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Overview

General information Most important sectors (% of GDP, 2009)
Capital:         Jakarta Agriculture: 14 %   
Government type:  Republic Industry:       47 %     
Currency:              Indonesian rupiah (IDR)  Services:       39 %
Population:           242 million
Status:  Lower middle income country 
  (GDP/capita: US$ 2,882 in 2010)

Main import sources (2009, % of total) Main export markets (2009, % of total)
Singapore: 24.9 % Japan:  17.3 % 
China:          12.5 %                                          Singapore: 11.3 %
Japan:               8.9 %                                                USA: 10.8 %    
Malaysia: 5.8 %                                             China:  7.6 % 

Main expenses of foreign exchange  

Intermediate goods (78 %), machines & transport equipment (14 %), debt service

Main sources of foreign exchange
  
Oil & gas (18 % of total export), textiles (8 %), mining products (7 %), base metal goods (5 %), electrical appliances 
(5 %), palm oil (5 %), tourism

Key indicators

2007 2008 2009 2010* 2011**

GDP (US$ million) 432,929 510,504 540,277 700,134 806,498

Real GDP growth (%) 6.3 6.0 4.5 5.9 6.0

GDP per capita (US$) 1,845 2,149 2,249 2,882 3,284

Inflation p.a. (%) 6.3 9.9 4.8 5.3 7.0

Fiscal balance (% of GDP) -1.1 -0.6 -1.6 -1.5 -1.4

Total foreign debt (US$ million) 140,386 150,851 156,740 154,564 153,174

Foreign debt/GDP (%) 32 30 29 22 19

Foreign debt/XGS (%) 105 95 116 95 84

Short-term debt/inter. reserves (%) 65 54 49 36 31

Debt service ratio (%) 11 14 17 14 12

Current account balance 11,009 126 10,754 10,490 13,408

Current account/GDP (%) 2.5 0.0 2.0 1.5 1.7

Exchange rate to US$ (average) 9,141 9,699 10,390 9,114 8,692

International reserves (US$ million) 54,976 49,597 63,563 80,100 90,337

In months of merchandise imports 7.1 4.7 8.3 8.1 8.1

*estimate  ** forecast             Source: Economist Intelligence Unit (EIU), International Monetary Fund (IMF)



Political situation: Relatively stable

Head of state:  President Susilo Bambang Yudhoyono 
   (Democratic Party, since October 2004, re-elected for a 5-year term in July 2009)
Nature of regime: Multi-party democracy with a pro-reform government
Form of government: A coalition government consisting of 6 political parties 

Internal situation  

Susilo Bambang Yudhoyono is the first directly elected Indonesian president. In July 2009 he won a second term 
with a convincing 60 % of the votes. Before that, in the April 2009 parliamentary elections, his Democratic Party 
(DP) had tripled its support from the 2004 elections to become the largest party in the House of Representatives, 
with 20.8 % of the votes. It now controls 148 of the 560 seats, with Golkar and PDI-P controlling 106 and 94 seats 
respectively. Islamist parties performed poorly in the election.

The three main parties – DP, Golkar and PDI-P – all endorse the Pancasila-principle, and thus the secular character 
of Indonesian politics. But the influence of radical Islam on society has gradually increased. The risk of terrorist 
attacks remains, but appears to be fading, thanks to effective action by the Indonesian police. The Islamist terrorist 
organisation Jemaah Islamiah seems to have been effectively suppressed as a result of the government’s successful 
crack down on Islamic radicals following the Bali terrorist attack in October 2002.

Despite major improvements (the decade-long conflict with Aceh´s separatists has been largely resolved with a 
peace agreement), Indonesia remains vulnerable to ethnic conflicts. There are still problems with separatist move-
ments in West Papua and regular clashes between Christians and Moslems on the Moluccas and Sulawesi. Indonesia 
is also at high risk of earthquakes, tsunamis and potential bird flu outbreaks.
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Internal economic situation: Rapid recovery
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General situation  

As the economy is not greatly dependent on exports, with domestic consumption accounting for about 60 % of 
GDP, Indonesia weathered the global crisis relatively well. GDP grew by 4.5 % in 2009, down from 6.0 % in 2008, 
as domestic consumption picked up, with the help of a US$ 6.4 billion stimulus package. 

According to the Indonesian government, the economy grew 6.2 % year-on-year in the second quarter of 2010 and 
5.8% in the third quarter, thanks to continued strong domestic consumption, investments and a rebound of ex-
ports. After a substantial decline in 2009, due to falling commodity prices and recessions in Indonesia’s main export 
markets, exports have improved strongly in 2010. According to the Indonesian Statistics Office, total exports increa-
sed 40.4 % year-on-year between January and August, to US$ 98.7 billion, while non-oil and gas exports rose by 
as much as 36.3 %. Imports also increased markedly, resulting in a trade surplus of US$ 10.9 billion in the first eight 
months of the year. For the whole of 2010, the GDP growth forecast has been revised upwards from 5.6 % to 5.8 %.

Last year, inflation declined to 4.8 %, due to decreases in the price of commodities and staples. Consumer prices 
increased to 5.6 % year-on-year in October 2010, and are forecast to be 5.3 % for the whole year.

The exchange rate of the rupiah has been very volatile over the last five years – and under serious pressure in 2008 
and the first half of 2009 – but has strengthened again since then.

Economic policy 

In March 2009, the government launched a stimulus package worth US$ 6.3 billion, including tax incentives for 
companies and individuals (US$ 4.8 billion), cuts in fuel and electricity prices (US$ 400 million) and infrastructure 
spending (US$ 1 billion). Because of this measure and decreased tax revenues, the budget deficit increased to 
1.6 % of GDP in 2009. However, Indonesia’s good economic performance means that the 2010 budget deficit will 
be 1.5 % of GDP: lower than the 2.1 % expected at the beginning of the year. That said, in the medium term the 
government has to reduce expenditures on fuel subsidies.

Bank Indonesia has kept its benchmark interest rate stable at 6.5 % since August 2009 to support both the dome-
stic economy and the export sector, but a rate increase is foreseen at the end of this year as inflation is gradually 
rising. 

In view of the historically low levels of interest rates in most developed countries, Indonesia, like other emerging 
countries, has benefited from large short-term capital inflows (portfolio investments) since 2009. Last year 
Indonesia’s stock market index was up 85 % – outperforming the entire Southeast Asian region – and reached a 
record high in October 2010. Authorities have become increasingly worried about the massive inflow of speculative 
capital, which is driving further appreciation of the rupiah and could harm the economy if foreign investors were 
to decide to pull out quickly. As a safeguard, Bank Indonesia introduced capital controls in July 2010, including a 
minimum holding period for central bank notes.

Business environment

Red tape, widespread corruption, a poor legal system, an inflexible labour market and poor infrastructure continue 
to limit the growth rate. During his first term, president Yudhoyono made some promising progress on economic 
reforms (including a reduction of political sensitive fuel subsidies), but other reforms, such as a reduction of other 
subsidies and labour market reform, were postponed because of popular pressure and political resistance. Despite 
Yudhoyono’s repeated promises to combat corruption, this remains widespread in society and business alike. 
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Foreign debt 

Level: Rather low, at 22 % of GDP and 95 % of exports of goods and services (XGS) in 2010
Structure: Unfavourable, 18 % short-term and 53 % bilateral in 2010
Debt service ratio: Fairly low (14 %), but rather high (33 %) when short-term debt is included

Balance of payments 

Trade balance: Structurally positive (ca. US$ 37 billion in 2010)
Current account: Structurally positive: A surplus of 1.5 % of GDP in 2010
Capital account: Positive, surplus of US$ 6 billion in 2009
Total account: Structural surpluses

International reserves 

In months of imports (cif): Comfortable for the time being: 8.1 months of import cover in 2010. An additional 
 US$ 30 billion has been secured due to the Chiang Mai initiative for swap agree-
 ments in Southeast Asia and a bilateral swap agreement with China.
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There are still too many barriers to foreign direct investment (FDI), which is severely hampered by the poor in-
frastructure and energy supply, so it is no surprise that investment in oil extraction capacity and infrastructure 
remains disappointing. Although Indonesia has made significant progress in reforming its tax system, observing in-
ternational trade rules and dealing with licences, a further improvement in the still very poor business environment 
is needed to attract more FDI.

Energy situation

Indonesia owns large oil and natural gas reserves. The country is almost self-sufficient in oil production and remains 
a net energy exporter, owing to considerable exports of liquefied natural gas. However, under-investment in oil 
exploration has resulted in decreasing oil production.

External economic situation: Strong balance of payments
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Outlook

Political situation  

President Yudhoyono´s power remains unchallenged, but his 6-party coalition will continue to lack decisiveness. 
Therefore, significant structural reforms to improve the business environment cannot be expected during his second 
term.

Internal economic situation
 
The economy has proved far more resilient to the global downturn than expected. In 2011 GDP growth is expected 
to increase slightly to 6.0 % after a 5.9 % growth rate this year, led by domestic private sector demand. Indonesia’s 
relatively low reliance on external demand means that it should be largely unaffected by a possible slowdown in 
global growth. 

The budget deficit will remain small - at 1.4 % of GDP. As inflation is expected to gradually increase, Indonesia’s 
central bank may raise interest rates in the coming months. Additionally, a further tightening of capital controls to 
counter further rupiah appreciation and reduce the current huge capital inflows to the stock exchange cannot be 
ruled out.

External economic situation  

Indonesia will keep its good solvency, comfortable liquidity and positive current account in 2010 and 2011. In order 
to secure long-term growth, more long-term foreign direct investment is needed to compensate for the shortage of 
domestic capital. This will require major improvements to Indonesia’s investment climate, to overcome shortcomings 
in the legal system, endemic corruption, and infrastructure and energy supply.
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