
Indonesia

Robust growth in private consumption, underpinned by easing inflation and a surge in election-
related government spending, drove better than expected economic growth in the first half of 2009. 
Fiscal stimulus measures supported growth. Net exports also contributed to the expansion as imports 
contracted faster than exports. Investment weakened. Relative to forecasts made in March this year, the 
full-year growth projections are revised up for 2009 and 2010, and inflation will likely be lower. Risks to 
the outlook include higher than expected oil prices, which would propel inflation and hurt consumption, 
and dry weather, which could damage harvests.

Updated assessment
With year-on-year GDP growth of 4.2%, Indonesia outperformed other 
major economies in Southeast Asia in the first half of 2009, mainly 
because its large domestic market and its relatively low dependence on 
external trade (exports represent about 30% of nominal GDP) provided 
some insulation from the global economic turmoil. However, the impact 
of the global financial crisis and the slump in world trade took growth 
to well below the 6.3% rate recorded in the first 6 months of both 2007 
and 2008.

Private consumption, accounting for almost 60% of GDP, grew by 
5.4% in the first half of 2009, only slightly below the year-earlier rate, 
and made the biggest contribution to GDP growth on the demand side. 
Consumption received a lift from slowing inflation, good harvests that 
supported farm incomes, and election-related spending (parliamentary 
elections were held in April and presidential elections in July). Also, the 
Government provided cash transfers to 18.5 million poor households 
in January and February and lowered some taxes as part of a fiscal 
stimulus package aimed at mitigating the impact of the global downturn. 
Nevertheless, tighter credit hurt sales of consumer durables such as 
motor vehicles. 

Government consumption soared by 18.0% during the first half 
(Figure 3.5.1), or four times as fast as a year earlier, a result of pay 
increases for civil servants, the election-related spending, and an 
improvement in the disbursement rate of budgeted outlays. Imports of 
goods and services contracted faster than exports, thereby generating 
positive net exports, which also contributed to GDP growth. This was 
in contrast to the first half of 2008, when a fall in net exports acted as a 
drag on growth. 

But investment, after growing by double-digit rates since mid-2007, 
edged up by a meager 0.9% in the first half of this year. Fixed investment 
rose by only 3.0%: investment in buildings increased by 6.3% but 
investment in machinery and equipment fell by 10.1%. Borrowing 
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for investment contracted, reflecting firms’ unwillingness to expand 
production and the tighter bank credit. 

On the production side, the services sector grew by 5.9% in 
January–June and contributed 2.6 percentage points of total growth 
(Figure 3.5.2). Continued rapid expansion of the communications 
subsector offset slowing growth in some other services. Industry grew by 
only 2.6%, with the important manufacturing subsector increasing output 
by just 1.5%, largely a consequence of weak export demand. Mining output 
(including crude oil) increased by 2.4%. Oil production rose to 957,000 
barrels a day from 846,000 barrels in the first half of 2008. Industry as a 
whole contributed 1.1 percentage points to GDP growth. 

Agriculture expanded by 3.7% in the first half and this added 
0.5 percentage points to GDP growth. Food crops performed well, but 
production increases from plantations (mainly natural rubber and 
palm oil) decelerated because of a decline in global demand. In 2008, 
agriculture expanded at the fastest rate in about one and a half decades 
(by 4.8%), in response to high prices for agricultural commodities and 
good weather. 

Falling world prices for export commodities and the slump in global 
trade pushed down merchandise exports by 27.9% in the first 6 months 
of 2009. Merchandise imports fell even more steeply, by 38.7%. Monthly 
trade data suggest that the pace of decline for exports and imports 
bottomed out during the first half (Figure 3.5.3). In particular, exports of 
primary commodities including coal, copper, and crude palm oil picked 
up in tandem with world demand and prices for these products. 

The trade surplus, against a backdrop of the steep slide in imports, 
increased by 21% in the first half of 2009 from the prior-year period and 
by nearly 60% from the second half of 2008, to $15.7 billion (Figure 3.5.4). 
The current account recorded a surplus of $6.0 billion (2.5% of GDP), 
reflecting the big trade surplus and narrower income and services 
deficits, which outweighed a decline in current transfers (including 
remittances). 

Net foreign direct investment inflows, mainly driven by investments 
in oil and gas and acquisitions in telecommunications, totaled $3.5 billion, 
about the same as in the first half of 2008. Net portfolio investment 
inflows of $3.3 billion marked a turnaround from net outflows in the first 
half of 2008, a sign of improved international investor confidence. The 
overall balance of payments recorded a surplus of about $5 billion. 

The portfolio investment outflows in 2008 were the main reason for a 
decline in Indonesia’s international reserves to $50.6 billion by October. 
By June 2009, the reserves had recovered to $57.6 billion, or 5.5 months 
of imports of goods and services and official debt service payments. The 
external situation has been further bolstered through a memberwide 
allocation by the International Monetary Fund of special drawing rights, 
of which Indonesia received $2.7 billion, as well as by currency swap 
arrangements totaling more than $30 billion. 

Inflation abated from 12.1% year on year in September 2008 to 2.7% 
in July 2009 (Figure 3.5.5), as global prices of fuel and commodities fell. 
The Government lowered the subsidized prices of fuels and reduced 
some commercial electricity tariffs. A slowing in food price inflation, 
assisted by the good harvests, was a welcome relief for the roughly half 

3.5.3 Merchandise trade growth
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3.5.4 Current account components
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3.5.2 Contributions to growth (supply)
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of the population who live on less than $2 a day. The poverty incidence 
measured by the national poverty line declined to 14.1% in March 2009 
from 15.4% in March 2008, reflecting the January–February cash transfers, 
easing food price inflation, and cuts in fuel prices.

Domestic fiscal stimulus measures and other government spending 
helped support the labor market, at least early in the year. The 
unemployment rate fell to 8.1% in February 2009 from 8.4% in August 
2008. The informal sector accounts for about 70% of the workforce and 
usually absorbs most layoffs from the formal sector. 

In the context of the slowing in economic activity and inflation, Bank 
Indonesia cut its policy interest rate by a total of 300 basis points from 
December 2008 to August 2009, to 6.5%. Commercial banks lagged in 
lowering lending rates, so that from February to May rates charged for 
working capital and investment declined by less than 60 basis points, and 
lending rates for consumption increased slightly during that time. 

Year-on-year growth in lending to businesses and individuals slowed 
during November 2008 to May 2009 from 45% and 30%, respectively, to 
16% and 22%. This deceleration reflected both lower demand for credit 
in the face of a slowing economy and still-high bank interest rates, 
and banks’ greater caution. Commercial banks’ nonperforming loans 
increased from 3.8% of the total in December 2008 to 4.5% in June 2009 
(Figure 3.5.6). Year-on-year broad money supply growth picked up from 
14.9% to 16.1% over the same period (Figure 3.5.7). 

Totaling Rp73.3 trillion or about 1.4% of GDP in 2009, the fiscal 
stimulus package consists mainly (83.7%) of tax breaks and subsidies 
that could be implemented quickly to support private consumption and 
businesses. Within the first quarter of 2009, most of this fast-disbursing 
stimulus had been implemented. The measures included waivers of 
income and value-added taxes, subsidies for cooking oil and generic 
medicines, waived import duties, a diesel subsidy, electricity discounts, 
and a credit facility for small and medium-sized enterprises. 

Nearly all the rest of the stimulus package (15.5%), is for labor-intensive 
infrastructure works involving water supply projects, low-cost housing, 
roads, and ports. It is intended that most of this part will be disbursed in 
the second half of 2009. Efforts by the Government to accelerate capital 
spending raised the disbursement rate slightly in the first half of this year 
to 23.2% of budgeted spending from 20.9% a year earlier. 

Stimulus package funds (0.8%) were also allocated to extend 
a community empowerment program, which encourages village 
participation in planning and carrying out infrastructure, education, and 
health projects.

The Government is sourcing funding for the additional expenditure, 
as well as for debt-amortization payments, from debt markets and from 
budgeted funds that were not spent in 2008. By mid-August, it had 
raised more than 80% of this year’s gross financing needs. Moreover, it 
insured itself against a worsening financing climate by securing access to 
contingency financing from development partners, which can be drawn if 
financial markets become restrictive again. 

Budget revenue in the first half of 2009 was about 14% below 
prior-year levels, mainly because of lower receipts from oil and gas, the 
tax breaks, and reduced income from value-added tax and from import 
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3.5.7 Broad money supply growth
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3.5.5 Monthly inflation
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and export duties. The fiscal deficit in 2009 is expected to widen to a 
still-manageable 2.6% of GDP. 

In line with global trends, Indonesia’s financial markets started to 
recover in March 2009. The stock market index, which dropped by 50% in 
2008 as investors moved out of emerging markets, surged by more than 
70% in the first 8 months of 2009 (Figure 3.5.8). The rupiah depreciated 
by about 15% against the US dollar in the last 3 months of 2008, then 
appreciated by 12% in the first 8 months of 2009, partly bolstered by 
confidence in macroeconomic management. 

Yields on government bonds have fallen significantly since March 
and credit default swaps are almost back to levels seen before the 
global financial crisis that erupted late last year (Figure 3.5.9). Moody’s 
raised Indonesia’s foreign and local-currency sovereign debt ratings in 
September 2009 to Ba2 from Ba3.

Prospects
Projections for 2009 and 2010 assume that the Government will 
implement major policies outlined during the election campaign, such 
as fostering infrastructure development and reforming the bureaucracy. 
The Government plans to support development of infrastructure in 
2010 through new tax incentives and expenditure of Rp93.9 trillion 
($9.4 billion). An additional fiscal stimulus package for 2010 is not 
planned, but the proposed 2010 budget provides space for further growth-
stimulating measures if required. 

As for monetary policy, the policy interest rate is assumed to remain 
around current levels until inflation picks up together with the global 
recovery, so that the authorities will likely need to start tightening 
monetary policy during 2010. The forecasts further assume that planning 
for a likely El Niño weather pattern, which could cause drier than usual 
weather and damage harvests, succeeds in preventing food prices from 
rising rapidly and in maintaining food sufficiency. 

Private consumption growth is expected to be maintained, supported 
by the easing of inflation. Confidence indexes were showing upturns at 
midyear (Figure 3.5.10). The rollout of projects under the infrastructure 
part of the stimulus package will bolster public investment. Private 
investment is expected to pick up from low levels given the solid 
economic growth, successful completion of the elections, and the 
rebound in the stock market. Banks are expected to lower their lending 
rates, too. 

Prices of several important export commodities, such as coal, 
copper, oil, and palm oil, have turned up and, as noted, the pace of 
decline in monthly exports has bottomed out. This improved outlook 
should stimulate commodity production. Furthermore, the index 
of manufacturing production has been rising since early this year 
(Figure 3.5.11). 

Taking these factors into consideration, GDP growth is forecast to 
edge up to 4.4% in the second half of 2009 relative to the first. Given that 
the economic performance has been stronger than expected in Asian 
Development Outlook 2009 (ADO 2009) in March, the full-year forecast is 
raised from 3.6% to 4.3% (Figure 3.5.12). 
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3.5.8 Stock market performance
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3.5.1 Selected economic indicators (%)

2009 2010

ADO 
2009

Update ADO 
2009

Update

GDP growth 3.6 4.3 5.0 5.4

Inflation 6.3 5.0 6.9 6.0
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(share of GDP)
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Source: Staff estimates. 

3.5.10 Consumer and business indexes
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In 2010, the expected modest rebound in global economic growth 
and stronger world financial markets are seen underpinning expansion 
in external and domestic demand (particularly some further recovery 
in investment), lifting GDP growth to 5.4%, which is also above the 
ADO 2009 forecast. The corporate tax rate is scheduled to be lowered 
by 3 percentage points to 25% next year, which should also support 
investment. GDP growth could exceed this projection if the Government 
manages to accelerate its rollout of infrastructure investment by 
addressing constraints such as legal uncertainties and land acquisition for 
projects. 

Trade surpluses are forecast to remain high, although they will 
decline in 2010 as imports pick up in tandem with economic growth. The 
income account deficit is seen widening as foreign firms that benefit from 
rising commodity prices repatriate profits. Remittances from Indonesian 
workers abroad are expected to decline moderately in 2009, but to recover 
in 2010. These factors are projected to leave the current account in surplus 
at around 2% of GDP this year and next, revised up from ADO 2009. 
The overall balance of payments is forecast to remain in surplus, partly 
a consequence of the return of portfolio inflows since global financial 
markets stabilized.

Lower than expected inflation in the first half of 2009, coupled 
with the firm rupiah and good harvests (July’s rice stocks, for example, 
stood at 2.6 million tons, or 9 months of consumption) have prompted 
a downward revision in the inflation forecast for 2009 to a year-average 
5.0%, which would be the lowest rate since 2000. Inflation is projected to 
edge up next year to about 6.0%, reflecting firming economic growth and 
higher global commodity prices. 

While the Government aims to rein in its budget deficit to 1.6% of 
GDP in 2010, a more expansionary fiscal position could be accommodated 
if the global economic recovery falls short of expectations. Central 
government debt (foreign and domestic) is estimated to decline from 33% 
of GDP in 2008 to about 31% in 2009 and to just above 30% in 2010. 

One risk to the forecasts is a much higher than expected world oil 
price. This outturn would add to the cost of the Government’s energy 
subsidies, leading to cuts in other public spending (on development and 
social support), a wider fiscal deficit, or a mixture of the two. 

The rupiah is sensitive to investor sentiment, as shown by its sharp 
depreciation in October 2008. Another bout of global risk aversion would 
undermine the currency, hurting investment and raising inflation. 

A further risk relates to the expected El Niño conditions and 
associated dry weather. An El Niño event in 1997 caused serious damage 
to crops that sent up the price of rice by 30%. Given that rice, as the 
country’s staple food, has a significant weight in the consumer price 
index, such a price rise would lift inflation and push more people into 
poverty. A serious El Niño event would also hurt rural incomes and 
spending. Finally, security issues and natural disasters are continuing 
risks. 
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3.5.11 Manufacturing production index
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