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(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 
has been changed to align with  the calendar year. 

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

 
Indonesia continues to experience modest growth. Real GDP grew at 3.7% in 2002, the 

second year in succession, although slower than the 4.8% growth in 2000. Growth has been 
supported by strong household consumption stimulated by the rise in real wages for selected 
segments of the population as nominal wages rose and inflationary pressures subsided. 
However, despite some increases in agricultural productivity, the rural population has not 
benefited from any real income gains.   

 
Improvements in macroeconomic management were notable in 2002, with the fiscal 

deficit declining to 1.7% of GDP, down from 2.3% in 2001. The revised budget for 2003 
envisages a slightly higher deficit of 1.9% of GDP, necessitated by lower revenues and higher 
expenditure needs. Good progress has been achieved with regard to decentralization. Fiscal 
reporting from the lower level governments has been strengthened, with more than 85% of the 
regions reporting on their 2002 budget performance. A blueprint on restructuring of the Ministry 
of Finance (MOF) has been finalized, aimed at strengthening the budget and treasury functions. 
The Government has also achieved good progress with regard to tax and customs 
administration reforms with support from the IMF, aimed at stabilizing and enhancing non-oil tax 
revenues. 

 
The ongoing reforms are yet to result in revenue stability. As a result, and given the 

Government’s conservative fiscal stance, public expenditure has declined over 1999-2002. The 
reduction in the fiscal deficit has been accomplished primarily through cuts or delays in social 
and other infrastructure spending and oil subsidies. The curb on development spending has in 
turn affected growth. As a consequence, there would only be limited maneuverability on the 
expenditure side, as further cuts in development expenditures could jeopardize long-term 
economic welfare.   

 
From January to December 2002, the nominal exchange rates of the rupiah appreciated 

by 13% to Rp.8,950. The terrorist attacks in Bali had only a brief impact on the value of the 
rupiah, with the exchange rate returning to its former level within a month. It appreciated further 
in early 2003 and has held stable in the Rp.8,400-Rp.8,500 range even after the August 2003 
Marriott Hotel bombing.  

 
While inflationary pressures initially strengthened in 2002 compared to 2001, tight 

control over effective demand and rupiah appreciation helped inflation rate fall from roughly 15% 
at the beginning of 2002 to 10% at the year-end. This was despite cost-push factors such as the 
impact of floods and the rise in fuel, utility and other administered prices. Inflation performance 
has been impressive during 2003, with overall annual inflation expected to end in the range of 5-
6% by December 2003.  The foreign exchange and domestic interest rates stabilized, easing 
domestic and external borrowing pressures. The interest rate on the one- month Bank Indonesia 
(BI) certificates has declined significantly from over 13% in 2002 to 8.7% as of September 2003. 
A key challenge facing the Government is to prudently manage monetary growth and the 
interest rates to ensure price stability. 

 
The Government has followed a proactive policy to reduce external debt and has made 

some headway in this direction. Measures have included a tight program of fiscal consolidation, 
privatization of state owned enterprises and asset sales by the Indonesian Bank Restructuring 
Agency (IBRA), some recourse to domestic bond flotation and effective rescheduling of external 
debt.  
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On the external front, Indonesia improved its balance of payments position in 2002, 

despite the decline in tourism revenues stemming from the terrorist attacks in Bali. The trade 
balance has been maintained at about $20 billion over the last 3 years. While the current 
increasing trend in the prices of Indonesia’s principal agricultural exports and the relatively high 
oil prices can help boost exports, Indonesia is likely to face stiffer global competition, including 
regional competitors. Recent moves to increase minimum wages and uncertainties over the 
enforcement of labor regulations threaten Indonesia’s competitiveness. 

 
Overall, moderate progress has been made in 2002 and in the first half of 2003. 

However, significant structural constraints remain. The foremost among them is the continuing 
low investor confidence. Besides the recent concerns relating to security, long-standing 
weaknesses remain in the area of legal and judicial governance. Significant delays in the 
enactment of the Investment Law and absence of sound alternative dispute resolution 
mechanisms have led to strong reservations regarding the certainty and predictability of the 
investment climate. At close to 16.5% of GDP, investment remains among the lowest in Asia. 

 
Medium term economic prospects depend on a smooth political transition following 

elections scheduled for April 2004.  The Government announced in July 2003 its decision to exit 
from the International Monetary Fund (IMF) program, when the current Extended Fund Facility 
(EFF) ends in December 2003 with the expected draw down of the last two tranches of $955 
million. The President of Indonesia approved an Exit Program on 15 September 2003, aimed at 
managing the “credibility gap” that is likely to emerge after the end of the EFF. The Exit Program 
focuses on: (i) maintaining macroeconomic stability; (ii) continuing the restructuring of the 
financial sector; and (iii) promoting investment, growth and employment.       
 
  Looking forward, limited financial sector lending and development spending can restrict 
growth and curtail poverty reduction. The continuing acts of terrorism, ongoing conflicts in 
different regions, and slow progress of some necessary reforms, especially those related to 
governance, will constrain growth as well, unless effectively resolved. The large household 
sector will continue to cushion the economy from these impacts, provided that the pre-election 
political situation is stable and security does not worsen. Growth in 2003 is expected to continue 
at a slightly slower pace than in 2002 but may pick up in 2004. Overall, growth is expected to 
remain in the 3-4% range for the next few years. 
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I. RECENT ECONOMIC DEVELOPMENTS1 

A. Growth Trends and its Composition  

1.  Indonesia continues to experience modest growth. Real GDP grew at 3.7% in 2002, the 
second year in succession, although at a slower rate than the recovery experienced in 2000  at 
4.8%, following the crisis. Growth was largely driven by an 4.2% increase in private consumption.  
Household spending continued to be strong, given the rise in real minimum wages and civil 
servants’ salaries and other fiscal stimuli. Government consumption, which grew by 2.8%, also 
contributed to GDP growth. Public spending expanded to accommodate the greater need for 
development expenditures at the regional level, stemming from  decentralization, natural disasters 
and additional costs of maintaining security. The Government introduced a Rp10 trillion fiscal 
stimulus package in late 2002 to boost demand in response to the terror attacks in Bali and the 
subsequent decline in tourism revenues.  

2. Despite the growth in aggregate consumption, overall growth faltered over the last 2 years 
mainly due to the stagnation in investment (paras. 9–11).  Investment fell by 0.2% in 2002 because 
excess capacity, economic and political uncertainty and weak external and domestic demand 
manifested in a drop in both exports and imports (Figure 1).   

   
Figure 1:  Changes in Real Exports, Imports and Investments [year-over-year] 
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3. Manufacturing-sector growth was 3.7% in 2002, much lower than the preceding 2 years. 
Aside from weak external demand, performance was affected by policy distortions, increases in 
real minimum wages, and loss of competitiveness due to rupiah appreciation.  Concerns over the 
security situation affected the oil, natural gas, and mining sector, where output growth at 3.3% year 
–on-year was only a quarter of the 2000 figure.  Some sectors however grew faster than GDP, 
including construction at 4.5%, and electricity, gas and water supply at 4.2%. The combined output 

                                                 
1 This report was prepared by the Indonesia Resident Mission, with Amanah Abdulkadir, economic officer, as principal 

author. 
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from all these sectors contributed 7.8% of GDP and accounted for less than 0.5% of the aggregate 
GDP growth. The strong growth in construction and utilities was partly associated with robust 
demand from the informal sector. It is likely that the informal sector, which provided a cushion 
when the economy was in crisis, has enlarged , given the slow recovery in the the formal sector.    
 
4. Agriculture production rebounded, growing at 2.3% in 2002 in spite of the floods in Java.  
Agriculture has recorded average annual growth of 1.4% over the previous 3 years. While the 
harvested area of paddy cultivation has declined in recent years, paddy productivity (Figure 2) 
recovered in 2002 to pre-Crisis levels for the first time in 5 years, in spite of volatile weather. 
However, the increase in productivity did not make up for the losses caused by the El Nino 
phenomenon and market dislocations during 1997-1998.  

Figure 2:  Harvested Area and Yields Rate of Paddy, 1995-2003 
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B. Employment, Wages, and Poverty 

5. Minimum wages have been outpacing inflation since 1998.  In some provinces, wages grew 
significantly faster, such as West Sumatra (13% in 2002) and Jakarta (33% in 2002). Apart from 
contributing to slow growth in many sectors of the economy, this negatively impacted formal sector 
job creation and highlighted the importance of the informal sector as a job provider (Table 1).2 At 
least three times the number of people registered as openly unemployed are considered under-
employed, and would benefit from a more robust growth in the informal sector. 3  To improve future 
job prospects and working conditions, Parliament passed Labor Law No.13 in April 2003, which 
aims to harmonize Indonesian labor regulations with  the neighboring countries in Asia. The law 
balances both the need of the corporate sector for flexibility in hiring and firing, while protecting the 
workers from the rigors of the demand-supply mechanism. The law guarantees minimum 
standards for decent working conditions, the workers' right to strike, and severance and 
compensation payments. There has been an intense debate on the law, centered on the 
mandatory benefits that remain high and the raising production costs above those prevailing in 
regional countries such as Cambodia and Viet Nam. 

 
                                                 
2  It is noted that the jump in the unemployment rate in 2001 reflects partly a change in the methodology of measuring 

unemployment. 
3  In 2002, open unemployment was exacerbated by the return of an estimated 50,000 illegal Indonesian laborers from 

Malaysia at the time the economy was too weak to create sufficient new jobs.  
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Table 1: Labor Force  
Labor Force 1999 2000 2001 2002 
Labor Force Participation (million) 94.9 95.7 98.8 100.8 
Formal Sector (% of total employment) 36.0 35.1 35.6 NA 
Informal Sector (% of total employment) 64.0 64.9 64.4 NA 
Unemployment Rate (%) 6.4 6.1 8.1 9.1 

               NA = not available 
    Source: Central Bureau of Statistics  
 
6. Figure 3 reflects the widening gap between wages in the informal and formal sectors. This 
has serious welfare implications because the informal sector is estimated to provide almost two 
thirds of employment. While the average real wage of agriculture and household workers in the 
informal sector in early 2003 was still 21-25% below pre-crisis levels, real wages for workers in 
large and medium-sized industrial firms was, by the second quarter of 2002, 14% above the same 
period in 2001, or 36% above the corresponding pre-crisis 1996 period. The gap is widening as  
more people seek jobs in the informal sector after being laid off or failing to find work in the formal 
sector.  

Figure 3.  Real Wages in Formal and Informal Sectors 
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Source: Central Bureau of Statistics  
 
7. Since two-thirds of Indonesians live in rural areas, the performance of the agricultural 
sector greatly influences welfare through wages and poverty incidence. In 1998 and 1999, slower 
agricultural growth accompanied lower rural wages (Figure 3) and increased rural poverty 
incidence (Figure 4).  National poverty incidence dropped from 18.4% in 2001 to 18.2% in 2002, 
while rural poverty incidence declining from 28.8% in 2001 to 21.1% in 2002. Much of the progress 
in poverty reduction came with the recovery starting in 2000. However, population growth and 
inflation have offset some of these gains.  
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Figure 4:  Economic Growth Rates, and Poverty Incidence
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8. Poverty incidence is also concentrated. A 2001 survey by the Biro Pusat Statistik (BPS, 
Central Bureau of Statistics) indicated that of the estimated 38.4 million poor nationwide, 21.1 
million live in rural areas and 21.9 million live in Java and Bali. Even though income poverty has 
declined, the poor still lack access to quality basic services including health, as shown by the 
increasing infant mortality and a high maternal mortality ratio. Infant mortality rose from 47 to 51 
per 1,000 births from 1997 to 2001, while maternal mortality remains among the highest in Asia at 
380 maternal deaths per 1,000 live births. Reflecting these trends, the human development index 
has declined further from 0.684 in 2000 to 0.682 in 2001. 
 
C. Saving and Investment 

9. Investment ratios in Indonesia are the lowest when ranked against comparable economies 
in the region.  In 2002, the saving and investment ratios further declined (see Figure 5). Savings 
declined since household spending remained fairly robust. Investments in Indonesia have been 
held back by a combination of  factors, including in particular the complex approval and regulatory 
regime, weaknesses in industrial competitiveness and in the financial sector as well as concerns 
regarding the costs of poor governance on businesses and growing international uncertainties.4 A 
recent workshop5 discussing private participation in the economy noted that investments, 
particularly foreign direct investment, were dependent on improvement in the legal situation and 
corporate governance.  

 
 
 
 
 
 
 
 

                                                 
4 S. Akhtar:  Issues and Constraints of Investment, presentation at the Regional Investment Conference, 2 July 2003, 

Jakarta, Indonesia (ADB, Manila); and D.J. Green, Investment and Potential Growth in Indonesia, draft working paper, 
ADB, 2003, Manila. 

5 Organized on 1 April 2003 at the Indonesia Resident Mission of ADB, Jakarta as part of the stakeholder consultation 
process during the Country Strategy and Program Update preparation.  
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Figure 5:  Gross Domestic Saving and Investment Ratios (% of GDP) 
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10. Concerns with the investment climate have led to declining foreign as well as domestic 
investments. The Coordinating Board for Investments (BKPM) approved foreign investment 
projects worth $9.7 billion in 2002 compared to $10.9 billion in 1999. There was a significant 
decline in domestic investment approvals over the same period, from Rp53.6 trillion ($6.3 billion) to 
Rp25.3 trillion ($3.0 billion).  Some rebound in approvals was visible, however, in 2003. From 
January to May 2003, BKPM approved $4.0 billion worth of foreign investment projects, 84.8% 
above the comparative period in 2002 and approvals for domestic investment rose 54% over the 
same period. However, approvals do not represent actual investments given lags in 
implementation. Further, much of the recent investments appear to be aimed at maintaining 
existing facilities.  

11.  Given the concerns over the declining investments, President Megawati has established a 
high-level investment team as part of Promote Investment Year in 2003. The Government has 
announced a series of investment promotion measures, including: (i) enactment of the long 
pending investment law, (ii) establishment of a one-stop agency for expeditious approvals, and (iii) 
expediting completion of the 14 strategic public investment projects announced earlier aimed at 
meeting the anticipated growing demand for fertilizers, chemicals, and energy. The public 
investment projects had been halted in the aftermath of the crisis. In some cases they were too 
expensive relative to other public sector funding needs, while some others were halted as a result 
of concerns over possible corruption, collusion, and nepotism. These projects, valued at close to 
$9.3 billion, are spread across many provinces and are expected to provide a substantial boost to 
the national and local economies. 

D. Fiscal Developments  

12. Indonesia has managed to achieve impressive reduction in the fiscal deficit from 3.7% of 
GDP in 2000 to 1.6% in 2002. The actual fiscal deficit has been consistently lower than the 
planned levels over the last few years, indicating improvements in fiscal planning and 
management. Over 2001-02, there has been a sharp reduction in revenues as well as 
expenditures,  by 2.5% and 3.2% of GDP, respectively (see Table 2). For 2003, the Government 
had initially projected a deficit target of 1.8% of GDP, which was subsequently revised to 1.9% in 
September 2003 to accommodate lower than anticipated non-oil tax revenues and additional 
expenditure needs. Non-tax revenues have been revised upwards by more than 10%, to come 
mostly from natural resources including oil and natural gas. The Government bond issuance will be 
raised from Rp.7.7 trillion to Rp.11.7 trillion, and the Government will also reduce its buy-back of 
maturing bonds. 
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Table 2: Public Sector Budget Summary 
(Percent of GDP) 

 
                        Item 

 
1999 2000 2001 2002 2003  

Total Revenues and Grants 15.1 20.7 20.3 17.8 19.1 
Domestic Taxes 11.0 11.0 12.0 12.5 13.2 

Expenditures 24.9 22.4 22.6 19.4 21.1 
    Central Government Expenditures 20.7 22.3 17.1 13.6 14.4 

   Personnel Expenditures 3.9 3.0 2.6 2.3 2.8 
   Interest Payments 5.2 5.1 5.9 5.3 4.2 

Domestic Interest 0.5 3.2 3.9 3.8 2.8 
External Interest 4.7 1.9 2.0 1.5 1.4 

   Subsidies 6.4 5.2 2.4 1.9 
Petroleum Subsidy 5.4 4.6 1.8 0.7 

   Development and Net Lending 5.3 4.3 2.4 2.4 3.7 

   Regional Expenditures 4.2 3.4 5.5 5.6 6.7 
Primary Balance (3.4) 3.4 3.6 3.7 2.1 
Overall Balance (9.8) (1.6) (2.3) (1.6) (1.9) 
Financing 9.8 1.6 2.3     1.6       1.9 
    Domestic Financing (net) 2.5 0.6 2.0 1.2 1.2 

   Privatization Proceeds 0.2 0.5 0.4 
   Asset Recovery 2.0 1.2 0.9 

    Foreign Financing (net) 6.3 1.0 0.3 0.4 0.6 
NOTE: 1999: April1999-March 2000; 2000: April 2000-December 2000; 2001 and 2002 data are realized budget; 2003 data are projections.  

Source: Ministry of Finance  
 
   
13. In view of the gradually stabilizing revenue to GDP ratios, particularly with regard to non-oil 
revenues, the Government has had to keep public expenditures under tight control to maintain its  
conservative fiscal stance and deficit targets. Although fiscal consolidation and management have 
been impressive over the 1998-2002 period, the quality of adjustments needs further reflection. 
The reduction in the fiscal deficit has been accomplished primarily through significant cuts or 
delays in social and other infrastructure spending and oil subsidies. Public spending fell by 5.8 
percentage points of GDP over 1999-2002.6 As a consequence, there would only be limited 
maneuverability on the expenditure side, as further cuts in development expenditures could 
jeopardize long-term economic welfare.     
 
14. Part of the 2002 budget deficit was financed from Rp7.6 trillion in proceeds generated from 
the sale of the Government’s shares in telecommunications firms PT Indosat and PT Telcom, 
tourism and property company PT Wisma Nusantara, and mining firm Tambang Bukit Asam. 
Despite delays and some opposition, the Government privatized two large banks in 2002, Bank 
Central Asia and Bank Niaga. These transactions represent important progress towards 
divestments of the shares acquired following the large-scale recapitalization of the banking system 
in 1997-98. 

                                                 
6  Subsidies declined from 6.4% of GDP in 2000 to under 2.4% in 2002 with the fuel subsidy declining from 5.4% to 1.8% 

over this period.  Some development expenditures and transfers to the regions have been delayed, the latter partly 
due to slower than anticipated progress on decentralization. During 2002, fuel prices and telephone rates went up 50% 
and 15% respectively, while rail fares and bottled gas prices rose by 40% and 10%. While adjustments in administered 
prices in 2002 went unchallenged, a planned increase in oil prices in January 2003 met with public opposition. 
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15. Debt repayment accounted for close to 25.7% of public expenditures or 5.2% of GDP in 
2002.  Higher GDP, lower interest rates and a stronger rupiah facilitated a decline in the debt-to-
GDP ratio from 94.3% in 2000 to about 75.0% by end-2002. The Paris Club rescheduled $5.4 
billion of Indonesian debt in April 2002, a facility that will no longer be available following the 
Government’s decision to exit from the extended fund facility (EFF) of the IMF and move into a 
post-program monitoring arrangement from 1 January 2004. The Government Securities Act No.24 
was enacted in 2002, laying the basis for a well-regulated, liquid domestic debt market. In terms of 
forward planning, the Government has extended the maturities on the bank recapitalization bonds, 
helping reduce bond redemptions by Rp35 trillion in 2004-2005. The Government has also 
swapped the liabilities relating to the liquidity credit from Bank Indonesia (BI) with a perpetual 
promissory note to BI in exchange for Rp160 trillion of Government bonds issued to settle the 
liquidity support provided to the commercial banks during the crisis.  
 
16. On the structural front, progress has been achieved with regard to decentralization. Fiscal 
reporting from the lower level governments has been strengthened, with more than 85% of the 
regions reporting on their 2002 budget performance. A blueprint on restructuring of the Ministry of 
Finance (MOF) has been finalized, aimed at strengthening the budget and treasury functions. The 
Government has also achieved good progress with regard to tax and customs administration 
reforms with support from the IMF, aimed at stabilizing and enhancing non-oil tax revenues. The 
measures include: formulation of a medium-term modernization strategy for tax administration, 
streamlining the VAT system and simplifying the procedures for VAT refunds, expanding the 
number of taxpayers under the large taxpayer offices, simplifying refund and audit procedures for 
VAT and income tax, and improving the flow of information between budget and tax authorities.  
 
17. The Government has also launched the first phase of customs reforms, focused on 
combating under valuation, trade facilitation and improving overall governance. The emerging 
revenue trends will be shaped by these ongoing reforms as well as many recent developments. 
The Government approved a Rp10 trillion tax incentive package following the terrorist attacks in 
Bali. In January 2003, the Government further cut or eliminated the luxury tax on 45 products, 
mainly in electronics, to encourage sales as well as to discourage smuggling of such goods from 
overseas markets. In April 2003, the Government introduced a tax facility to help businesses cope 
with rising production costs and poor exports by revoking value-added tax (VAT) on capital goods 
and raw materials for agriculture, fisheries, forestry and animal husbandry sectors. 
 
E. Monetary Development and Prices 

18. While inflationary pressures initially strengthened in 2002 compared to 2001, tight control 
over effective demand and rupiah appreciation helped inflation rate fall from roughly 15% at the 
beginning of 2002 to 10% at the year-end.8 This was despite cost-push factors such as the impact 
of floods and the rise in fuel, utility and other administered prices. Inflation performance has been 
impressive during 2003. Average monthly changes in the consumer price index (CPI) were 
significantly low, at 0.21%, during the first seven months of 2003. Overall, the CPI increased only 
by 1.25% during the period. Inflation is estimated to be below 7% in 2003. Declining food prices 
and a stronger rupiah have been the key contributory factors behind declining inflation. In 
particular, the price of rice has been declining since January 2003, following a change in 
Government’s policy to dismantle the state monopoly on rice imports through the State Logistics 
Agency. While the Government has not lowered the import tariffs on rice, the trend in rice prices in 
the Jakarta spot market is getting closer to long-term trends in the world spot market. While rice 
accounts for a relatively small share of the consumption basket, historically the overall CPI has 
moved in tandem with rice prices. 

                                                 
8   Monetary and price developments in the first 9 months of 2003 are outlined in Section II below. 
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Table 3: Changes in Consumer Price Index (Percent) 
 

 1997 1998 1999 2000 2001 2002 
Annual 6.2 58.0 20.5 3.7 11.5 11.9 
End-of-Year 10.3 77.6 1.9 9.4 12.5 10.0 

        Source: Central Bureau of Statistics.  
                                       
19. From January to December 2002, both real effective and nominal exchange rates of the 
rupiah appreciated against the US dollar. The nominal exchange rate appreciated from Rp.10,400 
at the end of 2001 to Rp.8,950 at the end of 2002, or at 13.4%. The terrorist attacks in Bali and at 
the Marriott Hotel had only a brief impact on the value of the rupiah, with the exchange rate 
returning to its former level within a month after each event. The exchange rate appreciation eased 
pressures on the interest rate, leading to a reduction of the rate on the one-month BI certificates 
from 16.6% at the end of 2001 to 12.9% in the fourth quarter of 2002. It further declined to 9.5% in 
June 2003, and as of September 2003, it stood at 8.7% in September 2003, closely following BI’s 
key policy rate,7 which has declined from around 12% in early 2003 to 8.5% at the end of August 
2003. The recent historical trends in the inflation rate, foreign exchange rate and the interest rates 
are presented in Figure 6. Money growth has been relatively rapid in 2003, starting from 2.5% 
quarter-on-quarter in the first 3 months of 2003, then increasing to 4% over the 2nd quarter and 
further to 5.5% over the 3rd quarter. This trend needs to be monitored carefully, given its lagged 
effect on inflation. 
 

Figure 6. Inflation Rate, Exchange Rate, and Interest 
Rates
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     Source: www. bi.go.id and  www.bps.go.id, 3 June 2003. 
 
F. External Trade and Balance of Payments 

20. Improved macroeconomic conditions, greater political stability, good progress on the EFF 
of the IMF, and the favorable movement of other regional currencies against the rupiah led to a 
stronger balance of payments position in 2002 (Table 4). Indonesia’s exports grew at 1.1% 
(compared to a decline of 10% in 2001) and imports remained near their 2001 level. In dollar 
terms, the recovery in Indonesia’s trade balance is significant in the context of the terrorist attacks 
in Bali in 2002 and global slowdown. Excluding the oil imports bill, which rose due to higher oil 
prices, non-oil and gas imports remained near the 2001 level, indicating that the economy was 
able to meet its domestic demand by using stocks of materials and machinery that had been 
imported earlier. The events in Bali have had an adverse effect on tourism receipts and the current 

                                                 
7  The interest rate for BI’s overnight deposit facility. 
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account balance, as tourism in Bali accounts for approximately one-quarter of national tourism 
receipts (1-1.5% of GDP). Overall, tourism receipts declined by $1.1 billion between 2001 and 
2002. 
 

Table 4: Merchandise Trade  
($ million) 

 

 
     Exports

(FOB)
Growth

(%)
Imports 

(CIF) 
Growth

(%)
Net Total 

Trade 
Growth

(%)
1997 53,444 7.3 41,680 -2.9 11,764 70.8 
1998 48,848 -8.6 27,337 -34.4 21,511 82.9 
1999 48,665 -0.4 24,003 -12.2 24,662 14.7 
2000 62,124 27.7 33,515 39.6 28,609 16.0 
2001 55,859 -10.1 30,723 -8.3 25,136 -12.1 
2002 56,496 1.1 30,729 0.0 25,767 2.5 

            Source: Central Bureau of Statistics. 
 
21. While current account developments were positive, lower net private capital inflows, given 
the economic and political uncertainties since the fourth quarter of 2001, have been less sanguine.  
The outflows slowed down in the last quarter of 2002 and private capital inflows gained momentum 
as the Government sold state-assets. However, foreign direct investment (FDI) remains limited due 
to investors’ concerns relating to the under-utilization of capital, poor governance and security. 
Official net capital inflows were slightly negative in 2002. This, however, masked substantial 
support from the Paris Club rescheduling agreements.  
 
22. Indonesia’s external position remains vulnerable. Any adverse exchange rate movement 
could raise debt-burden indicators and reverse the trends seen in the past few years. By the end of 
2002, public external debt outstanding was $74.2 billion or 75.0% of GDP compared to $150 billion 
or 146.3% of GDP in1998.  Private foreign debt at the end of 2002 was 8.1% lower than at the end 
of 2001.8 The ratio of total external debt stock to exports declined slightly to 1.9 at the end of 2002 
from a ratio of 2 at the end of 2001. The debt service ratio  declined from 41.4% at end 2001 to 
32.2% at end 2002. Short-term debt, on a remaining maturity basis, still accounts for about 75% of 
the gross external reserves.  
 
II. SHORT- AND MEDIUM-TERM ECONOMIC PROSPECTS AND POLICY ISSUES 

23. Economic prospects remain uncertain, despite the improved macroeconomic performance 
and the positive developments outlined in the previous section. Modest growth can be expected in 
the medium term, subject to continued efforts at maintaining macroeconomic stability supported by 
credible commitments from the Government to promote investments. Significant risks confront the 
nation, including renewed security concerns following the terrorist attacks of Marriot Hotel on 5 
August 2003. Uncertainties over the 2004 elections and concerns relating to the Government’s 
ability to manage the “credibility gap” that is likely to emerge from the planned exit from the IMF 
program are key factors that will determine outcomes over the medium term.  
 
A. Growth and Investment 

24. In 2003, GDP growth is expected to be about 3.4%, somewhat lower than in 2002 (see 
Table 5) because of uncertain domestic, regional, and global factors, all of which have had an 
impact on the external position. While tourist arrivals were slowly recovering in early 2003 following 
                                                 
8 Bank of Indonesia, Annual Report 2002, p. 92. 
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the attacks in Bali, SARS had a temporary effect over March-April when arrivals declined by 29% 
before turning positive again in May 2003. Overall, tourist arrivals decreased by 23% in the first 
half of the year. However, the Government has recently decided to move some national holidays to 
create long weekends, which is expected to have positive effect on trade and transport. Declining 
interest rates may also help boost property markets. Credit for the construction sector has 
increased from Rp6.7 trillion in 2001 to Rp8.0 trillion in 2002 and this has continued in 2003, with 
significant positive implications for employment and output given the sector’s multiplier effect.  
 

Table 5: Projections of Key Economic Indicators 

Item Unit 2001 2002
Projection 

2003
Projection 

2004
GDP Growth % 3.3 3.7 3.4 4.0

Investment Growth % 7.7 (0.2) 3.5 5.0

Inflation (annual average) % 11.5 11.9 6.3 5.2

Fiscal (overall) Balance/GDP % (2.3) (1.7) (1.9) 1.2

Merchandise Exports  $ million 55,859 56,496 58,191 61,392

Merchandise Imports (FOB) $ million 34,669 34,823 35,171 36,754

Current Account Balance $ million 6,900 7,451 5,794 6,558
Current Account Balance/GDP % 4.7 3.9 3.0 3.3

        Source: Central Bureau of Statistics and Bank of Indonesia (and staff projections for 2003 and 2004) 
 
25. Economic prospects over the next few years are critically linked to how smoothly the 2004 
elections and the political transition process will take place. Assuming no major exogenous shocks 
or political disruption, economic growth is projected to be around 4.0% in 2004 (Table 5). With real 
GDP gradually reaching the pre-crisis level, excess production capacities in the real sector are 
likely to be exhausted. The Government has formed a task force to recommend measures to 
strengthen the investment climate. However, the measures taken so far may only help alleviate 
some short-term constraints, while a more sustainable impact would depend on resolving the 
structural issues that have held back long-term investments. Strengthening  the legal and judicial 
system, simplifying the regulatory framework to address corruption, and improving the policy 
environment especially at the local level will be critical for improving business confidence.  
 
B. Fiscal Developments 

26. The 2004 budget proposal envisages a fiscal deficit target of 1.4% of GDP, with revenue 
projected to fall by 1.1% of GDP due to a decline in oil and gas revenues and expenditures 
projected to decline by 1.7% of GDP. The reduction in expenditures will come from lower spending 
on oil subsidies and elimination of fuel subsidies, except on household kerosene. However, as the 
Government is not likely to make any unpopular increases in administered prices close to the 2004 
elections, other measures may be necessary to reduce deficit in 2004.  
 
27. A key internal challenge is how to effectively allocate revenues and expenditures as part of 
the ongoing fiscal decentralization process.  MOF, through the Directorate General of Fiscal 
Balance, is responsible for establishing on-lending policies and mechanisms for channeling 
development expenditures from central to regional governments. Delays in finalizing such policies 
and mechanisms have affected the pace of external assistance for development projects at 
regional government level. While MOF issued Decree No. 35 setting out the broad policy contours 
in this area in January 2003, this Decree needs to be revised in order to further streamline the on-
lending procedures. Sustained progress in decentralization calls for sound coordination between 
MOF and the Ministry of Home Affairs, which is responsible for institutional and capacity building at 
the local levels.      
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28. Besides the complications of implementing the fiscal devolution process, revenues and 
expenditures over 2003 and 2004 remain vulnerable to changes in several important parameters, 
including stability of oil prices, the exchange rate, inflation and SOE privatization proceeds, which 
are estimated at Rp8 trillion in 2003. Another key challenge pertains to the management of public 
debt in the post-IMF program phase. In the absence of further debt rescheduling under the Paris 
Club umbrella, the Government needs to raise greater financing from domestic sources to finance 
the deficit in 2004 and beyond.  
   
C. Monetary and Price Developments 

29. Containing inflation and maintaining exchange rate stability will continue to be key 
challenges, requiring prudent monetary management and sound development of financial markets 
(Box 1).  Lower interest rates and limited appreciation of the rupiah would be helpful to exports, 
investments, and economic activity in the real sector. Balancing these instruments is a significant 
policy challenge. Given the significant reduction in the BI reference interest rate in 2003 and the 
narrowing of the differential between domestic and overseas interest rates, there may be no scope 
for further interest rate reductions if the recent gains in inflation are to be preserved. Developing 
the real sector will be much aided by improved intermediation function of the commercial banks. 
From January to June 2003, the supply of credit, mainly to consumers and small and medium 
scale entrepreneurs rose 23.4% compared to the same period last year, while rupiah and foreign 
exchange deposits held by commercial banks rose 5.4% during this period. However, in recent 
months, the major commercial banks have been improving their liquidity position through 
structuring sales of their holdings of Government bonds through mutual funds vehicles. While 
credit expansion is vital for real sector development, it is imperative on BI to closely monitor the 
emerging trends in the quality of loans extended. 
 
30. Good progress has been made by the Indonesian Bank Restructuring Agency (IBRA) in the 
divestment of its assets (Box 1), leading to its planned closure in February 2004. The Government 
has divested 20% of its shareholdings in Bank Mandiri, and plans are underway to launch an initial 
public offering for Bank Rakyat Indonesia and Bank Nasional Indonesia. The Government has also 
instituted measures for improving the governance of state owned commercial banks, including 
appointment of additional independent commissioners to the board of directors and formulation of 
corrective action plans to remedy the problems identified in their audits. The Government is also 
finalizing a financial sector safety net plan, anchored around the introduction of a deposit insurance 
scheme and the establishment of an integrated financial supervisory authority (OJK). However, 
concerns prevail over the prospects for further progress in these areas in 2004 in light of the 
elections.  
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9  InfoBank, no. 291, July 2003, p.14 

Box 1:  Growth and Diversification of Financial Markets 
 
Good progress has been achieved in financial sector reform over the last few years. Yet, given the complexity of the 

reform process, vulnerabilities remain. Indonesian banks have managed to progressively reduce the non-performing 
loans (NPLs) to 8.3% at the end of 2002 from over 48% at the end of 1998. But, of the 18 largest banks that account for 
close to 80% of the total banking sector assets, 11 banks exceeded the 5% NPL benchmark set by Bank Indonesia (BI). 
While there may be adequate quantitative provisioning, the quality of assets in the state owned commercial banks calls 
for significant caution. More than 10 banks are under BI’s intensive supervision due to high NPLs and critical operational 
weaknesses.9 The Capital Adequacy Ratio (CAR) for nearly 150 reporting banks in the third quarter of 2002 was just over 
23%, significantly higher than the minimum of 8% required. However, the high CAR may not be a particular source of 
strength in the Indonesian context, given the large holdings of Government bonds in the banking system.  

 
The Indonesian Bank Restructuring Agency (IBRA) has achieved good progress in asset recovery and divestment of 

its ownership in banks. As of mid-2003, it had recovered about Rp110 trillion in cash. Its bank divestment program has 
been quite positive, with the sale of majority stakes in Bank Danamon, Bank Niaga and Bank Central Asia through 
competitive and transparent tender processes. Progress is underway with regard to the sale of Bank Lippo, Bank 
International Indonesia and Bank Permata, which are expected to be completed before the expected closure of IBRA in 
February 2004.  With regard to the divestment of Government shares in state owend commercial banks, the initial public 
offering (IPO) for Bank Mandiri was concluded successfully in July 2003 resulting in a sale of 20% of Government 
ownership. An IPO is planned for Bank Rakyat Indonesia in 2003 and for Bank Nasional Indonesia in 2004. However, 
there is concern that privatizing state owned banks will make only limited progress in light of the 2004 elections.  Another 
key challenge will be to strengthen the corporate governance of state owned banks in a concerted manner. Despite the 
cleaning up and restructuring of banks, growth in bank credit remains slow. Outstanding bank credit rose by 23.3% during 
January-May 2003 compared with the same period in 2002 helping raise overall loan-to-deposit ratio for the banking 
system from 37.6% in January 2002 to 45.4% in April 2003 - still below pre-crisis levels. At the same time, the level of 
liquidity has been increasing in the system, prompting concerns that the quality of credit growth needs to be closely 
monitored. For instance, the top 10 banks have increased their holdings of short-term liquid assets by 42% to Rp179 
trillion from December 2002 to June 2003. While growth in lending is yet to pick up, some banks have been aggressive in 
their lending in recent months. 

 
Several reform measures are underway in the non-bank financial sector. The Government enacted Act 24/2002 to 

introduce an active, broad, and efficient government securities market and to help strengthen BI’s open market 
operations. The Government will guarantee all debt and interest payments making government securities risk free 
instruments. In October 2002, two months after the act became effective, BI acting as the Government’s agent auctioned 
new bonds for Rp2 trillion with 8 years maturity. Regular ongoing auctions are planned. Under the Act, the legislature 
must authorize approval of such debt instruments and will monitor its use in the accountability report of the Government.  

 
In 2003, performance of the Jakarta Stock Exchange (JSX) has continued to be better than those in other Asian 

countries.   Investments in mutual funds increased from Rp8 trillion in 2001 and Rp46 trillion in 2002 to Rp61 trillion in 
April 2003. A significant part of the funds, 77% of the total in April 2003, was, however, invested in Government 
recapitalization bonds and does not provide for investment spending by industries.  

 
Mergers and acquisitions might become necessary for some insurance companies owing to lack of capital and limited 

market shares. This year, the Government is expected to revoke MOF Ministerial Decree No. 481/1999 on insurance 
companies and replace it with a new decree stipulating a significantly higher risk based capital (RBC) ratio of 120% with 
effect from 2004. 30 out of 103 general insurance companies had RBC below 120% at the end of 2002. During 2002, total 
capital in the sector grew around 2% and their total assets were 6% higher than in 2001. The situation changed in early 
2003 when only 13 out of 97 companies had RBC below 100%, the current requirement, after 7 companies facing several 
problems were ordered to discontinue their operations. There is greater competition from foreign insurance companies 
with better networking, technology, and financial and human capital. 

 
The Government has submitted a law for a consolidated regulatory and supervisory agency for the financial sector, 

the Financial Services Authority (OJK). The establishment of OJK was mandated by law 23/1999 on Bank Indonesia, 
although the timing of implementation is yet to be determined. As part of the Government’s overall effort to have in place 
a sound financial safety net, planning for a self-funding deposit insurance protection scheme is also underway. This is 
expected to play an important role as the present blanket deposit guarantee by the Government will be progressively 
phased out. 
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D. Balance of Payments 

31. Indonesia has maintained a current account surplus since 1998, although the size of the 
surplus is expected to decline in 2003 over the previous years. Total merchandise exports 
increased by 10.5% year-on-year by the end of June 2003, reaching $30.4 billion, while imports 
grew at 16.8% to $16.3 billion over the same period.  
 
32. While the increasing trend in the prices of Indonesia’s principal agricultural exports and the 
relatively high oil prices can help offset the slower growth in export volumes, exports are likely to 
face stiffer regional and global competition. Recent moves to increase minimum wages and 
uncertainties over the enforcement of labor regulations threaten Indonesia’s competitiveness. 
Prospects for invisibles appear to be better. While tourism receipts and workers’ remittances are 
expected to decline in 2003, they should strengthen in 2004 in the absence of further shocks. On 
balance, the current account as a proportion of GDP is expected to weaken in the near term, but 
could strengthen as international markets recover further in 2004. The economy recorded capital 
account surplus in the first quarter of 2003  reflecting inflows from asset sales. Foreign exchange 
reserves reached $34.1 billion, equivalent to 6-7 months of imports and 3-month short-term foreign 
debt repayment, in the second week of June 2003.  
 
33. The Government announced on 28 July 2003 its decision not to seek a new financial 
arrangement with the IMF, when the current  EFF expires at the end of 2003. Indonesia is the last 
country affected by the Asian economic crisis to exit from an IMF monitored recovery program. In 
order to bridge the likely “credibility gap” that may emerge following such an exit and to provide 
comfort to investors that the reforms adopted earlier would continue, the Government announced 
an Exit Program on 15 September 2003 (Box 2).10 The Government’s gross financing needs are 
estimated at $9.8 billion in 2004. It anticipates FDI to the tune of $2.5 billion and loan 
disbursements of around $5.5 billion, besides utilizing around $1.8 billion from its foreign exchange 
reserves. The policy package outlined in the Exit Program provides a number of critical 
benchmarks against which overall macroeconomic performance will be assessed for the remainder 
of 2003 and 2004. 
    

 

 

                                                 
10 This Program , until its approval by the President of Indonesia through Presidential Instruction No.5, dated 15 

September 2003, was referred to as the “White Paper” during its formulation. 



14 

Box 2. Budgetary Stability and Structural Reforms in 2004 and Beyond 
 
The Government of Indonesia’s decision on 28 July 2003 not to seek new a new financing arrangement when the current 
Extended Fund Facility (EFF) expires at the end of 2003 will have consequences on the state budget, the size of the deficit, 
available financing, and credibility of Government policies from 2004 and onwards. A successful, smooth transition to a post-
EFF environment will enhance Indonesia’s credibility and provide confidence in a self-directed and designed reform 
program. The Exit Program approved by the President of Indonesia through Presidential Instruction No.5 on 15 September 
2003 aims to fill the “credibility gap” that may emerge from the IMF program. It is ambitious in its coverage, aiming to 
introduce and/or implement well over 200 major and minor policy, institutional, legal and regulatory measures. The Program 
has generally been well received, although its depth and breadth will require significant human as well as financial resources 
to ensure satisfactory implementation. It focuses on 3 key areas: 
 
Part 1 - Maintaining macroeconomic stability: The Program aims to: (i) gradually reduce the budget deficit, to achieve a 
balanced budget by 2006; (ii) strengthen the national tax system and customs administration to enhance revenues; (iii) 
adopt measures to enhance efficiency of public expenditures; (iv) progress on the decentralization agenda; (v) reduce 
inflation; (vi) maintain exchange rate stability; and (vii) maintain adequate foreign reserves. 
 
Part 2 – Restructuring and Reforming the Financial Sector: The Program aims at: (i) establishing a sound financial 
safety net including the development of a deposit insurance facility; (ii) establishing an integrated Financial Services 
Authority, or the OJK; (iii) completing the banking sector restructuring process; (iv) strengthening overall financial 
governance, through measures for anti-money laundering (AML); (v) improving the performance of capital markets and their 
oversight; (vi) consolidating pens ion and insurance sectors; (vii) strengthening the efficiency and governance of state-owned 
enterprises (SOEs); and (viii) developing financial management norms. 
 
Part 3 – Increasing Investment, Exports and Employment: This diverse, yet most ambitious, part of the Program aims at 
a range of measures to: (i) enhance public-private sector dialogue to identify and alleviate constraints faced by businesses; 
(ii) improve investment and trade policies; (iii) increase investments in infrastructure in electricity, transport, 
telecommunications and water resources; (iv) enhance transparency in the provision of public services; and (v) promote 
employment opportunities. 
 
In 2004, without the Paris Club rescheduling, there would be an additional $2.7 billion debt servicing need or the financing 
gap.  The gap represents 7.0% of expected revenues or expenses in 2003. It can be financed through improved tax 
collections, privatization and sale of assets, quick disbursing loans from multilateral institutions and issue of government 
bonds. 
 
• Tax Effort:  Overall tax collection has improved only in a moderate manner in the last few years, relative to GDP. 
This ratio was 11% in 2000, moving up to 12-13% in 2001-2002. However, this was much lower than that for Thailand and 
Philippines (18-19%), Singapore (16-17%) and even Indonesia before the financial crisis (16.5% in 1997). With such a 
record, it not unreasonable to achieve higher tax ratios that could yield substantial additional revenues. A one-half 
percentage point increase, for instance, from 13% to 13.5% GDP could increase by $1.1 billion, although any increase in 
taxes may be difficult to accomplish before the elections.  

 
• Privatization: For the past two years, privatization and sales of assets contributed Rp7-8 trillion or close to $1 
billion. There are 30 companies presently under consideration for privatization, including sale of both majority and minority 
stakes. For 2003, the target in the State Budget for privatization revenues is Rp8 trillion. The 2004 plan follows the Master 
Plan issued by the Ministry of State Owned Enterprises in February 2002, targeting the privatization of a majority of SOEs 
by December 2006. To achieve this target an aggressive and continuous privatization program is necessary over a five-
year time frame; the program must result in excess of 80 privatizations involving sale of majority ownership. This is no 
mean task, even in a sound political environment.  

 
• Sale of Bonds:  The Government can sell bonds denominated in foreign currency as well as in rupiah. In April 2003 
the Government successfully completed a Rp2.7 trillion government bond issue. The eight-year bonds have a 12% 
coupon. The issue was nearly three times oversubscribed and active trading in the secondary market has seen the 
securities trading at a premium. The Government plans to issue a total Rp7.7 trillion throughout 2003 with the proceeds 
largely applied to redemption of maturing bonds from the bank recapitalization program. With such positive response, the 
market might be able to abs orb another Rp4-8 trillion ($0.5-0.9 billion) Government bonds in 2004. 

 
• Quick Disbursing External Assistance: The Government has indicated that it will seek quick disbursing loans from 
external agencies  to accelerate its reform program, meeting already agreed targets and setting new ones, within the 
broader framework of the IMF Exit Program.  
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III. RISKS AND UNCERTAINTIES 

34. A number of domestic, regional and global events have shaped recent economic 
developments in Indonesia, and they are likely to determine economic prospects in the immediate 
short term. While the indirect impact of a weaker global economy is difficult to foresee, the 
immediate economic impacts have been moderate, particularly relative to other regional 
economies. In the uncertainty preceding the war in Iraq, oil prices increased sharply by almost 
50% from early December 2002. Following the end of hostilities, prices have returned to prewar 
levels (approximately $24/barrel). As a net oil exporter, Indonesia benefits from higher oil prices 
through increased export receipts and increased government revenues (net of fuel subsidy 
payments). For instance, the net effect of 10% increase in oil price is an improvement in the 
budget balance by 0.2% of the GDP (Rp4.0 trillion). However, war-related price volatility is a 
transitory phenomenon with limited sustainable benefits. In fact, the negative effects of such 
external events on export prospects, tourism receipts, and aggregate demand are likely to offset 
any short term budgetary benefits. While SARS had a temporary effect on tourism, it does not 
appear to have persisted beyond April 2003. However, the Government’s stipulation on companies 
to stop sending workers abroad until further notice might have reduced potential remittances.  
 
35. The recent resumption of hostilities in Aceh and the Marriott Hotel terror attack in Jakarta in 
August 2003 have provided powerful reminders that security is fragile and remains a serious 
concern to economic development. The signing of a peace accord for Aceh in early December 
2002 was expected to bring about the conditions to allow this prosperous region to meet its 
potential, with positive spillovers to neighboring regions and the country as a whole. This has now 
been delayed indefinitely. By June 2003, hundreds of school and other public buildings had been 
burned and more than 25,000 people left homeless, at least temporarily. The Government 
restricted travel to the region after security forces killed a foreign tourist in Aceh, greatly restricting 
the ability of foreign NGOs to provide humanitarian assistance. The fighting in Aceh has 
overshadowed progress in easing security concerns in the Moluccas, Kalimantan, and Bali. While 
the Government has launched serious security efforts following the terrorist attacks, there are 
continuing investor concerns. 
 
36. The parliamentary and presidential elections scheduled for 2004 are expected to involve an 
increasingly politicized debate on economic and social policies, making it harder to act on sensitive 
issues such as privatization or increases in administered prices. In early 2003, the Government 
faced vocal opposition to planned increases in administered prices—for petroleum products, 
electricity, and telephone services—that had been agreed upon with Parliament.  Nevertheless, 
there seems to be an increasing awareness of the importance of prudent macroeconomic and 
fiscal policy and it is likely that policies in this area will be implemented as planned. 
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STATISTICAL TABLES 
 

Table A.1. Key Economic Indicators 
 

Sector 1998 1999 2000 2001 2002

Output and Growth (constant 1993 prices,%)a     
GDP Growth (13.1) 0.8 4.8 3.3 3.7
Agriculture (1.3) 2.7 1.1 0.7 2.3
Industry (14.0) 2.2 5.6 3.3 3.7
Services (16.5) (1.4) 5.6 4.4 4.4

      
Saving and Investment (current prices,% of GDP)b 

Gross National Saving 26.5 20.2 25.1 24.9 21.1
Gross Domestic Investment 16.8 12.2 15.8 17.5 14.3

      
Money and Inflation (annual% change)c      

Money Supply (M2) 62.3 11.9 15.6 13.0 4.7
Consumer Price Index (end of period) 77.6 1.9 9.3 12.5 10.0

      
Government Finance (end of period)d      

Revenue and Grants (Rp trillion) 120.0 152.4 204.9 300.1 336.2
Expenditure 129.1 185.9 220.9 327.1 370.6
Overall Fiscal Surplus/Deficit (9.0) (33.5) (16.0) (27.0) (34.4)
Overall Fiscal Surplus/Deficit (% of GDP) (1.7) (2.5) (1.2) (3.7) (1.6)

      
Balance of Paymentsc      

Merchandise Trade Balance (% of GDP) 18.9 14.6 15.7 15.5 12.4
Current Account Balance (% of GDP) 4.2 4.1 5.0 4.7 3.9
Exports (annual growth,%) (10.5) 1.7 27.6 (12.3) (1.1)
Imports (annual growth,%) (30.9) (4.2) 31.9 (14.1) (0.4)

      
External Payments Indicatorsa      

Gross Official Reserves ($ million) 23,762 27,054 29,394 28,016 31,571
Average Exchange Rate (Rp/$)c 8,025 7,100 9,595 10,400 8,940
GDP (current prices, Rp trillion) 955.8 1,112.1 1,287.8 1,449.4 1,610.0
Population (million) 198 201 206 209 212
Per capita GDP (current prices, $) 601.5 779.3 651.5 666.8 849.5
Annual Population Growth (%)e 1.3 1.5 2.5 1.5 1.4

Source:       
a. Center Bureau of Statistics.   
b. Staff calculations.      
c. Bank of Indonesia (fiscal year).    
d. Ministry of Finance, Bank of Indonesia (fiscal year), 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) 
 

 
 

Table A.3a: Gross Domestic Product by Expenditure 
(current prices, Rp billion) 

            
Sector 1998 1999 2000 2001 2002
       

Agriculture, Livestock, Forestry, and Fishery  172,828 215,687 217,898 246,298 281,325

Mining and Quarrying 120,329 109,925 175,263 191,762 191,827

Manufacturing, Industry  238,897 285,874 314,918 362,031 402,601

Electricity, Gas, and Clean Water 11,283 13,429 16,519 21,184 29,101

Construction 61,762 67,616 76,573 85,263 92,366

Trade, and Hotel and Restaurant 146,740 175,835 199,110 234,263 258,869

Transport and Communication 51,937 55,190 62,306 75,796 97,344
 
Financial, Ownership, and Business Services 69,892 71,220 80,460 91,438 105,622

Other Services (generally government) 82,087 104,955 121,871 141,362 150,957

Gross Domestic Product 955,755 1,099,731 1,264,919 1,449,398 1,610,012
      
Source: Bank of Indonesia.      
      

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

      
            

Sector 1998 1999 2000 2001 2002
             

Agriculture, Livestock, Forestry and Fishery  63,610 65,339 66,080 66,510 68,751

Mining and Quarrying 37,474 36,572 38,730 38,490 39,052

Manufacturing Industry  95,321 98,949 105,100 109,640 112,827

Electricity, Gas and Clean Water 5,646 6,113 6,650 7,210 7,639

Construction 22,465 22,826 23,250 24,160 25,113

Trade, Hotel and Restaurant 60,131 60,195 63,440 66,690 69,336

Transport and Communication 26,975 26,772 29,290 31,490 33,775
 
Financial, Ownership and Business Services 28,279 26,148 27,390 28,200 29,281

Other Services  (generally government) 36,475 37,184 38,000 38,740 39,257

Gross Domestic Product 376,375 379,558 397,930 411,132 425,018
 
Source: Bank of Indonesia. 
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Source: Bank of Indonesia 
 

            
Type of Expenditure 1998 1999 2000 2001 2002

       
Private Consumption Expenditure 647,824 813,183 850,818 975,731 1,137,763

General Government Consumption 
Expenditure  54,416 72,631 90,780 113,416 132,219

Gross Domestic Fixed Capital Formation 243,043 240,322 275,881 316,179 325,334

Change in Stock (82,716) (105,063) (72,236) (63,262) (95,614)

Export of Goods and Services 506,245 390,560 542,992 612,482 569.942

Less Import of Goods and Services 413,058 301,654 423,318 505.128 459,631

Gross Domestic Product 955,754 1,109,980 1,264,919 1,449,398 1,610,012

Net Factor Income (53,894) (78,897) (92,162) (58,079) (77,816)

Gross National Product 901,860 1,031,083 1,147,331 1,287,424 1,380,509
Source: Bank of Indonesia.      
      
      

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

      
           

Type of Expenditure 1998 1999 2000 2001 2002
            

Private Consumption Expenditure 267,913 272,100 276,377 288,510 302,140

General Government Consumption 
Expenditure  26,828 27,014 28,768 31,352 35,363

Gross Domestic Fixed Capital Formation 90,071 75,500 89,388 96,244 96,058

Change in Stock (11,066) (8,600) (13,794.2) (15,908) (25,741)

Export of Goods and Services 134,707 92,124 116,194 118,377 116,907

Less Import of Goods and Services 132,401 78,546 98,917 106,884 97,985

Gross Domestic Product 376,052 379,592 398,016 411,691 426,741

Net Factor Income (27,965) (22,145) (25,387) (26,005) (26,696)

Gross National Product 348,086 357,446 372,629 385,685 400,045
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Table A.4: Government Finance  
(Rp trillion) 

 
 
Item 

 
2001 

 

 
2002 

 

 
2003 

 
Total Revenues and Grants 299.7 300.1 336.2 
Domestic Revenues 299.7 300.1 336.2 
Tax Revenues 186.1 211.0 254.2 
   Domestic Taxes 176.5 200.3 241.7 
      Income Tax 95.0 101.7 121.0 
      Oil and Gas 23.1 17.2 14.8 
      Value-Added Tax 55.9 84.5 80.8 
      International Trade Taxes 9.6 10.6 12.4 
Nontax Revenues 113.6 88.9 82.1 
   Natural Resources 85.6 65.0 59.4 
      Oil 59.4 48.8 40.0 
      Gas 21.5 10.9 16.3 
       Profit Transfer from State-Owned Enterprises 8.8 10.3 10.4 
Expenditures 334.0 327.1 370.6 
Central Government Expenditures 252.9 228.6 253.8 
Current Expenditures 217.8 188.5 188.6 
      Personnel Expenditures 38.4 39.5 50.3 
      Material Expenditures 9.3 11.0 15.5 
      Interest Payments 87.1 90.1 82.0 
      Domestic Interest 58.2 64.4 55.2 
      External Interest 28.9 25.7 26.8 
      Subsidies 77.5 31.2 25.5 
      Petroleum Subsidy 68.4 8.8 13.2 
      Non-Petroleum Subsidy 9.1 22.4 12.3 
 Development Expenditures and Net Lending 35.1 40.2 65.2 
      Rupiah Financing 20.6 27.6 46.3 
      Project Financing with Foreign Loans 14.5 12.5 18.9 
Balanced Funds (funds to regions) 81.1 94.7 107.5 
       Revenue Sharing 20.0 24.9 27.9 
       General Allocation Fund 60.3 63.2 77.0 
Primary Balance 52.9 48.1 47.6 
Overall Balance  (34.3) (27.0) (34.5) 
Financing  34.3 27.0 34.5 
  Domestic Financing (net) 29.3 19.7 22.5 
     Domestic Nonbank Financing 33.0 25.2 14.0 
     Privatization Proceeds 3.5 7.6 8.0 
     Asset Recovery 29.6 19.6 18.0 
  Foreign Financing (net) 4.9 7.3 12.0 
 
Note:  2001and 2002 actual revenue and expenditures. 2003: 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  1998 1999 2000 2001 2002
           
Net Foreign Assets 141,677 129,096 210,733 233,975 250,696
Net Domestic Assets  
   Domestic Credit 
     Government (net) (28,030) 397,257 520,317 529,706 510,351
     State Enterprises 27,001 18,862 14,357 18,337 22,889
     Nonstate Sectors 513,645 233,714 280,566 310,816 366,407
   Other Items (net) (88,531) (132,724) (278,945) (248,781) (266,435)
      
Money Supply (M2) 577,381 646,205 747,028 844,053 883,908
Money Supply (M1) 101,197 124,633 162,186 177,731 191,939

Rupiah Liquidity 
   Currency in Circulation  41,394 58,353 72,371 76,342 80,686
   Deposits 
     Demand Deposits 59,803 66,280 89,815 101,389 111,253

     Other Deposits  
     (incl. import 
guarantees) (2,417) (1,658) (4,783) (7,966) (5075)

   Foreign Currency Deposits 117,478 112,841 139,999 154,640 140,336
 
Source: Bank of Indonesia, Indonesian Financial Statistics, June 2003. 
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Table A.6a: Consumer Price Indexes 
(end of the year, %) 

 

Item 1998 1999 2000 2001 2002 

General Index 198.64 202.45 221.37 249.15 274.13 
Food and Food Services 263.22 249.54 259.53 290.74 317.29 
Prepared Food, Beverages, Tobacco 
Products 

211.58 219.20 243.49 278.75 304.35 

Housing 159.03 166.77 183.61 208.57 235.08 
Clothing 219.71 233.21 256.98 277.90 285.38 
Pharmaceutical Products and Medical                       
        Services 

212.54 220.37 241.46 262.99 277.79 

Education, Recreation, Sports 161.84 170.44 200.28 224.12 248.43 
Transportation and Communication 163.70 172.20 194.00 221.47 255.85 
      
Source: Central Bureau of Statistics.      
 

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

 

Item 1998 1999 2000 2001 2002 

General Index 77.63 1.92 9.35 12.55 10.03 
Food and Food Services 118.37 (5.20) 4.00 12.03 9.13 
Prepared Food, Beverages Tobacco 
Products 

94.32 3.60 11.08 14.48 9.18 

Housing 47.47 4.87 10.10 13.59 12.71 
Clothing 98.69 6.14 10.19 8.14 2.69 
Pharmaceutical Products and Medical 
Services 

86.14 3.68 9.57 8.92 5.63 

Education Recreation Sports 38.01 5.31 17.51 11.90 10.85 
Transportation and Communication 55.55 5.19 12.66 14.16 15.52 
      
Source: Central Bureau of Statistics.      
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Table A.7. Balance of Payments 
($ million) 

 
                    

 Item  1995 1996 1997 1998 1999 2000 2001 2002
                 

         
Current Account  -8,796 -7,801 -5,001 4,097 5,783 7,991 6,900 7,262

   Merchandise Trade Balance  
 4,497 5,948       10,074       18,429 20,641       25,041 22,694 23,147

 
   
 Exports, FOB (BPS data) 

 
45,418 49,815 53,444 48,848 48,665 62,124 55,858 56,496

     Nonoil and Gas   34,954 38,021 44,576 42,951 40,987 50,341 44,354 44,459
  Imports, FOB  -40,921 -44,240 -46,223 -31,942 -30,600 -40,367 -30,723 -30,729
        Nonoil and Gas   -37,718 -39,870 -41,447 -29,087 -26,633 -34,378 -28,961 -24,642
   Service (net)  -13,293 -13,749 -15,075 -14,332 -14,859 -17,050 -15,827 -15,885
Capital Transaction  10,589 10,989 2,542 -3,875 -4,569 -6,773 -8,493 -2,704
   Official Capital (net)  336 -522 2,880 9,971 5,353 3,217 -741 0
     Inflows  5,785 5,693 7,594 13,736 9,423 7,490 5,738 2,307
        IGGI/CGI  5,627 5,055 4,538 2,788 2,408 2,420 1963 2,307
        Non-IGGI/CGI-680  158 638 3,056 10,948 7,015 5,070 3,775 0
      Debt Repayments  -5,449 -6,215 -4,714 -3,765 -4,070 -4,272 -6476 -3,692
   Private Capital (net)  10,253 11,511 -338 -13,846 -9,922 -9,990 -8,252 -2,510
    Direct Investment  4,346 6,194 4,677 -356 -2,745 -4,551 -5,877 -1,522
    Others  5,907 5,317 -5,015 -13,490 -7,177 -5,439 -2,375 -990

Total   1,793 3,188 -2,459 222 1,213 1,219 -092 4,558
Errors and Omissions (net)  -2,313 1,264 -1,651 2,122 2,079 3,823 714 0
Official Reserves  a  520 -4,451 4,110 -2,344 -3,292 -5,042 1,378 4,558
Note:  

BPS = Central Bureau of Statistics  

FOB = Free on board 

IGGI = Inter-governmental group for Indonesia (became CGI) 

    CGI = Consultative group on Indonesia 
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Table A.8a. Government’s and State Enterprises’ External Debt Outstanding 
 (million $) 

 
            

Public sector 1998 1999 2000 2001 2002 a 
            

Commercial 2,375 2,387 2,397 2,327 2,339 

Noncommercial ODA 48,427 56,453 56,151 51,749 54,849 

Noncommercial, Non-ODA 16,519 16,880 16,342 15,576 16,569 
Subtotal Commercial and Noncommercial 67,321 75,720 74,890 70,665 73,757 
Dollar-Denominated External Debts (%) 37.6 37.5 39.4 41.7 40.0 

Yen-Denominated External Debts (%) 33.1 36.2 33.4 31.9 33.1 

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

External Debts Denominated in Other Currencies (%) 24.7 23.1 24.5 26.4 27.0 

State-Owned Enterprises  4,153 5,004 5,073 4,212 4,061 

Total Public Sector External Debt  71,474 80,724 79,963 73,579 77,818 
       
NA = not available 
Source: Bank of Indonesia  

 
    

 

       

       

Public sector 1998 1999 2000 2001
 

2002 
          

Government Principal 3,765 4,070 4,272 6,476 3,532 

Government Interest 2,701 3,220 3,544 2,651 1,776 

Government Subtotal 6,466 7,290 7,816 9,127 5,308 

State-Owned Enterprise (SOE) Principal 498 518 763 1,158 533 

SOE Interest 252 302 342 189 93 

SOE Subtotal 750 820 1,105 1,347 626 

Total 7,216 8,110 8,921 10,474 5,934 

Total (public plus private) 18,967 26,015 26,395 NA NA 

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