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SECTOR ASSESSMENT (SUMMARY): PUBLIC SECTOR MANAGEMENT 
 

I. Introduction 
 
1. The proposed Precautionary Financing Facility of the Asian Development Bank (ADB) 
serves two purposes. First, it will be part of government measures to boost and maintain market 
confidence to support the Government of Indonesia’s efforts to mobilize funds from commercial 
markets by capitalizing on the expected confidence created. The measures aim to be effective 
even if economic growth decelerates. Second, the facility will serve as a precautionary measure 
to provide additional financing to the government if its market access is disrupted by financial 
market instability. It will thus help sustain priority spending and additional fiscal stimulus 
introduced in the revised budget to mitigate the poverty impacts of slower growth.   
 

II. The Problem 
 
2. The upgrades of Indonesia sovereign ratings to investment grade by Fitch in December 
2011 and by Moody’s in January 2012 is an indication of the country’s prudent macroeconomic 
policies, which have resulted in a sustainable fiscal outlook, low ratio of debt to gross domestic 
product (GDP), sustainable current account deficit, and low inflation rate. However, the 
uncertainty of the global economy and continued high volatility in international financial markets 
are major concerns and are forcing Indonesian policymakers to be proactive in anticipating any 
shock that emanates from economic turmoil in the eurozone and a global economic slowdown. 
 
3. ADB believes that the impact of a shock arising from eurozone turmoil and a global 
economic slowdown can spread through two channels: trade and finance. 
 

(i) Trade. The eurozone has been an important export destination for Indonesia’s 
non-oil and gas products. The share of the total exports to the eurozone was 
close to 12.6% in 2011. After expanding by 37% (year on year) in the first 8 
months of 2011, the country’s export growth declined in the last 4 months of 
2011 and ended up lower at 27.5% for the year. Overall, net exports still 
contributed 1.5 percentage points to the country’s 6.5% economic growth in 
2011. Preliminary data for the first 3 months of 2012 point to a further decline in 
export growth: year-on-year growth for the first quarter of 2012 decreased to 
5.1% from 30.8% in the same period in 2011. This suggests that the dynamic 
support received from external demand in 2011 before the eurozone crisis will be 
absent in 2012 and possibly the year after. 

 
(ii) Finance. The relatively open capital account appeals to foreign investors who 

are looking for higher yields in an uncertain global financial environment. At the 
same time, the domestic bond market is still very shallow at 13.4% of GDP in 
2011, compared with 34.8% in the Philippines and 67.5% in Thailand (Figure 
1.a). As a result, Indonesian government bond yields and credit default swap are 
relatively more volatile than in in other countries in East Asia (Figure 1.b and 1.c). 
In February 2011, the yield of the 5-year rupiah bond rose to 8.5% due to 
negative market sentiment related to the eurozone crisis and higher inflation 
expectations driven by soaring food prices. During September–November 2011, 
the Jakarta Stock Exchange Composite Index experienced a massive correction 
of about 15%. Nonresident investor holdings of rupiah-denominated tradable 
government securities fell from $29.3 billion in July 2011 to $23.4 billion at the 
end of November 2011. ADB’s monitoring indicates that in times of stress, 
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volatility and sovereign spreads still exceed those of all of Indonesia’s regional 
peers. Reflecting significant capital outflows from government securities and 
other portfolios, the balance of payment turned into deficit in the second half of 
2011 and the country’s gross international reserves dropped by $14.5 billion, 
from $124.6 billion in August to $110.1 billion in December 2011 (Figure 1.d). 
After recovering in January-March 2012, the spread widened in May due to 
declining nonresident investor holdings of rupiah denominated tradable 
government bonds, reflecting heightened uncertainty in the eurozone and weaker 
global economic prospects (Figure 1.b). 

 
Figure 1: Financial Market and External Indicators 

a. Size of LCY bond markets and share of 
foreign holdings of LCY government bonds (%) 

b. External Sovereign Bond Spreads 
(In basis points) 

c. 5-Year Sovereign CDS Spreads 
(In basis points) 

d. External Balance Indicators 

Sources: ADB, Bloomberg, Ministry if Finance, and CEIC Data Company Ltd. 
 

4. The impact via the financial channel could be more detrimental because the country is 
increasingly relying on capital markets for financing its budget deficit. Indonesia’s gross 
financing needs remain significant due to the maturity structure and servicing costs of its 
existing debt (see Table 1). In the revised budget for 2012, the government plans to borrow the 
equivalent of $36.2 billion from the markets; that means obtaining leverage, which in turn 
requires continuity in market confidence. Any market volatility larger than the one that took place 
at the outset of the eurozone crisis could disrupt the financing of the 2012 budget. Market 
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turbulence could also derail the government in achieving its medium-term economic agenda 
(RPJMN) by 2014, i.e., maintaining the average real growth at 6.3%–6.8%, maintaining annual 
headline inflation at between 4% and 6%, reducing the unemployment rate to 5%, and reducing 
the national poverty rate to 8%.   
 

Table 1: Budget Summary 2009–2012 
(Rp trillion) 

Item  2009 2010 2011 2012 
 State Revenue and Grants   848.8 995.3 1199.5 1,358.2 
 1. Tax revenues   619.9 723.3 872.6 1,016.2 
 2. Nontax revenues   227.2 268.9 324.2 341.1 
 Expenditures   937.4 1,042.1 1289.6 1,548.3 
 1. Central government expenditures   628.8 697.4 949.2 1,069.5 
     of which  (i) energy subsidies 94.6 144.0 255.6 202.4 
                     (ii) capital expenditures 75.9 80.3 115.9 168.7 
 2. Transfer to regions   308.6 344.7 411.4 478.8 
 Primary Balance   5.2 41.5 3.2 (72.3) 
 Surplus or Deficit (88.6) (46.8) (90.1) (190.1) 
 % to gross domestic product (1.6) (0.7) (1.2) (2.2) 
 Sources of Financing 248.3 248.2 225.5 360.7 
 1. Debt 207.2 222.8 236.4 326.8 
      Gross securities issuance 148.5 167.6 204.4 272.0 
      Official foreign loans 58.7 54.8 31.7 53.7 
      Domestic loans 0.0 0.4 0.0 1.1 
 2. Non-debt 41.1 25.4 (19.9) 33.9 
 Debt Payments 123.3 135.9 135.4 170.6 
 Amortization 117.1 127.2 131.8 162.2 
 Two-step loan 6.2 8.7 3.6 8.4 
.( ) = negative. 
Source: Ministry of Finance of the Government of Indonesia. 
 

III. Economic Analysis and Poverty Assessment 
 
5. Three scenarios illustrate the potential impacts of the eurozone's economic turmoil and 
weaker global economic growth on the Indonesian economy in 2012: 
  

(i) Mild baseline scenario. Under this scenario, economic growth will fall slightly 
short of the government’s 6.5% target. The current sovereign debt crisis in 
Europe will be resolved gradually and the economic recession in some eurozone 
countries will remain mild, with limited second-round impacts on Indonesia’s main 
trading partners. As efforts are made to diversify export destinations, Indonesia’s 
exports will weaken moderately. At the same time, the government introduces 
fiscal and policy measures to stimulate domestic demand and compensate 
weakening export performance. Domestic financial stability and market 
confidence will have to be maintained to meet the large need for market financing 
to support implementation of the fiscal stimulus measures.  

 
(ii) Slower growth scenario. The uncertainty over a resolution of the sovereign 

debt crisis in Europe remains and the economic recession in some eurozone 
countries will deepen further, with more pronounced second-round impacts on 
Indonesia’s main trading partners. Given a more significant decline in exports, 
economic growth in Indonesia will miss the government's target by about 1 
percentage point. The impact of this external development on the domestic 
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financial markets will be limited to a brief and temporary correction and volatility, 
without disrupting the government’s access to market financing. 

 
(iii) Crisis Scenario. The economic recession in some countries will turn into a wider 

and deeper crisis that affects more core European countries, and other 
developed nations outside the eurozone. Like in 2008, the crisis will not only 
weaken international trade significantly, but will also severely affect the financial 
markets in developed and emerging economies. Under this scenario, economic 
growth in Indonesia will miss the government's target by more than 1.5% 
percentage points. The impact of the global crisis on domestic financial markets 
will also be significant, affecting domestic confidence and disrupting the 
government’s access to budget financing through possible capital outflows and 
increased borrowing spreads. 

 
6. Global economic outlook. In the latest Asian Development Outlook1, ADB suggests 
that uncertainties from the eurozone persist. While the risk of a liquidity crisis has diminished, 
fiscal austerity could hamper economic growth. If the global economic situation worsens, likely 
impacts are weaker export demand, higher volatility of capital flows, and less availability of trade 
finance. A policy response should include switching expenditures to social programs and 
infrastructure, expanding expenditure while boosting revenues, and combating rising inequality.   
 

Figure 2: Fiscal Trend 
a. Capital Expenditures 

(Rp trillion) 
b. Fiscal Space** 

 
*) Budgeted number for 2012, realized for 2007-2011 
**) Fiscal space refers to discretionary expenditures 
Source: Ministry of Finance 

 
7. Government's fiscal responses. The government introduced an early revision to the 
2012 budget and Parliament passed it in late March 2012, widening the fiscal deficit to 2.2% of 
GDP from an originally planned 1.5%. The revised budget contains three key components: (i) a 
provision to increase administered domestic fuel prices if the 6-month average of the Indonesian 
crude oil price exceeds $120.80; (ii) an additional $2.8 billion of social spending to compensate 
Indonesians for inflation resulting from higher fuel prices, comprising direct cash transfers, rural 
infrastructure, and conditional cash transfers; and (iii) a further $1.9 billion boost in capital 
spending. Public infrastructure investment is expected to surge by 45.6% in 2012 from that in 

                                                 
1 ADB. 2012. Asian Development Outlook 2012: Confronting Rising Inequality in Asia, Manila. 
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2011 (0.5% of GDP) (Figure 2.a). The 2012 budget also allows the government greater flexibility 
in managing and mitigating risks from a more volatile external environment. 
 
8. The government also introduced expenditure switching, and measures to accelerate 
disbursement of capital spending will form an important part of its efforts to stimulate domestic 
demand. In addition, use of available fiscal space could be optimized. The government has 
missed its budget deficit target by an average 1% of GDP annually over the past 5 years, mostly 
because of an inability to complete spending programs and budget revisions coming too late in 
the year (Figure 2.b). The combination of additional infrastructure spending, expenditure 
switching, and acceleration of capital spending implementation could increase domestic 
spending by about 1.5% of GDP to cushion weaker export demand. 
 
9. Maintaining market confidence. This is key to support continued robust growth for two 
reasons: (i) implementation of the 2012 budget depends on market financing and (ii) since 2010, 
the contribution of investment to growth has increased significantly and its continued 
contribution is essential. Recognizing this, the government has introduced some swift and 
proactive measures.  
 
10. Measures to deal with reverse capital flows. The government’s response to the risks 
of the eurozone crisis was swift and involved proactive measures aimed at maintaining 
confidence in the domestic finance sector. To anticipate the potential risks associated with large 
capital inflows into government rupiah securities, in mid-2011 the government introduced the 
Bond Stabilization Framework. The framework includes various actions to stabilize the domestic 
bond market in case of market turbulence, e.g., a buyback mechanism in the secondary market 
using funds from the state budget; fund pooling by state-owned enterprises; and use of the 
accumulated budget surplus. The government also updated its crisis management protocol, 
specifying appropriate responses at different levels of crisis for Bank Indonesia, Ministry of 
Finance (Directorate General of Debt Management Office), and the Capital Market Supervisory 
Agency (Bapepam-LK).   
 
11. Monetary Policy and Macroprudential measures. When the downward trend in 
inflation firmed in the second half of 2011, Bank Indonesia started an easing cycle by cutting its 
policy rate by 100 basis points during October 2011–February 2012. The cuts were also taken 
to frontload some adjustment measures in response to the expected global economic 
slowdown. Bank Indonesia also implemented some macroprudential measures to reduce short-
term and speculative capital inflows and mitigate the risks of sudden reversals. The measures 
include (i) introducing a minimum holding period for Bank Indonesia Certificates, (ii) reinstating 
limits on short-term offshore borrowing of commercial banks to a maximum of 30% of capital, 
and (iii) increasing banks’ foreign currency reserve requirements. In March 2012, to reduce 
currency speculation, Bank Indonesia issued a regulation requiring evidence of an underlying 
real-sector transaction for foreign currency transactions above $100,000. It also tightened 
lending standards for motor vehicle financing by raising the down-payment requirement. 
 
12. Impact on economic growth and poverty reduction. With the government’s fiscal and 
monetary measures under the mild baseline scenario, the recent trend in poverty reduction 
could be maintained in 2012 and 2013. Economic growth in the first quarter of 2012 was lower 
at 6.3% than the government’s target, due to weakening contribution of net exports. Growth of 
6.5% in 2011 resulted in about 1.5 million new jobs being generated, exceeding the number of 
new entrants to the labor force. The quality of employment also improved as formal employment 
rose by 16.0% (5.7 million positions, Figure 3a). Most jobs were in construction, manufacturing, 
and services. Employment in the informal sector fell by 5.9%, or 4.2 million, as workers left the 
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agricultural labor force. However, 62% of the employed labor force (about 68.2 million people) 
still works in the informal sector, where wages and job security are low. Poverty incidence fell to 
12.4% in September 2011, from 13.3% in March 2010 (Figure 3.b). ADB estimates also show 
that under the crisis scenario, unemployment could increase by more than 800,000 persons 
(Table 2). In addition, reversing the recent trend, employment in the informal sector is projected 
to rise by about 4.4 million.  
 

 
Figure 3: Social Trend 

a. Change in Employment by Status and 
GDP growth 

b. Unemployment and Poverty Incidence 
 

Source: CEIC Data Company Ltd and Badan Pusat Statistik (BPS) 
 

Table 2: Employment and Poverty Projections  
 

  
  

2009 
 

2010 
  

2011 
  

2012 Forecast 
Normal Mild Lower Crisis 

Growth Rate (%) 4.6 6.2 6.5 6.5 6.2 5.5 4.5 

Labor force (million) 113.8 116.5 117.4 119.7 119.7 119.7 119.7 

Employed (million) 104.9 108.2 109.7 112.3 112.2 111.9 111.5 

Employment change 2.3 3.3 1.5 2.6 2.5 2.2 1.8 

 - in the formal sector 0.9 3.6 5.7 5.7 2.8 1.7 0.5 

 - in the informal sector 1.4 (0.3) (4.2) (3.1) (0.3) 0.6 1.3 

Unemployed (million) 9.0 8.3 7.7 7.4 7.5 7.8 8.2 

Unemployment change (0.4) (0.6) (0.6) (0.3) (0.2) 0.1 0.5 

Unemployment rate (%) 7.9 7.1 6.6 6.2 6.3 6.5 6.9 

Poverty rate (%) 14.2 13.3 12.4 10.4 10.5 10.7 11.0 

Population below the poverty line (million) 32.5 31.0 29.9 25.6 25.8 26.3 27.0 
.( ) = negative. 
Source: Badan Pusat Statistik (BPS)and ADB estimates 
Note: ADB estimates for 2012 are based on the following: (I) growth of labor force in 2012 = 2%; (ii) employment 
elasticity to economic growth = 0.37% (based on a study by the International Labour Organization (2010); (iii) formal 
and informal employment trends in 2009-2011; (4) poverty elasticity to economic growth = –0.3 (based on SMERU 
Research Institute data, 2012).  
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