment and external markets. 

A. Growth, Employment, Saving, and Investment  

1. Aggregate Growth 

2. Figure 1 shows the pattern of change in GDP composition over the past few years. GDP 
growth in 2001 was slightly below expectations as exports and business spending slowed. The 
firm recovery from the difficult 2-year recession is apparent, as is the importance of the 
household sector in determining overall economic performance. The large domestic market 
provides a broad platform for moderate sustainable growth. Preliminary estimates for GDP in 
the first quarter of 2002 show a 2.5% increase over the comparable period in 2001. 

Figure 1: GDP Composition 

  Source: Central Bureau of Statistics. 
 
3. Household and government consumption, up 5.9% and 8.2%, respectively, were the 
major factors accounting for GDP growth in 2001. Strong spending by households and 
Government continued in the first quarter of 2002. While household consumption has been 
strong, however, it is unlikely to continue growing much faster than overall income. While it was 
not unusual for household consumption to grow faster than national income in the boom years 
before the financial crisis, it seems unlikely, given the degree of political and institutional 
change, that households will continue to spend faster than income growth. Households are 
indeed wealthier, but political stability is one key to household (and business) spending 
prospects and was boosted by the relatively peaceful transition in mid-2001 to a new 
presidency. Spending in 2001, especially for durable goods such as motorcycles, could also 
have been stimulated because inflation rates increased unexpectedly.  

4. The large public sector expenditure was unexpected even through late 2001. The 
spending may have been partly due to the need to smooth the decentralization process initiated 
at the beginning of the year. The central Government sends 25% of its domestic income and a 
                                                 
1 This report was prepared by the Indonesia Resident Mission, D. Green, lead economist and principal author, with 

contributions from the Regional Economic Monitoring Unit and A. Abdulkadir, economist IRM.  
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2

large part of its natural resource revenue to local governments to support a commensurate 
transfer of responsibility and approximately 2.5 million staff. In 2001, the first year of 
decentralization, the Government made considerable efforts to ensure that essential services 
were not disrupted. In early 2002 some degree of front-loading, of spending early in the year, 
may have occurred to rebuild flood-damaged structures and facilities. Weaker consumption 
expansion is anticipated this year considering the severe debt burden and consequent fiscal 
constraints facing the Government.  

5. Emerging weakness during 2001 was seen in the GDP figures for exports and imports, 
reflecting slackening demand in international markets. Imports grew 8.1% in 2001 against 
export growth of only 1.9%. As a result, net exports in 2001—although positive—fell 25.9%. 
From a national account, GDP-basis exports and imports continued to weaken in the first 
quarter of 2002 although there is some evidence that the worst is over and that trade levels are 
stabilizing. In 2000, strength in the external sector signaled the end of the recession; exports 
grew 26.1% in real terms. Conversely, the fall-off in foreign orders depressed business 
spending in the second half of 2001.  

6. Investment and exports have shown considerable correlation in Indonesia. As Figure 2 
shows, after the disruption of the financial crisis, investment and exports are again moving 
closely. Stimulated by the export boom in 2000, spending on plant and equipment in the first two 
quarters of 2001 grew at an average rate of just under 13.3%. Spending declined thereafter, 
and the year as a whole showed only a spare 4% increase. Spending in the first quarter 2002 
was 6.1% below the level in the comparable period in 2001. In addition to following exports, 
business spending was also muted in response to recurrent political difficulties. Although the 
relatively peaceful change in the presidency in July provided a moment of calm before the 
terrorist attacks in the US, the subsequent tension again unnerved businesses. Banking sector 
weaknesses also discourage investment. Finally, investment was dampened by a long-term 
perspective that essential reforms to reduce corruption and strengthen the banking system were 
making little progress. Investment is one important link between the state of governance and 
development – a connection discussed in the special topic at the end of the report. 

Figure 2: Changes in Real Exports and Investments  
(% 4-quarter change) 
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7. Manufacturing output slowed somewhat in 2001, increasing 4.3% against 6.2% in 2000. 
Utility services (water, gas, electricity, and communications) showed stronger-than-average 
performance. Banking and finance, however, continued to evidence only slender growth.  The 
first quarter 2002 experience followed closely the pattern for 2001 as a whole. 
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8. Poor productivity growth and other problems in the rural sector in 2001 resulted in less 
than 1% agriculture sector growth, which had been poor since the financial crisis. Figure 3 
shows that the last several years’ experience stands in stark contrast to that of the decade 
before the financial crisis, when agriculture output, particularly paddy, showed a strong upward 
trend. A lack of inputs such as fertilizer and pesticides, as well as regional security problems are 
blamed for the disappointing outcomes. The dependence of many rural poor on agriculture and 
the broader rural economy suggests that these barriers to sustainable development should be 
brought down. 

Figure 3: Agricultural Production 
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 Source: Central Bureau of Statistics. 

2. Employment, Wages, and Poverty  

9. The softening economic growth in 2001 is reflected in preliminary labor market data that 
show increases in labor market demand unable to match increases in the labor force. Although 
employment continued to edge up in 2001, the 1.1% rise was not sufficient to offset the increase 
in population and in the labor force participation rate. Gains in employment were reported 
mainly in the formal sector, accounting for about one third of the economy, while little growth in 
jobs was reported in the informal sector (Figure 4). The latter depends especially upon the 
poorly performing agriculture sector. Open unemployment increased to 8.1% from 6.1% in the 
previous year. By definition, a person is employed even if he or she only works one hour during 
the reference week. The statistics may well mask changes in hours worked, especially affecting 
those engaged in the informal sector.  

Figure 4: Labor Force 
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10. Real-wage data supplement this picture. Until end-2001, for 2 years, real wages showed 
significant increases in manufacturing in the formal sector but stagnation in agriculture and the 
informal sector. Figure  shows the experience since 1996 using data from Biro Pusat Statistik 
(Central Bureau of Statistics, BPS) Asian Development Bank (ADB) Technical Assistance (TA) 
3710-INO: Developing Leading Indicators for Poverty Monitoring. The lack of improvement in 
real wages in the informal sector and in agriculture is consistent with data on employment and 
the agriculture sector. In manufacturing, administered increases in the minimum wage may 
account for some of the movements in 2001, but higher manufacturing wages were also 
encouraged by the rise in manufacturing output in 2000 and 2001. Real wages in manufacturing 
have retraced the ground lost during the financial crisis.  

Figure 5: Wage Indexes 
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11. Minimum wages have increased considerably in recent months. With decentralization, 
minimum wages are now set by local governments. In 2001, minimum-wage increases of 20-
30% in real terms were announced, following large increases in 2000 so that real minimum 
wages in early 2002 are likely higher in major industrial centers than before the financial crisis. 
Minimum-wage regulations have not, apparently, been completely observed, surveys for 
instance, show that 20-30% of surveyed firms paid some workers less than the minimum wage.2 
However, recent work suggests that minimum-wage legislation has an increasing impact on 
overall wage structure and employment in the formal sector.3 The sharp increases in minimum 
wages, outstripping likely productivity increases, may have contributed to the flattening of 
employment prospects in the formal sector at end-2001 and the stagnation of real wages in the 
informal sector. 

12. Figure 6 shows that the economic recovery in 2000 allowed a considerable reduction in 
poverty. (Data points are as of February. The 2001 estimate is preliminary and only provided for 
total poverty incidence.) The incidence of poverty is sensitive to changes in the prices of basic 
foods, which have been volatile. However, in early 2001, growth, the resurgence of employment 
prospects, and the fall-off in inflation helped lift families above the poverty line. The latest data, 
representing a preliminary reading for early 2001, suggest that even rural poverty was reduced, 
which is difficult to reconcile with other wage and agriculture performance data. The incidence of 
poverty is particularly sensitive to changes in the prices of basic foods especially rice, which 
have been quite volatile. Food prices increase in the next reading on the incidence of poverty. 
The broad features of the incidence and distribution of poverty in 2000 and early 2001 were 

                                                 
2  BPS, 1 March 2002, available: http://www.bps.go.id/releases/eng-upah-2001-01mar02.pdf. 
3  Social Monitoring and Early Response Unit (SMERU) Research Institute. October 2001. Wage and Employment 

Effects of Minimum Wage Policy in the Indonesian Urban Labor Market. Jakarta. Also Paul Deuster. 2002. Survey 
of Recent Developments. Bulletin of Indonesia Economic Studies. XXXVIII/1(April): 5-37.  
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similar to those before the financial crisis. In the second half of 2001 and early 2000, weaker 
growth and resurgent double-digit inflation have considerably dampened the prospects for 
further poverty reduction. 

Figure 6: Poverty Incidence and Food Prices 

    Note: For 2001 only total poverty figure is provided. 
  Source: Central Bureau of Statistics. 

3. Saving and Investment  

13. The development model widely accepted in Indonesia before the financial crisis was one 
of export-led growth: investments were expected to develop export-oriented industries that 
would stimulate broad-based economic growth. The association between national output, 
investment, and exports was remarkable during the decade before the financial crisis: the 
correlation coefficient between any two of these variables was over 98%. The link between 
investment and GDP was thought particularly important and the incremental capital output ratio 
(ICOR) thought a useful guide to judge whether investment streams were sufficient to support 
projected growth rates. The association between exports and investment appears to be 
returning (para. 6). ICORs, however, are conceptually difficult measures.4 In practice they are 
also quite volatile in periods of economic shocks or during turning points in the business cycle.  

14. From the standpoint of investment and savings, the current share of GDP allocated to 
private investment is low by recent historical standards (Figure 7). A recent report by the 
Coordinating Board for Investment (BKPM) suggests a possible further fall-off in private 
investment. In January–February 2002, 149 foreign investment projects valued at $489.3 million 
were approved by the board, a sharp decline from the 189 projects valued at $2.3 billion 
approved in January–February 2001. A similar decline was noted in domestic investment 
projects.  BKPM approvals and actual investment, however, are not closely linked, and the data 
reflect plans rather than spending or even hard commitments. BKPM reports may be regarded 
rather as an indicator of business sentiment. 

                                                 
4 Easterly, William. 2001. The Elusive Quest for Growth. Cambridge, Massachusetts: The MIT Press, especially 

chapter 2.  
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Figure 7: The Ratio of Investment to GDP 
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  Source: Central Bureau of Statistics. 
 

15. The current level of investment does surpass 20% of GDP. The issue is not so much the 
level of investment, but rather the impact of investment on the economy. The long-term concern 
is whether investment will increase capacity to produce. Anecdotal evidence suggests that 
much investment is simply maintaining existing capacity because of uncertain business 
prospects. The impact of investment will depend on the Government’s efforts and on issues that 
affect long-term business confidence, as discussed in Section II. 

16. In addition to capacity addition, the short-term impact of investment on employment is 
also a concern. In 2001, business spending on plant, equipment, and inventories fell 0.7%. 
Income growth was thus retarded by weak business sentiment. Investment has an important 
impact on job creation, and slack investment spending may have been a factor in slowing 
employment in manufacturing at end-2001 and in continued stagnating employment in the 
informal economy.  

17. Although measurement uncertainties are great, aggregate savings have likely been 
larger than aggregate investment, implying a domestic capacity to finance higher levels of 
business spending; investment is limited by business sentiment, not availability of savings. 
Mobilizing savings to finance investment, however, demands continued strengthening of the 
financial sector. Despite sustained restructuring, the banking system is still unable to resume 
lending activity at a level supportive of higher economic growth rates. 

B. Fiscal Developments   

18. Relatively prudent fiscal policy, meeting deficit spending limits and revenue targets, has 
underpinned macrostabilization efforts. These efforts have been complicated by generally low 
revenue efforts. While a number of countries cut taxes in response to the economic slowdown in 
2001, Indonesia increased the tax on interest incomes from bank deposits and the sales tax on 
luxury goods, and introduced a value-added tax on agricultural products. Still, overall tax 
collection failed to show significant gains in 2001. The ratio of tax revenues to GDP stood at 
12-13% in 2001, which was close to that for Thailand and the Philippines, but considerably 
below that for Malaysia (18–19%) and Singapore (16–17%), and lower than that for Indonesia 
before the financial crisis (16.5% in 1997). Significant change in tax mobilization will require 
strengthening governance through judicial and public administration changes, including civil 
service reforms. 

19. The central Government’s fiscal policy is further impaired by decentralization, which has 
shifted considerable responsibility for the provision of public services and revenues to local 
governments. In 2002, they are expected to account for 27.7% of all public spending (Table 1), 
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which empowers local communities but does complicate fiscal policy by sharply limiting 
discretionary central Government spending. 

20. The main sources of nontax revenue are the volatile oil- and gas-related income, and 
asset and privatization sales. The sales reflect the continuing legacy of the financial crisis when 
the Government assumed enormous debt, particularly as a result of bank recapitalization 
expenditures. Offsetting the debt, the Government received title to a wide range of assets; the 
banking system was essentially nationalized as the Government assumed control and 
ownership of the major portion of the sector. Sales of assets and of equity stakes in state-owned 
enterprises (SOEs) have provided funds equivalent to roughly 2% of GDP in 2000 and 2001. 
However, political opposition and vested interests have limited these efforts. The failure to 
conclude the long-planned sale of the state-owned Gresik Cement to a Mexican multinational 
corporation is an example of how local vested interests unraveled national policy. The 
successful public sale of Bank Central Asia to a foreign-led group, however, was a positive 
signal that the Government was determined to privatize public assets. In recognition of the 
difficulties and declining market value of the remaining assets, the 2002 budget projects a fall in 
revenues from sales and privatization.  

21. The biggest constraint on fiscal policy is the need to meet debt service obligations, the 
largest single Government expenditure (Table 1). In 2001 and 2002, on average public 
revenues equivalent to 5.5% of GDP are obligated to meet interest payments on the public debt. 
Deficit financing is required to partly meet interest payments. Exceptional financing in this 
respect is largely asset sales and privatization revenues. Given existing budgetary projections, 
net debt repayment will be limited during 2000-2002. Only improving economic prospects 
(including growth of at least 4%, uniformly falling inflation, and no adverse exchange rate 
shocks) will enable a significant decline in public sector debt by the end of the decade.    

Table 1: Public Sector Budget Summary 
(% of GDP) 

 
 Item 2000 2001 2002 

Total Revenues and Grants 20.7 20.3 17.9 
Domestic Taxes 11.0 12.0 12.2 

Expenditures 22.4 22.6 20.2 
    Central Government Expenditures 22.3 17.1 14.6 

   Personnel Expenditures 3.0 2.6 2.4 
   Interest Payments 5.1 5.9 5.2 

Domestic Interest 3.2 3.9 3.5 
External Interest 1.9 2.0 1.7 

   Subsidies 6.4 5.2 2.5 
Petroleum Subsidy 5.4 4.6 1.8 

   Development and Net Lending 4.3 2.4 3.2 
   Regional Expenditures  5.5 5.6 
Primary Balance 3.4 3.6 2.8 
Overall Balance (1.6) (2.3) (2.4) 
Financing 1.6 2.3 2.4 
    Domestic Financing (net) 0.6 2.0 1.4 

   Privatization Proceeds 0.0 0.2 0.2 
   Asset Recovery 1.9 2.0 1.2 

    Foreign Financing (net) 1.2 0.3 1.0 
Note: 2000 and 2001 data are realized budget; 2002 data are projections.  
Source: Ministry of Finance. 
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22. In recognition of the difficult fiscal situation, the Paris Club group of official creditor 
nations agreed on 12 April 2002 to reschedule $5.4 billion of Indonesian debt falling due from 
1 April 2002 to 31 December 2003. The rescheduling provides fiscal breathing space, 
postponing interest and principal payments. The International Monetary Fund (IMF) program of 
macroeconomic stability was extended through 2003 to support the agreement. 

23. Overall, the Government’s fiscal policy stance in 2002 is little different from that in 2001, 
with the budget targeting an overall deficit equal to about 2.5% of GDP. However, the 
Government has significantly changed the overall budgetary framework. The Government has 
reduced public subsidies, particularly for petroleum products, by substantially raising retail fuel 
prices (Table ). The budgetary allocation for subsidies in 2002 is 2.5% of GDP, well under the 
5.2% in 2001 and 6.4% in 2000. The Government has also committed to tying most retail fuel 
prices to international market prices to avoid budgetary shocks due to world oil price volatility. 
Although fuel prices are not yet at world market levels, the previous gap has been closed 
considerably, with fuel prices substantially rising over the past 18-months. This program 
complements others that have raised water, telephone, and electricity tariffs to improve 
operating revenues for SOEs and reduce their call upon public revenues. Risks to the 2002 
budget include volatile oil prices, and continued high inflation, which raises interest rates and 
domestic debt servicing costs.  

Table 2:  Fuel Price Adjustments since 1 October 2000  
(%) 

 
 

         Source: US Embassy, Jakarta. 
 
C. Monetary Development and Prices 

24. Indonesia experienced considerable resurgence of inflation in 2001. The consumer price 
index (CPI) rose 11.5% annually, after registering a less than 4% rise in 2000 (Table ). Although 
volatile on a monthly basis, inflation in the first quarter of 2002 is still quite high, with the CPI up 
14% at the end of March (on a 12-month basis). The monthly measures show that inflationary 
pressure had begun in mid-2000, making inflationary expectations difficult to change in the short 
term. Finally, price pressure is expected in the coming months from anticipated increases in fuel 
prices, electricity, and telecommunication rates. These developments put at risk the 
Government’s budgetary assumption of 9–10% annual inflation for 2002. 

Table 3: Changes in Consumer Price Index  
(%) 

 
 Item  1997   1998 1999 2000 2001 
Annual Change 6.2 58.0 20.5 3.7 11.5 
End-of-Year    10.3 

 
   77.6 1.9 9.4 12.5 

                                       Source: Central Bureau of Statistics.  
 
25. One factor that may ease future inflationary pressure is the recent fall-off in the growth 
rates of the monetary aggregates, especially narrow money (currency and demand deposits in 
banks). In 2001, the annual growth rate of narrow money had averaged 17.9% through 
November, but in December 2001, the growth rate fell sharply to 9.6%. The relatively 
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accommodative monetary policy, with continuous rapid growth of monetary aggregates since 
mid-1999 until end-2001, was an important factor encouraging the resurgence of inflation. The 
measure of broad money (including time deposits) also showed some slowing of growth from 
14.9% for the first 11-months of the year to 13% at the end of December.  Lower growth rates 
for both narrow and broad money continued through the first two months of 2002—a  trend that 
might help reduce inflation over the next few months. 

26. Interest rates also suggest relatively accommodative monetary policy throughout 2001 
(Figure 8). The key 1-month Sertifikat Bank Indonesia (SBI, or central bank discount rate) 
increased on a nominal basis in 2001, but the increase in inflation held the real rates roughly 
constant. The 1-month SBI moved from an annualized rate of 14.5% at end-2000 to 17.6% at 
end-2001. Adjusting for inflation over the previous 12-months, real interest rates were relatively 
constant at about 5%. Even with monetary tightening, in the first 5-months of 2002, the real 
rates of interest measured in this fashion are lower than at any point in 2001. 

Figure 8: Inflation and Interest Rates 
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D. Financial Sector Development 

1. Banking Sector 

27. Banks were extensively restructured and recapitalized following the financial crisis, 
allowing the banking system to become more stable and financially healthy. Initial steps have 
also been taken to reduce government ownership of banks and encourage the recovery of 
lending to support economic activity. With respect to reducing government ownership, following 
some delays, the privatization of Bank Central Asia (BCA) was completed in early 2002, the 
sale of Bank Niaga has been initiated, and stock sale of the largest state-owned bank, Bank 
Mandiri, is scheduled in 2002. These actions are not easy with political opposition clearly 
present at every step. 

28. The Government provided support to recapitalize state-owned and other selected banks 
throughout 1999 and 2000 to achieve a minimum 4% capital adequacy ratio (CAR). Following 
that, Bank Indonesia (BI) required all banks to meet a minimum 8% CAR by end-2001. Most of 
the 151 commercial banks achieved this target. Some of those that did not are being 
encouraged to merge with stronger institutions. BI has also focused on reducing the level of 
bank nonperforming loans (NPLs). Despite some concerns regarding the consistency of asset 
classification between banks, the overall bank NPL ratio has declined from 18.8% at end-2000 
to 12.1% at end-2001. 
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29. Bank recapitalization has left most of the largest banks with a substantial portion of their 
assets in Government recapitalization bonds, and loan portfolios substantially reduced following 
the transfer of selected NPLs5 to the Indonesian Bank Restructuring Agency. The loan-to-
deposit ratio of all banks fell from over 100% in 1997 to only 36% at end-1999. Lending, 
however, recovered somewhat throughout 2001: bank credit grew 33%, albeit from a low post-
crisis basis, and the overall loan-to-deposit ratio had risen to 45% by end-2001. Further 
progress may be difficult where many enterprise debts remain unresolved and the legal system 
does not provide an effective means of resolving NPLs. 

2. Equity and Fixed-Income Markets 

30. By the end of the first quarter of 2002, stock and bond markets improved, benefiting from 
the general political stabilization and some sound economic policy measures. Policy actions, 
including the adherence to the IMF program of macroeconomic stabilization, privatization of 
BCA, and the Paris Club debt rescheduling, have helped reinforce a positive market perception 
despite the slowing of growth in late 2001 and early 2002. While markets were generally 
positive in the first few months of 2002, developments in 2001 show the potential for volatility. 

31. The stock market suffered from the general political uncertainty in the first half of 2001 
but received a small boost from the smooth political transition in July. The 11 September 
terrorist attack in the US, however, sent the stock index down. By end-December 2001, the 
Jakarta Composite Index had fallen by 6% and market capitalization was down by 15% to $23 
billion from a year earlier. Since early 2002, however, the stock market has rebounded. As of 
end-March 2002, the index stood at 482 against 392 at end-December 2001, a gain of 23%. 
Future, long-term sustained strength will likely depend on the same issues that affect real 
investment, particularly progress in strengthening the legal and judicial system. 

32. In the international bond markets, the sovereign bond spread over US Treasury rates 
has fallen significantly, from 800 basis points in May 2001 to around 300 basis points in May 
2002. Although many emerging markets showed reduced spreads over this period, Indonesia’s 
improvement was quite strong. The scaling back of political risks has been important. The 
peaceful transition of the presidency was a powerful signal of increasing political stability. Bond 
markets also benefited from the Government’s success in setting feasible budget targets and 
meeting them, despite political opposition to some unpopular actions such as reductions in fuel 
subsidies and privatization sales.6 

3. Property Markets 

33. In the property markets, asset prices remained soft in 2001 and early 2002. Vacancy 
rates in Jakarta fell in 2001, but with the office vacancy rate still high, rents are not likely to 
significantly recover this year. More positive news comes from reports of renewed property 
development in suburban Jakarta and smaller cities, particularly for new shopping centers. 

                                                 
5 The transfer of mainly category 5 (loss) NPLs to the Indonesian Bank Restructuring Agency was completed in 

2000. 
6 Indonesia sovereign bonds are considered to have relatively low liquidity, and market developments must be 

interpreted cautiously. 
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E. External Trade and Balance of Payments 

1. Trade and Current Accounts 

34. Although national accounts data show small growth in exports and imports, with falling 
prices for many commodities, on a balance-of-payments (dollar) basis, trade flows declined. 
Exports fell 9.8% in 2001, while imports dropped 8.1% (Table ). Even with the decline, the 
merchandise trade surplus at $25.2 billion is larger than in any year except 2000. The 
merchandise trade surplus is several times larger than the relatively small surpluses 
immediately before the financial crisis and considerably cushions the impact of external debt 
servicing. The important oil and gas trade moved with other merchandise flows, and the share 
of total exports of oil and gas sales has stayed roughly constant at 22%. In first quarter 2002, on 
a quarterly basis there is some rebound apparent for both exports and imports, suggesting that 
purchasing is picking up from overseas. 

Table 4: Merchandise Trade  

($ million) 
 

Year 
Exports

(FOB)
Growth

(%)
Imports

(CIF)
Growth

(%)
Net Total

Trade
Growth

(%)

Total Share of 
Oil and Gas 
Exports (%) 

1997 53,444 7.3 41,680 (2.9) 11,764 70.8 21.7 
1998 48,848 (8.6) 27,337 (34.4) 21,511 82.9 16.1 
1999 48,666 (0.4) 24,003 (12.2) 24,662 14.7 20.1 
2000 62,124 27.7 33,515 39.6 28,609 16.0 23.1 
2001 56,035 (9.8) 30,787 (8.1) 25,249 (11.7) 22.5 

        Source: Central Bureau of Statistics.  
 
35. The pattern of trade in 2001 for Indonesia is similar to that of its neighbors. Export sales 
first reflected the weakness in the US that emerged in high-technology products in early 2001. 
Exports slowed after the 11 September terrorist attacks. The US is a large market for 
Indonesian exports, accounting for over 16% of total foreign sales in 2000 and 2001. The US 
market may be even more important than statistics indicate as re-export sites such as 
Singapore attract a considerable share of Indonesia’s foreign sales. Some Indonesian export 
sectors were hit particularly hard after 11 September, when foreign buyers refused to travel. 
Purchase agreements at Indonesia’s annual trade fair were reportedly about one half what was 
expected because foreign buyers failed to show up.7 Industry sources are concerned that some 
traditional orders have shifted to competitor countries. 

36. The terrorist attacks also slowed service flows, particularly from tourism. In early 2001, 
tourism was expected to finally recover strongly from the financial crisis. However, the post-
September protests against and threats to foreigners by fringe extremist groups were widely 
reported in the global media and discouraged travel to Indonesia. Preliminary estimates suggest 
that tourist arrivals rose less than 1% in 2001. Heightened concerns over travel safety have also 
raised insurance costs. Overall, Indonesia’s net service account fell an estimated 8%, bringing 
the deficit to $18.4 billion. As a result of the changes in merchandise and service trade, the 

                                                 
7  Staff, Department of Economics, Centre for Strategic and International Studies. 2001. Indonesia, Sinking at a 

Standstill. The Indonesian Quarterly. XXIX/4 (Fourth Quarter): 343.  
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current account surplus in 2001, at $5.1 billion, was down $2.8 billion from the peak achieved in 
2000. 

2. Capital Account Developments 

37. Reflecting the long-term concerns over business prospects, Indonesia continues to 
experience private capital outflows. The capital account as a whole was in deficit for the first 
three quarters of 2001, by $8.6 billion, compared to $6.8 billion for 2000. The deficit was mainly 
driven by net private capital outflows, amounting to around $8 billion in the first three quarters. 
In this period, net outflow of foreign direct investment was $5.2 billion, against $4.6 billion for 
2000. In comparison, Malaysia, the Philippines, and Thailand received estimated net positive 
inflows of more than $1 billion each in 2001. Net outflows of portfolio investments in Indonesia 
were also substantial in 2001, but may have been lower than in 2000. In the first three quarters 
of 2001, portfolio investment was negative $2.8 billion, compared to a deficit of $5.4 billion in 
2000, which compares unfavorably with the smaller outflows in the country’s neighbors. Official 
flows were also diminished during the first three quarters of 2001, partly due to a decline in the 
disbursement of program or policy-based loans. 

3. Nominal and Real Effective Exchange Rates  

38. The rupiah continued to weaken against the dollar during the first half of 2001, reflecting 
market anxiety over the pace of structural reforms and political developments, as well as the 
regional trend (Figure ). Alongside asset markets, in August 2001 the currency rebounded 
strongly following the smooth political transition of the presidency. The rebound was short-lived, 
as the events of 11 September weakened the rupiah. In early 2002, the currency strengthened 
again, from about Rp10,400:$1 to Rp9,500:$1, as a result of the same factors that have led to 
the rebound in asset markets: general political stabilization and some sound economic policy 
actions. 

Figure 9: Nominal and Real Effective Exchange Rate Indexes 
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39. The rupiah’s movement in nominal terms was more or less in line with that of the 
currencies of Indonesia’s neighbors. However, the real exchange rate has been appreciating as 
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a result of higher inflation in Indonesia relative to comparator economies. From January 2001 to 
April 2002, the real effective exchange rate of the rupiah appreciated by 24%, compared to 
8.4% for the Philippine peso, 8% for Malaysian ringgit, and 5.2% for the Thai baht. The 
significant competitive advantage in exports that Indonesia enjoyed over its principal regional 
competitors during recent years, therefore, could be diminishing. 

II. SHORT- AND MEDIUM-TERM ECONOMIC PROSPECTS AND POLICY ISSUES 

A. Growth, Investment, and Saving  

40. The economy is projected to maintain moderate GDP growth of 3-4% each year during 
2002-2003. The projection assumes that household and government spending will continue to 
be the major elements supporting GDP growth. Exports and investment spending are, however, 
expected to improve by end-2003 (Table ). Exports are projected to benefit from the expected 
recovery in Organization for Economic Co-operation and Development (OECD) economies. 
Output will be more strongly supported by the manufacturing sector, as agriculture is unlikely to 
show strong improvement. 

Table 5: Projections of Key Economic Indicators8 

Item Unit 2000 2001 
Projection

2002 2003
GDP growth % 4.8 3.3 3.3 4.3
Investment growth % 23.7 4.0 (2.3) 4.5
Inflation (year over year) % 3.7 11.5 12.1 7.5
Fiscal balance/GDP % (1.6) (2.3) (2.4) (2.5)
Export  $ million 65,408 58,998 54,354 58,703
Import $ million (40,367) (35,438) (31,186) (36,375)
Current Account Balance $ million 7,991 5,145 3,466 2,955
Current Account Balance/GDP % 5.0 3.1 2.0 1.7

    Source: Central Bureau of Statistics and Bank of Indonesia (and staff projections for 2002 and 2003). 

41. Key issues regarding growth center on stability and the environment for investment. 
Although market perceptions improved in early 2002, long-term prospects remain clouded. 
Continued absence of peace and order in provincial areas such as Aceh will frustrate any 
systematic development planning. The Government estimates that 1.3 million people were 
internally displaced in 2001. Security problems in Aceh, the Moluccas, Papua, and Sulawesi 
continue to discourage investment in these resource-rich regions. Threats to the security of 
foreigners, such as seen in the aftermath of 11 September, also discourage foreign direct 
investment and encourage capital flight.  

42. In the long term, strengthening the legal and judicial system to protect human rights and 
property is essential to encourage a high level of investment by Indonesians in their own 
country. Highly publicized failures of the legal and judicial system to protect investor interests or 
enforce contractual arrangements have discouraged potential investors. Improving governance 
in these areas should be the single most important focus for the Government to ensure long-
term significant potential for growth. The 11th Consultative Group for Indonesia Meeting in 

                                                 
8 The projection figures for 2002 and 2003 are based on the updated statistics of economic indicators for 2001 and 

the first half of 2002, which provide an update to the earlier forecast in the Asian Development Outlook 2002. 
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November 2001 emphasized the interrelationship between poverty reduction, development, and 
strengthening governance. 

43. Under decentralization, local governments reportedly impose taxes on transshipments 
and businesses, and implement inappropriate regulations, discouraging private sector 
development.9 Part of the unfinished agenda for decentralization includes the development of 
mechanisms to ensure that national policy is not piecemeal subverted by local actions.  

B. Fiscal and Monetary Developments  

44. Continued fiscal prudence is needed to fight inflationary pressure. The projections for 
budget deficits of 2-3% of GDP are attainable although they require considerable efforts to meet 
increased targets for domestic revenue generation. Strengthening tax administration is key to 
raising resources to finance higher levels of development. Although inflation may have peaked 
and monetary policy has been tightening, inflation is expected to be more than 10%. 

45. In 2001, fiscal and monetary policy faced the difficult task of encouraging economic 
recovery without jeopardizing the hard-won yet fragile macroeconomic stability. This challenge 
is likely to remain in the coming years as fiscal flexibility remains limited and competing 
objectives hamper monetary policy. The IMF has supported the Government’s macroeconomic 
stability program, which, while implemented vigorously overall, still has several problems. The 
most important ones are central to effective monetary and fiscal policy, relating to 
(i) BI independence, (ii) financial sector strengthening, (iii) domestic resource mobilization, and 
(iv) debt management. 

46. Bank of Indonesia independence is being addressed by new legislation to amend 
existing laws. Lack of a strong central bank might have contributed to a relatively 
accommodative monetary policy during the past two years. Over much of the recent past the 
central bank had been preoccupied with defending its officials against allegations of corruption. 
The establishment of credibility will be crucial to ensure that the central bank becomes an 
effective inflation fighter. 

47. The financial sector has been strengthened through improvements in bank balance 
sheets and steps to privatize some institutions. Legislation has been passed to control money 
laundering and is underway to create a supervisory agency for the financial sector. Credible 
institutions must be created to implement the reforms, underpin the anti-inflation policy, and 
bolster public confidence in the banking system. ADB is providing TA to the Government for 
these purposes.10  

48. Indonesia has a good track record of prudent fiscal management. However, this means 
that low revenue efforts reduce public spending, especially investment. The Government is 
committed to widening and deepening tax collection, but needs to reform the civil service and 
legal and judicial systems. The establishment of a proposed large-taxpayer office, if properly 
done, could ensure equity in the sharing of the tax burden.  

49. The national debt is roughly the size of national income. Debt indicators will not shrink 
significantly until the end of the decade given the size of the debt and the trajectory of subdued 

                                                 
9  For instance in Bangka, South Sumatra, a regulation allows new companies to mine for tin with lax environment 

guidelines and in contravention of existing franchises. 
10 TA 3849-INO: Implementation of Anti -Money Laundering Regime, approved on 18 March 2002, for $1.5 million, 

and TA 3850-INO: Establishment of a Financial Sectors Authority, approved on 18 March 2002, for $1.5 million.  
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GDP growth. Prudent debt management will require appropriate asset sales and privatization. 
The process of reducing overall debt levels by asset sales also redresses the imbalance 
between the relative shares of the public and private sector in the economy. Privatization is 
particularly crucial to reinvigorate the banking system and to make SOE management more 
efficient.11 Privatization is regarded as a strong signal of the Government’s commitment and 
ability to advance reforms. Although the Government attained some clear success in 2001, 
some actions were stalled. Consensus is lacking between the legislative and executive 
branches and within the executive branch on how and when to carry out privatization and asset 
sales. A perceived history of corrupt practices during privatization limits public support for asset 
sales. Nongovernment organizations (NGOs) are skeptical of the benefits of privatization given 
the potential for corruption, the lack of effective regulatory institutions, and limited experience 
with competitive markets in many sectors. 

50. However, the Government has demonstrated considerable resolve and capability in 
solving difficult issues, particularly in reducing wasteful public subsidies for petroleum fuels and 
increasing utility service tariffs. These successes demonstrate an evolving sophistication in 
economic debate. The public debate on fuel subsidies, for example, revealed that they had little 
impact on the poor and were thus ineffective, which allowed the Government to take what had 
earlier been considered politically unacceptable actions. A key lesson is that political consensus 
on economic issues is crucial if reforms are to proceed. 

C. Balance of Payments  

51. Exports are expected to recover after the OECD economies rebound in 2002 and 2003. 
Indonesia’s diverse natural resource-based exports stand to gain from increased consumer and 
business spending in international markets. Relatively high inflation may erode some of 
Indonesia’s competitive position in nonoil exports, and ongoing changes in wage structures may 
dampen competitiveness in commodity-based exports further. It remains to be seen if Indonesia 
can regain international buyer confidence, weakened by political problems in 2001. Imports will 
respond to recovering exports and investment in the short term, but perhaps also to renewed 
consumer confidence if political stability continues to firm. On balance, the current account will 
likely continue to fall, removing an important cushion that has shielded the economy from the 
impact of the capital flight of the past few years. The need to complete the reform agenda and 
change investor perceptions is thus increasingly urgent. 

D. Risks and Uncertainties 

52. Indonesia is undergoing tremendous institutional change amid an external environment 
that may increasingly be less forgiving of nonmarket-oriented economic policy. Three major 
concerns are the following:  

(i) Weak external market recovery in 2002 could limit growth and investment. 

(ii) An uncertain political or security situation would depress economic output, 
especially investment; set back financial sector strengthening; and hamper 
effective monetary policy. 

(iii) Uneven implementation of decentralization might result in deterioration in service 
delivery, especially social services critical to the poor. 

                                                 
11 ADB supports this activity through Loan 1866: State-Owned Enterprise Governance and Privatization Program  

approved on 4 December 2001 for $400 million. 
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53. As the recovery from the financial crisis was sparked by exports, this year’s growth 
forecast depends on continued recovery of OECD markets. Failure of export growth will depress 
investment and public revenues. Dependence upon international markets increases the need to 
allay investment concerns. 

54. The biggest risk to achieving significantly higher, sustainable growth is the failure to 
encourage investment, especially by Indonesians. Recent political uncertainty had an immediate 
impact on currency and asset markets and undermined recovery. The contrast between capital 
flows in Indonesia and its neighbors suggests large potential gains from a policy environment 
that encourages investment by restoring confidence. However, considerable political challenges 
need to be faced if public perception of governance problems and potential security risks is to 
change. 

55. At the vortex of many political problems lies the need to ensure that decentralization is 
implemented properly, which requires local governments to stop contradicting national policy. 
Improvement of social service provision, particularly health and education, demands a wide 
range of actions improving revenue flows, coordinating service standards, and encouraging 
wider participation in public decision making. 

III. CORRUPTION AS A CHALLENGE TO DEVELOPMENT 

“Perhaps the weakest link in Indonesia's past development strategy was governance.” 

ADB. March 200. Country Operational Strategy Study: Indonesia. 

56. Indonesia is routinely perceived to be one of the most corrupt countries in Asia.12 While 
corruption is often discussed as a moral or ethical issue, from a stand point of economic 
development, it relates particularly to problems in the legal and judicial system, the unfinished 
civil service reform, and inadequate public sector spending. Corruption is sometimes intertwined 
with standard business practices. The exaction of illegal fees, for instance, provides the funds 
for routine office administration.13 The impacts of corruption on development prospects are 
twofold:  

(i) Corruption, under evolving economic institutions, discourages private investment 
and, thus, long-term growth prospects. 

(ii) Corruption limits public sector resource mobilization and lowers the return to 
society from public sector spending and investment. 

57. Indonesia, despite prevalent corruption before the financial crisis, managed to grow 
impressively. A major difference between then and now is how much investment could be 
funded from foreign borrowing. Before the financial crisis, Indonesia received substantial inflows 
of private funds. Unlike other affected countries, Indonesia still does not attract significant 
                                                 
12 Political and Economic Risk Consultancy (PERC) and Transparency International (TI) have each recently 

conducted a survey that suggested the scope of Indonesia's problems. Available for PERC: 
http://www.asiarisk.com and for TI: http://www.transparency.org. The extent of corruption in Indonesia is 
discussed in the draft Indonesia Government Assessment Report, supervised by S. Synnerstrom, Governance 
Advisor, Indonesia Resident Mission (IRM). 

13 Offices such as the Attorney General’s are not routinely provided budgetary resources commensurate with 
responsibility or normal operating activities. PricewaterhouseCoopers. 2001. The Final Report of the Governance 
Audit of the Public Prosecution Services of the Republic of Indonesia. ADB. 2001. TA 3472-INO: Governance 
Audit of the Public Prosecution Service. Manila. 
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foreign investment. Compounding this change is the lack of confidence in the return to 
investment that has discouraged domestic investors. Thus, capital flight continues. 

58. Much investment before the financial crisis is widely believed not to have been based on 
sustainable market expectations, but was a classic “bubble,” ignoring economic fundamentals. 
Nonmarket investments were supported partly by the belief that corrupt payments would ensure 
profitability against adverse developments. Corruption fed unsustainable expenditures of real 
resources. While spending fueled growth in the short run, all bubbles burst in the end, and the 
extent of the earlier miscalculation became apparent, as did the need to assess the damage. 
The present costs of past poor governance are exacerbated by the weaknesses of the legal and 
judicial system, which have impeded resolution of past debt problems and, thus, new 
investment. Some widely publicized cases suggest clear abuse of the legal system in resolving 
corporate disputes. The judicial system is perceived as unreliable in enforcing contractual rights 
or relationships.  

59. Corruption inhibits private sector development and also public sector resource 
mobilization; a noncorrupt economy offers a larger tax base. The tax effort (tax-to-GDP ratio) 
has fallen in Indonesia since the 1980s and is lower than in comparable economies. Misdirected 
public funds may not have an impact on aggregate economic activity in the short run. The 
income-generating effect of funds budgeted for education—unless they are sent abroad—may 
be the same whether spent to construct a school or a contractor’s private house. In the long run, 
the impact is considerable, with less to show of public investment in quality service provision. 
Corruption has played a part in Indonesia’s relatively poor showing in health and education 
indicators. 

60. The political decision-making processes have shifted away from the authoritarian and 
centralized regime of the past. A vigorous Parliament has emerged and a great deal of power 
has been transferred to local governments. However, decentralized decision making does not 
necessarily reduce corruption but may simply shift the rent-seeking opportunities from the 
central Government to the local governments. The central Government must provide a context 
for civil-society organizations and NGOs to monitor local government activities. The central 
Government, for example, is beginning to set minimum service standards in education and the 
procedures by which people can evaluate their local government against these standards. 

61. In the economic sphere an equally profound change has occurred. The decline in the 
number of industrial development projects using public resources, and the limited public funds 
for such activities, have closed one important avenue for rent seeking by public officials. More 
positively, privatization—transferring active management of enterprise assets to private 
management in the context of workably competitive markets and effective public regulatory 
institutions—may also reduce corrupt behavior. Privatization must be accomplished in a 
transparent fashion. Without adequate market or regulatory safeguards, privatization may 
simply transfer the opportunities for corruption from the public sector to private hands. Indeed, it 
is because privatization sales are presumed to offer the opportunity for corruption that NGOs 
oppose privatization.  

62. Another important development that may reduce corruption is that media and civil 
service organizations increasingly take part in economic and political life. They are “watchdog” 
services, noting and publicizing allegations of corruption. While legal and judicial system 
weaknesses prevent these allegations from being fully acted upon, these organization can 
provide pressure for change and may limit the ability of officials to be corrupt. 
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63. Improving the potential for economic development through reducing corruption will take 
time. In this sense, Indonesia is a transition economy moving to the creation of viable 
democratic, market-based institutions. The experience of other economies going through similar 
changes such as those in the former Soviet Union suggest that the process will be difficult and 
need time. However, determined Government policies can make the difference. The box 
contains the conclusions of ADB’s recent governance assessment, suggesting a number of 
concrete steps that can reduce corruption and improve governance. 

 

 
 
 
 
 
 
 

 
Long-Term Anticorruption Targets  

 
(i) Regulate and monitor funding of political parties. 
(ii) Reform public financial management, particularly systems related to 

expenditure control, audit, and procurement. 
(iii) Strengthen processes to draft laws and issue regulations. 
(iv) Improve administrative procedures to make decision making predictable 

and transparent.  
(v) Strengthen accountability mechanisms such as the ombudsman or 

anticorruption commissions. 
(vi) Reform the legal and judicial system. 
(vii) Increase the involvement of civil society in oversight. 
(viii) Implement broad, long-term civil service reform. 
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Table A.1. Key Economic Indicators 
 

Sector 1997 1998 1999 2000 2001 

Output and Growth (constant 1993 
prices,%)a      

GDP Growth 4.7 (13.1) 0.9 4.8 3.3 
Agriculture 1.0 (1.3) 2.7 1.1 0.7 
Industry 5.3 (11.4) 3.8 6.2 3.0 
Services 3.6 (3.9) 1.9 4.0 4.5 

      
Saving and Investment (current prices % of 
GDP)b      

Gross National Saving 28.7 21.6 21.2 35.6 19.8 
Gross Domestic Investment 33.0 21.0 17.6 30.3 16.0 

      
Money and Inflation (annual % change)c      

Money Supply (M2) 23.2 62.3 11.9 15.6 13.0 
Consumer Price Index (end of period) 10.3 77.6 1.9 9.3 12.5 

      
Government Finance (end of period)d      

Revenue and Grants (Rp trillion) 93.7 120.0 152.4 204.9 299.7 
Expenditure 92.8 129.1 185.9 220.9 334.0 
Overall Fiscal Surplus/Deficit 0.8 (9.0) (33.5) (16.0) (34.3) 
Overall Fiscal Surplus/Deficit (% of GDP)    (1.6) (2.5) 

      
Balance of Paymentsc      

Merchandise Trade Balance (% of GDP) 4.6 18.9 14.6 15.7 14.2 
Current Account Balance (% of GDP) (2.3) 4.2 4.1 5.0 3.1 
Exports (annual growth,%) 7.3 (10.5) 1.7 27.6 (9.8) 
Imports (annual growth,%) 4.5 (30.9) (4.2) 31.9 (12.2) 

      
External Payments Indicatorsa      

Gross Official Reserves ($ million) 21,418 23,762 27,054 29,394 28,957 
Average Exchange Rate (Rp/$)c 8,685 7,590 9,595 9,350 10,288 
GDP (current prices, Rp billion) 627,695 955,754 1,109,980 1,290,684 1,490,974 
Population (million) 195 198 201 203 206 
Per capita GDP (current prices, $) 3,700 6,360 5,764 6,785 7,028 
Annual Population Growth (%)e 1.35 1.35 1.35 1.35 1.35

Source:       
a  Center Bureau of Statistics.   
b  Staff calculations.      
c  Bank of Indonesia.    
d  Ministry of Finance, Bank of Indonesia, Indonesian Financial Statistics.  
e  Average annual population growth for 1990-2000 based on National Census 2000. 
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Table A.2a. Gross Domestic Product by Industrial Origin 
(current prices, Rp billion) 

 

            
Sector 1997 1998 1999 2000 2001 
       
Agriculture, Livestock, Forestry, and 
Fishery  101,009 172,828 215,687 218,301 244,381

Mining and Quarrying 55,562 120,329 109,925 176,640 202,680

Manufacturing, Industry  168,178 238,897 285,874 335,339 389,321

Electricity, Gas, and Clean Water 7,835 11,283 13,429 15,072 17,286

Construction 46,679 61,762 67,616 76,091 84,045

Trade, and Hotel and Restaurant 99,582 146,740 175,835 194,910 239,959

Transport and Communication 38,531 51,937 55,190 64,550 79,825
Financial, Ownership, and Business 
Services 54,360 69,892 71,220 79,477 92,459

Other Services (generally government) 55,962 82,087 104,955 121,637 141,018

Gross Domestic Product 627,698 955,755 1,099,731 1,282,017 1,490,975
      
Source: Bank of Indonesia.      
      

Table A.2b. Gross Domestic Product by Industrial Origin  
(at 1993 constant prices, Rp billion) 

      
            

Sector 1997 1998 1999 2000 2001 
             
Agriculture, Livestock, Forestry and 
Fishery  64,468 63,610 65,339 66,080 66,510 

Mining and Quarrying 38,538 37,474 36,572 38,730 38,490 

Manufacturing Industry  107,630 95,321 98,949 105,100 109,640 

Electricity, Gas and Clean Water 5,480 5,646 6,113 6,650 7,210 

Construction 35,346 22,465 22,826 23,250 24,160 

Trade, Hotel and Restaurant 73,524 60,131 60,195 63,440 66,690 

Transport and Communication 31,783 26,975 26,772 29,290 31,490 
Financial, Ownership and Business 
Services 38,543 28,279 26,148 27,390 28,200 

Other Services (generally government) 37,935 36,475 37,184 38,000 38,740 

Gross Domestic Product 433,246 376,375 379,558 397,930 411,132 
 
Source: Bank of Indonesia. 
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Table A.3a: Gross Domestic Product by Expenditure 
(current prices, Rp billion) 

Source: Bank of Indonesia 
 

            
Type of Expenditure 1997 1998 1999 2000 2001 

       
Private Consumption Expenditure 387,108 647,824 813,183 867,997 999,266

General Government Consumption 
Expenditure  42,952 54,416 72,631 90,780 110,837

Gross Domestic Fixed Capital Formation 177,686 243,043 240,322 313,915 310,909

Change in Stock 21,615 (82,716) (105,063) (83,319) (56,820)

Export of Goods and Services 174,871 506,245 390,560 497,519 612,482

Less Import of Goods and Services 176,600 413,058 301,654 396,208 485,700

Gross Domestic Product 627,695 955,754 1,109,980 1,290,684 1,490,974

Net Factor Income (18,355) (53,894) (78,897) (100,828) (58,079)

Gross National Product 609,340 901,860 1,031,083 1,189,856 1,432,895
Source: Bank of Indonesia.      
      
      

Table A.3b: Gross Domestic Product by Expenditure 
 (at 1993 constant prices, Rp billion) 

      
           

Type of Expenditure 1997 1998 1999 2000 2001 
            

Private Consumption Expenditure 277,116 267,913 272,100 281,960 298,710

General Government Consumption 
Expenditure  31,701 26,828 27,014 28,770 31,140

Gross Domestic Fixed Capital Formation 139,726 90,071 75,500 93,360 97,070

Change in Stock 3,342 (11,066) (8,600) (27,230) (31,380)

Export of Goods and Services 121,158 134,707 92,124 116,190 118,380

Less Import of Goods and Services 139,796 132,401 78,546 95,110 102,780

Gross Domestic Product 433,246 376,052 379,592 397,923 411,140

Net Factor Income (15,463) (27,965) (22,145) (25,392) (30,676)

Gross National Product 417,783 348,086 357,446 372,531 380,464
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Table A.4: Government Finance  
(Rp trillion) 

 

 

 
Item 

 
2000 

 

 
2001 

 

 
2002 

 
Total Revenues and Grants 214.9 299.7 301.9 
Domestic Revenues 214.9 299.7 301.9 
Tax Revenues 115.8 186.1 219.6 
   Domestic Taxes 108.8 176.5 207.0 
      Income Tax 57.1 95.0 104.5 
      Oil and Gas 18.7 23.1 15.8 
      Value-Added Tax 35.0 55.9 70.1 
      International Trade Taxes 7.0 9.6 12.7 
Nontax Revenues 99.2 113.6 82.3 
   Natural Resources 76.0 85.6 63.2 
      Oil 51.0 59.4 44.0 
      Gas 15.7 21.5 14.5 
       Profit Transfer from State-Owned Enterprises 3.9 8.8 10.3 
Expenditures 221.0 334.0 342.3 
Central Government Expenditures 219.9 252.9 247.8 
Current Expenditures 177.3 217.8 193.4 
      Personnel Expenditures 29.4 38.4 40.7 
      Material Expenditures 8.1 9.3 12.6 
      Interest Payments 50.1 87.1 88.5 
      Domestic Interest 31.2 58.2 59.5 
      External Interest 18.8 28.9 29.0 
      Subsidies 62.8 77.5 41.6 
      Petroleum Subsidy 53.6 68.4 30.4 
      Non-Petroleum Subsidy 9.1 9.1 11.2 
 Development Expenditures and Net Lending 26.3 35.1 54.4 
      Rupiah Financing 16.9 20.6 28.5 
      Project Financing with Foreign Loans 9.4 14.5 25.9 
Balanced Funds (funds to regions) 16.3 81.1 94.5 
       Revenue Sharing 33.9 20.0 24.6 
       General Allocation Fund 3.4 60.3 69.1 
Primary Balance 44.1 52.9 48.1 
Overall Balance  (6.0) (34.3) (40.4) 
Financing  6.0 34.3 40.4 
  Domestic Financing (net) 5.4 29.3 23.5 
     Domestic Nonbank Financing 18.9 33.0 23.5 
     Privatization Proceeds 0.0 3.5 4.0 
     Asset Recovery 18.9 29.6 19.5 
  Foreign Financing (net) 16.3 4.9 16.9 
 
Note: 2000 and 2001: actual revenue and expenditures. 2002: approved budget; for simplicity not all 

items are shown. 
Source: Ministry of Finance. 
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Table A.5: Monetary Survey 
(Rp billion, calendar year, end period) 

 

 
 
 

           
Item  1997 1998 1999 2000 2001 
           
Net Foreign Assets 67,985 141,677 129,096 210,733 233,975
Net Domestic Assets 
   Domestic Credit 
     Government (net) (45,543) (28,030) 397,257 520,317 529,706
     State Enterprises 20,612 27,001 18,862 14,357 18,337
     Nonstate Sectors 432,232 525,264 233,714 280,566 310,816
   Other Items (net) (118,224) (86,114) (131,066) (274,162) (240,815)
      
Money Supply (M2) 355,643 577,381 646,205 747,000 844,053
Money Supply (M1) 78,343 101,193 124,633 162,186 177,731

Rupiah Liquidity 
   Currency in Circulation  28,424 41,394 58,353 72,371 76,342
   Deposits 
     Demand Deposits 49,919 59,803 66,280 89,815 101,389
     Other Deposits  
     (incl. import guarantees) (1,419) (2,417) (1,658) (4,783) (7,966)
   Foreign Currency Deposits 40,425 56,766 65,930 98,664 94,232
 
Source: Bank of Indonesia. 



24 Appendix 

 

Table A.6a: Consumer Price Indices 
(end of the year, %) 

 

Item 1997 1998 1999 2000 2001 

General Index 111.83 198.64 202.45 221.37 249.15 
Food and Food Services 120.54 263.22 249.54 259.53 290.74 
Prepared Food, Beverages, Tobacco 
Products 

108.88 211.58 219.20 243.49 
278.75 

Housing 107.84 159.03 166.77 183.61 208.57 
Clothing 110.58 219.71 233.21 256.98 277.90 
Pharmaceutical Products and Medical 
Services 

114.18 212.54 220.37 241.46 
262.99 

Education, Recreation, Sports 117.27 161.84 170.44 200.28 224.12 
Transportation and Communication 105.24 163.70 172.20 194.00 221.47 
      
Source: Central Bureau of Statistics.      
 
 

Table A.6b: Inflation Rate 
(end of period, %) 

 

Item 1997 1998 1999 2000 2001 

General Index 10.3 77.63 1.92 9.35 12.55 
Food and Food Services 19.92 118.37 (5.20) 4.00 12.03 
Prepared Food, Beverages Tobacco 
Products 

7.82 94.32 3.60 11.08 14.48 

Housing 5.75 47.47 4.87 10.10 13.59 
Clothing 9.50 98.69 6.14 10.19 8.14 
Pharmaceutical Products and Medical 
Services 

11.85 86.14 3.68 9.57 8.92 

Education Recreation Sports 14.87 38.01 5.31 17.51 11.90 
Transportation and Communication 3.40 55.55 5.19 12.66 14.16 
      
Source: Central Bureau of Statistics.      
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Table A.7. Balance of Payments 
($ million) 

 

 

                    

 Item  1994 1995 1996 1997 1998 1999 2000 2001P

                  
          
Current Account  (3,130) (8,796) (7,801) (5,001) 4,097 5,783         7,991 5,145

   Merchandise Trade Balance          7,731         4,497         5,948       10,074       18,429       20,641       25,041 23,559

     Exports, FOB (BPS data)  40,053.40 45,418.00 49,814.80 53,443.60 48,847.60 48,665.50 62,124.00 56,035

        Nonoil and Gas   30,360 34,954 38,021 44,576 42,951 40,987 50,341 43,406

     Imports, FOB  (32,322) (40,921) (44,240) (46,223) (31,942) (30,600) (40,367) (35,438)

        Nonoil and Gas  (29,616) (37,718) (39,870) (41,447) (29,087) (26,633) (34,378) (30,787)

   Service (net)  (10,861) (13,293) (13,749) (15,075) (14,332) (14,859) (17,050) (18,414)

Capital Transaction  4,008 10,589 10,989 2,542 (3,875) (4,569) (6,773) (4,783)

   Official Capital (net)  307 336 (522) 2,880 9,971 5,353 3,217 3,026

     Inflows  5,697 5,785 5,693 7,594 13,736 9,423 7,490 7,640

        IGGI/CGI  5,353 5,627 5,055 4,538 2,788 2,408 2,420 2,468

        Non-IGGI/CGI-680  344 158 638 3,056 10,948 7,015 5,070 5,171

      Debt Repayments  (5,390) (5,449) (6,215) (4,714) (3,765) (4,070) (4,272) (4,614)

   Private Capital (net)  3,701 10,253 11,511 (338) (13,846) (9,922) (9,990) (7,809)

    Direct Investment  2,108 4,346 6,194 4,677 (356) (2,745) (4,551) (3,186)

    Others  1,593 5,907 5,317 (5,015) (13,490) (7,177) (5,439) (4,623)

Total   878 1,793 3,188 (2,459) 222 1,213 1,219 363

Errors and Omissions  (net)  (242) (2,313) 1,264 (1,651) 2,122 2,079 3,823 1,537

Official Reserves  a  (636) 520 (4,451) 4,110 (2,344) (3,292) (5,042) (1,900)
 

a Official inflows include exceptional financing, refinancing and rescheduling. Negative means surplus 
P preliminary figures 
Source: Bank of Indonesia. Indonesian Financial Statistics. Various edition. 
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Table A.8a. Government’s and State Enterprises’ External Debt Outstanding 
 (million $) 

 
            

Public sector 1997 1998 1999 2000 2001 
            

Commercial 890 2,375 2,387 2,397 1,989 

Noncommercial ODA 38,163 48,427 56,453 56,151 53,100 

Noncommercial, Non-ODA 14,812 16,519 16,880 16,342 15,576 

Subtotal Commercial and Noncommercial 53,865 67,321 75,720 74,890 70,665 

Dollar-Denominated External Debts (%) 42.8 37.6 37.5 39.4 41.0 

Yen-Denominated External Debts (%) 34.5 33.1 36.2 33.4 33.0 

Deutsche Mark-Denominated External Debts (%) 4.9 4.6 3.2 2.7 2.0 

External Debts Denominated in Other Currencies (%) 17.8 24.7 23.1 24.5 24.0 

State-Owned Enterprises 3,995 4,153 5,004 5,073 4,837 

Total Public Sector External Debt  57,860 71,474 80,724 79,963 75,502 
      
Source: Bank of Indonesia       
      

 
Table A.8b. Government’s and State Enterprises’ External Debt Service Payments 

 (million $) 
 

      
            

Public sector 1997 1998 1999 2000 2001 
      (Sept) 

Government Principal 4,714 3,765 4,070 4,272 4,525 

Government Interest 2,562 2,701 3,220 3,544 1,692 

Government Subtotal 7,276 6,466 7,290 7,816 6,217 

State-Owned Enterprise (SOE) Principal 650 498 518 763 510 

SOE Interest 299 252 302 342 173 

SOE Subtotal 949 750 820 1,105 683 

Total 8,225 7,216 8,110 8,921 6,900 

Total (public plus private) 19,736 18,967 26,015 26,395 25,359 

 
   Source: Bank of Indonesia. Economic Intelligence Unit (November 2001). 

 
 
 


