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MACROECONOMIC ASSESSMENT AND DEBT SUSTAINABILITY ASSESSMENT 
 
1. This assessment provides a summary of developments in macroeconomic policy. It also 
presents a summary assessment of debt sustainability. The most immediate pressing issue is 
the resumption of economic growth towards its long term potential. Implementing a fiscal 
stimulus exit strategy in the short term and fiscal consolidation over the medium term are policy 
priorities for the Government. Longer term priorities are enhancing public financial management 
and maintaining public debt sustainability.  
 
A. Economic growth performance 

2. Entering 2011, high growth is still maintained. Indonesia’s economy is one of the 
best performers in 2010 with a growth of 6.1% year-on-year (y/y) with annual inflation kept at 
6.1% y/y. Entering 2011, Indonesia economy continues to be robust in 2011 with gross 
domestic product (GDP) growth accelerated to 6.5% y/y in the first quarter. This is a substantial 
increase from a growth of 5.7% y/y in the first quarter of 2010. The main drivers of growth on the 
demand side have been private consumption and investment. Private consumption, supported 
by a firmer labor market, rising wages, and relatively high prices for agricultural commodities, 
grew by 4.5% in the first 6 months from the prior-year period and contributed nearly half the total 
GDP growth. Healthy investment level (+7.3% y/y) also contributed to the increase in GDP. By 
contrast, government spending, which had expanded at double-digit rates from late 2008 
through late 2009, fell by 8.9% in the first half of 2010 as the government unwound its fiscal 
stimulus and as budget disbursement lagged behind schedule. On the production side, services, 
a sector that contributed more than half of GDP growth, grew by 8.3% y/y. Next, industry 
expanded by 4.4% y/y, with a moderate recovery in manufacturing (output up by 4.0%), in part 
reflecting the recovery in export demand. Mining sector has also been growing with 3.4% y/y, 
which is higher than last year. Agriculture, unfortunately, recorded its weakest performance for 3 
years due to bad weather. Production in this sector rose by 3.0%, and made only a small 
contribution to GDP growth. 

3. Global commodity prices and Indonesian’s economy. International commodity prices 
have been rising across the board. Non-energy and energy prices rose by 5% and 4% 
respectively in February alone (partly reflecting the depreciation of the US dollar). In the period 
since November 2010, the increases are 17% and 15% respectively. Global food prices are up 
13% over this period and have reached similar levels in nominal US dollar terms to those seen 
during 2008. Many non-energy commodity prices are also now above, or close to the peaks 
seen during 2008. The main reasons have been the increased political upheaval and civil unrest 
in Middle East and North Africa region and weather disruptions due to climate change that have 
directly impacted global non-energy prices. Continuing increase in global commodity prices 
(energy and non-energy) directly impacts the real and fiscal sectors in Indonesia. On the real 
sector, the immediate impact seems to be positive given Indonesia is an oil producing country 
(with oil and gas production accounting for roughly 8%). The incomes of households involved in 
energy sectors will also increase. However, the impact of high global oil price may not be as big 
as initially predicted since Indonesia is also a net importer. In fact Indonesia has been a net oil 
importer since 2004, on average producing around 1 million barrels of oil a day, while 
consuming around 1.3 million. On fiscal side, an increase in global energy prices provides 
windfall revenue to the government with higher fiscal revenue. In 2010 oil and gas revenues 
were equivalent to around 3.3% of GDP while energy subsidies accounted for 2.8% of GDP. 
However, if the global energy prices continue to rise, the fiscal cost will also increase the burden 
of the existing fuel subsidy regime. The World Bank indicated that the impact of higher oil prices 
is expected to be on the fiscal side with rising revenues being offset by higher spending on 
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energy subsides and regional transfers. In effect, greater spending on subsidies from higher oil 
prices can be viewed as a lost opportunity to use the benefits of the higher revenues to fund key 
developmental priorities. 

4. Standard and Poor (S&P) Raised Foreign Currency Ratings on Indonesia. 
Improving government debt ratios and growing foreign currency reserves are strengthening 
Indonesia's credit fundamentals led the S&P to raise their long-term foreign currency sovereign 
credit rating for Indonesia to 'BB+' from 'BB'. The outlook is positive. S&P also affirmed the 'BB+' 
long-term and 'B' short-term local currency ratings. Moving forward, S&P sees inflation and 
structural reforms as the two main issues that warrant government's attentions as they impact 
the government's balance sheet (through higher oil subsidy) and external liquidity. 

5. Strong capital flows pose a dilemma for the policy makers. Like other emerging 
economies, Indonesia has received large capital inflows. After a brief interruption in May 2010, 
net foreign equity purchase in the first 10 months of this year is estimated at around $20 billion. 
In fact, the robust showing of Jakarta Stock Exchange in 2010 where the composite index 
climbed to a record level above 3000 has been mainly attributed to surge in foreign investment. 
Increasing foreign appetite for government’s bond (78% year-to-date) has also boosted fixed 
asset performance. Since early this year, foreign holdings of government rupiah bonds has 
increased by about $8 billion and their yields have declined by about 300 basis point (bps). 
Yields on government 5-year dollar bond also reached the lowest record at 2.36% in early 
November. Foreign direct investment (FDI) is also projected to exceed $20 billion in 2010. 
Foreign holdings of Bank Indonesia Certificate (SBI) also increased by $4 billion in the first four 
months of 2010, before significant sell off in May due to the Greek crisis. Bank Indonesia (BI) 
introduced 30-days minimum holding requirement for SBI to reduce its liquidity, but foreign 
holding have started to recover again although for longer maturity. As a result, rupiah has been 
under strong pressure to appreciate. 

6. Private-Public Partnership (PPP) is the key for infrastructure projects. One of the 
key components to achieve a higher sustainable growth is better public infrastructure services. 
Efforts have been made by the government to attract more private companies to join the PPP 
program. Recently the government has set up new State Owned Enterprise (SOE), the 
Indonesia Infrastructure Guarantee Fund (IIGF), as a single window for appraising, structuring, 
and providing guarantees for PPP infrastructure projects. This is in response to the increasing 
demand for infrastructure development 

7. The outlook for 2011 to 2012 is optimistic but there are downside risks to 
economic growth. The recent ADB’s Asian Development Outlook’s (ADO) forecasts assume 
that the government will continue to improve the investment environment, and that last year’s 
bad weather that hurt agriculture and mining is not repeated in 2011. Private consumption is 
forecast to expand in 2011 on the back of increases in incomes brought about by the stronger 
labor market and high prices for agricultural commodities. This is supported by strong consumer 
confidence, as calculated as an index by BI. Private investment is expected to remain robust, 
given projected growth in domestic consumption and in external demand for agricultural 
products and minerals. Further, improvement in the country’s sovereign credit rating by 
international credit rating agency, such as Moody and S&P, will attract more foreign investment 
to the country. The government’s allocation for capital expenditure has also been increased by a 
near 30% from the 2010 budget. This capital expenditure is more focus and aimed at 
addressing infrastructure bottlenecks. From the production perspective, signs point to 
manufacturers in several important subsectors preparing for higher levels of output: investment 
in machinery has increased in several industries, including paper and printing, rubber, plastics, 
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food and beverages and, to a lesser extent, the labor-intensive industries of textiles, leather, 
and footwear. Growth in services will be underpinned by the forecast rise in domestic demand. 
Agriculture and mining are likely to put in better performances than last year on the basis of 
better weather and high global prices for agricultural commodities, energy, and metals. On this 
basis, the latest ADO forecast Indonesian’s GDP to expand by 6.4% in 2011 and 6.7% in 2012, 
stepping up from average growth of 5.6% over the past 7 years. Although the growth is high, 
there are downside risks. First, increase in global commodity prices has a direct impact on the 
economy through higher headline inflation. Second, increase in capital inflows to the country 
pose a risk of higher inflation and also open the economy to a sudden capital flow reversal (the 
government is concerned that 33% of the government’s bond holders are foreigners). Third, 
increase in capital flow also appreciates rupiah which will impact the export industry.  

B. External balance  

8. Rising exports (particularly natural resources) put Indonesia's current account on 
surplus. In 2010, Indonesia’s exports rebounded by growing 35.4% y/y as compared to a drop 
of 15.4% in 2009. There are two important issues on export that are worth to be highlighting. 
First, export of oil and gas, which grew by 47.4% y/y in 2010, led the rebound. Second, 
manufacturing exports are the largest contribution to y/y export growth, despite the concerns 
over the impact of the real strength of the Rupiah over the past year on their competitiveness. 
The strong showing of export of oil and gas is due to an increase in demand of energy from 
other emerging markets, such as People’s Republic of China (PRC). This is an interesting 
phenomena that is happening to Indonesia’ export market. Over the past five years, Indonesia’s 
export markets have shifted away from developed economies and towards PRC, India and other 
emerging markets. The export share going to the US and Japan has fallen from 33% in 2005 to 
25% in 2010, while the export share to PRC and India has increased from 11% to over 16%. 
This shift reflects emerging economies’ increasing share of external demand and supported 
Indonesia’s exports during the developed economy downturn 

9. Strong showing in FDI inflows improves overall balance of payment. FDI inflows 
recorded a substantial increase of close to $7.9 billion from 2009 to 2010. This is an 
improvement from an outflow of $4.4 billion in 2009. Foreign portfolio investment (FPI) has also 
been increasing after the global financial crisis in 2008. As such, in the past two years, FPI has 
been growing with an average of $6.3 billion. Most of the FPI has been focused on equity, as 
opposed to bonds and notes, as the global investors are looking for the best place to park their 
money. Indeed, increased global investor confidence on the economy and also the 
government’s prudent macroeconomic policies contributed to a strong showing of FDI and FPI 
in 2010. In effect, the overall balance of payment improved by $17.7 billion. Strong investment 
inflows coupled with strong export performance increased the gross official reserves in 2010 by 
$30 billion, which put Indonesia’s gross official reserve at $96 billion or 9.1 in months of import 
goods at the end of 2010.  

C. Monetary Policy and Inflation 

10. Bank Indonesia (BI) main operating target is to achieve and maintain stability in 
the value of Rupiah. In pursuit of this goal, BI adopted an inflation targeting regime in 1999 
with the operating target in conducting monetary policy shifted from base money targeting to 
interest rate targeting. The BI rate is used as the policy instrument to direct monetary policy. 
Initially, the reference rate was the rate for SBI (30 days), which was then changed into the 
overnight cash rate on July 2005 (Ramayandi, 2011).  
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11. Rising in global commodity prices inserts inflationary pressure in the economy. 
The increase in global energy and non-energy prices directly impact the inflation. Headline 
inflation rose to 7% y/y in December, outside BI target band of 5 plus or minus 1%, due to a 
volatile food prices. In the beginning of 2011, raw food price inflation reached 16% y/y driven by 
rice price increases. However, a good harvest and a series of government’s decision to allow 
more supply in the market tamed the food price inflation which impacted the headline inflation. 
Government measures were allowing Bulog (the State Logistic Agency) to release imported 
food to the market, temporarily suspending import tariffs on soybean and wheat, and increasing 
spending on value-added tax (VAT) subsidies on cooking oil for the poor. In effect, the average 
of headline inflation went down to 4.7% y/y for July and August 2011 from 7.0% in January 
2011. 

12. Core inflation remains stable. The increase in headline inflation is yet to impact the 
core inflation as it has remained within the range of 4.0 to 4.4% y/y since July 2010. However, if 
the food prices continue to increase in the next few months, it will change inflation expectations. 

13. BI took monetary and macroprudential measures to dampen the rising headline 
Inflation and robust capital inflows. BI left its policy interest rate unchanged at 6.5% for 18 
months (it had cut it by 300 bps during October 2008–August 2009). It was only in February 
2011 that the central bank started to return the policy rate to more normal levels, when it edged 
it up by 25 bps. BI did, though, raise the reserve requirement for commercial banks, from 5.0% 
to 8.0% in November 2010. This measure absorbed an estimated Rp53 trillion of excess 
liquidity in the banking system (equal to about 3% of total bank lending). A 4.5% appreciation of 
the rupiah against the US dollar in 2010 provided some cushion from imported inflation. 

D. Fiscal Policy 

14. In 2011, Indonesia tightened their fiscal budget. The 2011 budget envisages a fiscal 
deficit of 1.7% to GDP that is based on a robust stream of revenue income, particularly from tax 
revenue which is budgeted to be at 12% of GDP, and a smaller central government expenditure 
(budgeted at 17.1% of GDP, which is a drop from 18% of GDP in 2010).  

15. Tax revenue in 2011 is expected to be robust. In 2011, the revenue and grant was 
estimated to reach close to Rp1.1 trillions, i.e. an increased of Rp94.0 trillions or 9.5% higher 
than the 2010’s budget. The tax revenue in 2011 is estimated to amount to Rp839.5 trillions or 
12% of GDP. To achieve the tax target in 2011, the Government would continue to improve tax 
administration, continue tax reform program II and carry out various extra efforts. In order to 
improve tax administration, the Duties on Land and Building Transfer (BPHTB) and Land and 
Building Tax (PBB) of cities and rural areas would be transferred to regional tax in accordance 
with the Law Number 28 Year 2009 regarding Regional Tax and Regional Retribution (PDRD).  

16. Non-tax revenue is also expected to increase in 2011. In 2011, the non-tax revenue 
is estimated to amount to Rp243.1 trillions or 3.5% of GDP, slightly lower than 4% of GDP 
achieved in 2010. In 2011, the government expected that natural resources’ revenue from 
oil/gas and non-oil/gas would decrease. However, this scenario would be revisited by the 
government as the first quarter of 2011 shows a surge in global commodity prices. 

17. Expenditure in 2011 is trimmed from 18.0% of GDP in 2010 to 17.1% of GDP in 2011 
due to a drop in the central government expenditure from 12.5% of GDP in 2010 to 11.7% of 
GDP in 2011. The transfer to region, on the other hand, stays similar to last year at 5.4% of 
GDP. The cut in central government expenditure is aimed to: (i) improve state apparatus and 
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pensioner’s welfare; (ii) consolidate of bureaucratic reform; (iii) implement of smooth 
governmental operation activities while increasing public services; (iv) achieve of inclusive 
economic growth through infrastructure development for domestic connectivity and Special 
Economic Zone development and smooth distribution of goods, services and information; (v) 
improve efficiency of subsidy budget allocation; (vi) provide social security for people with 
medium-low income; and (vii) community empowerment. 

18. In 2011, the main source of financing the deficit is debt financing. In 2011, budget 
deficit estimated amounting to Rp115.7 trillion or 1.7 percent against PDB with main sources of 
financing are debt and non debt. Debt financing is budgeted to be the largest source of 
financing with an estimated amount of Rp.123.5 trillion of 1.8% of GDP, while the government is 
expected to reverse on the non debt financing to Rp. 7.8 trillion. Debt financing would derive 
from the issuance of government’s bonds and foreign loan that would include ODA program 
loan and project loan. Non-debt financing was planned to derive from government’s investment 
fund account and asset management result that would be combined with governmental policy to 
support investment, especially for infrastructure and micro small medium enterprises financing.  

E. Medium-Term Fiscal Policy Issues 

19. As a member of Group of 20 (G20), Indonesia has been effective in managing their fiscal 
deficit. Its average deficit between 2005 and 2008 was the lowest of the ASEAN-5.1 In the past 
five years, Indonesia has been able to use its fiscal policy in anchoring macroeconomic stability. 
The latest International Monetary Fund updates on Report on the Observance of Standards and 
Codes (ROSC) on Fiscal Transparency Module also reported that significant progress had been 
made in recent years to establish a sound legal and administrative system for central 
government fiscal management and to improve transparency. Nonetheless, as a G20 member 
countries, further fiscal improvements are still needed to increase the relatively low tax ratio; 
reprioritize expenditure; improve budget execution; and implement fiscal decentralization. 

20. Improving tax ratio would entail improving institutional issues that related to Directorate 
General of Tax (DG Tax). Such issues would mean further addressing some of the remaining 
issues on tax legislation and administration; more institutional building in DG Tax; and more 
transparency in the oil and gas sector. The government’s reforms aimed at balancing taxpayers’ 
rights and DG Tax efficiency has left out some important issues. In particular, (i) current 
procedures governing the process of seizing the taxpayer's assets deposited in banks should be 
streamlined, as procedures under several laws need to be met before the issuance of orders to 
banks for disclosure of balances can be made; and (ii) the Ministry of Finance’s (MoF’s) 
Inspectorate General (IG) and Supreme Audit Agency (BPK) investigations unit staff would need 
to be provided with unrestricted access to taxpayer information available to the DG Tax 
(presently, it must submit data requests to the MoF on a case-by-case basis; this, in practice, 
has led to extensive delays in treating such requests, which can significantly impair the IG’s and 
BPK’s ability to gather evidence of misconduct by DG Tax staff). The IG’s effectiveness is also 
limited by its inability to investigate potential criminal action by MoF staff and inaction by the law 
enforcement body tasked with this responsibility. 

21. Reprioritizing expenditure. Subsidy has been a part of Indonesia’s central government 
expenditure (with an average of 30% of the central government’s expenditure between 2005 to 
2009). Much of the subsidy (close to 80%) is allocated for oil subsidy. In any macro fiscal 
framework, subsidy is not a well targeted expenditure and are highly regressive and 
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 ASEAN-5 composes of Indonesia, Malaysia, Philippines, Thailand, and Viet Nam. 
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distortionary. Subsidies are not meeting the objective of assisting the poorer segments of the 
population who most need such support. Using the latest data of Indonesia’s National 
Household Socioeconomic Survey (SUSENAS, Survei Sosial Ekonomi Nasional), the empirical 
studies (such as the one in the latest World Bank’s quarterly report on Indonesia’s economy) 
indicated that households or private users may consume as little as one-third of all subsidized 
fuel, with the residual potentially attributable to commercial users such as transport operators, 
businesses, and others. On individual fuels, household consumed half of the subsidized 
gasoline while the rest are consumed for commercial purposes. The government is keen on 
gradually reducing the subsidy. In 2012 budget, the government plans to better targeted 
subsidies by (i) carrying out the distribution of subsidized fuel in a closed, (ii) reducing the 
electricity subsidies through a policy of demand and supply sides, and (iii) continuing their 
support for agricultural subsidies.  

22. Improving Budget Execution. The execution of the Indonesian budget follows a 
pattern which is characterized by slow and back-loaded disbursements. Spending is particularly 
slow at the start of the fiscal year (Q1); then expenditures accelerate after July and August 
when parliament finishes its budget revision, followed by a spending rush in the final three 
months (Q4). Capital expenditures are especially skewed towards the final months of the year. 
In the past four years, roughly half of capital expenditures were seen in Q4. As a result, in many 
cases, overall expenditures for the year are frequently below the budget.  

23. Debt sustainability management. The public debt-to-GDP ratio has been on a 
declining trend over the last decade and fell to 29% in 2009. Prudent fiscal management, 
resulting in sustained primary fiscal surpluses (1.6% of GDP per year on average over last 
decade), combined with favorable debt dynamics supported continuous reduction in the debt 
ratio, which in 2009 stood at about a third of its 2000 level. Foreign-currency debt has also been 
reduced to less than half of total debt, as the improved fiscal position facilitated domestic capital 
market access. The authorities’ medium-term fiscal strategy targets further gradual fiscal 
consolidation and reductions in public debt. This strategy is based on improvements in tax 
administration and other base broadening measures with a reorientation of spending toward 
development of infrastructure with energy subsidies being phased out. 

24. Maintaining low public debt helps to maintain fiscal sustainability. First, increased capital 
inflows to the country pose a danger of a sudden reversal in capital flows (as happened in late 
2008). If it were to happen it will dampen growth and lead to spikes in borrowing costs and high 
exchange rate volatility. Thus, a low level debt will benefit the country in the face of sudden 
reversal of capital flow. Second, Indonesia’s revenue base is still narrow and the fiscal condition 
is highly exposed to shocks from volatile oil and gas revenue.  
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