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Significant Recent Development   
Overcoming the regulatory hurdles to business 
operations remains more difficult in Indonesia than 
in many other emerging market countries. This is 
according to the World Bank’s latest, annual Doing 
Business survey (for 2012). Indonesia has slipped 
three places to 129th out of 183 countries worldwide 
compared to the previous survey in 2011. This is 
despite the authorities having made it easier to start 
a business by introducing a new, simplified 
application process. 
 

8000

8500

9000

9500
Jan.'11 Mar.11 May'11 Jul.'11 Sep.11 Nov.11

Rupiah vs. US$

 
Risk Outlook   
Boosted by high agricultural output, strong demand 
for manufactured goods and communications 
products, and retail and wholesale trade growth, 
economic growth has proven substantial in recent 
months. Real GDP rose by 6.5% year on year (y/y) in 
Q3 2011 and we believe that a similar pace of 
expansion occurred in Q4, which is higher than in 
2010. The country is not, however, completely 
insulated from the current global uncertainties and 
European turmoil. Hence, mostly as a result of the 
European debt crisis and its negative effect on 
exports, we would expect GDP growth to moderate 
in 2012 before improving again in 2013.  
 
The fast pace of Indonesian growth is unlikely to 
diminish to any great extent, though, particularly as 
the Bank Indonesia (BI, central bank) has been able 
to reduce its interest rates in the wake of lower 
inflation. The BI’s benchmark interest rate was 
reduced by 50 basis points to 6% in November as 
consumer price inflation dropped to 4.4% in 
October. Inflation is toward the lower end of the BI’s 
2011 target of 5% +/- 1 percentage point (i.e. 4-6%) 
and we anticipate further positive developments in 
2012 as the BI aims for a target of 4.5% +/- 1 
percentage point (i.e. 3.5-5.5%). 
 
We remain confident that consumer demand will 
stay strong in 2012, that non-traded sectors - such as 

communications - will continue to expand rapidly, 
and the tourism industry will benefit from the 
attractions of Bali and the growth in demand from 
countries such as Australia, China etc (despite the 
evident terrorism risks). Moreover, brisk investment 
growth is likely to continue as major infrastructure 
development takes place.  
 
Falling borrowing costs, supported by recent credit 
rating upgrades of Indonesia’s sovereign debt will 
attract significant inflows of foreign capital to 
support the country’s economic development. 
Fitch’s upgrade in December, to BBB- for foreign 
currency long-term senior debt with a stable 
outlook, reflects not only the country’s favourable 
economic performance but also a strengthening 
external liquidity position, low and declining public 
sector debt ratios and what are considered to be 
prudent macroeconomic policies. 
 
Our own medium risk assessment is therefore 
“stable”. However, we are somewhat concerned by 
a rise in the claims on Indonesia of European banks, 
which have built up a large presence in the Asian 
credit markets, including Indonesia. A sudden 
withdrawal could create ripple effects in terms of 
higher funding costs and a reduced supply of credit, 
as well as causing capital outflow from the bond and 
equity markets. 
 

Risk Level: Medium Risk Trend:  Stable
Annual Avg, % change 2010 2011e 2012f 2013f
Real GDP growth 6.1 6.4 5.9 6.2
- IMF 6.1 6.4 6.3 7.0
- OECD 6.1 6.3 6.1 6.5
Inflation (CPI) 5.1 5.8 6.4 5.5
- IMF 5.1 5.7 6.5 na
- OECD 5.1 5.6 5.9 4.8
Current Acc. (% GDP) 0.8 0.6 -0.1 -0.3
- IMF 0.8 0.2 -0.4 na
- OECD 0.8 0.5 -0.2 -0.3
Budget Bal. (% GDP) -0.6 -1.6 -1.5 -1.4
H ead o f  State: President Susilo  Yudhoyono
H ead o f  Go vernment: As above
R uling P arty: Coalition led by Democratic Party
N ext Elect io n: 2014 (presidential & parliamentary)
C apital C ity: Jakarta (GM T +7 hours)
C urrency: Rupiah (free float)
GD P  (USD bn) 706.7 D o ing B usiness 121
P o pulat io n (m) 231.6 C o mpet it iveness 4.38
B ank D ebt  (% GD P ) 10.0 C o rrupt io n 3.0
Eco no mic F reedo m 56.0 C o rpo rate T ax (%) 25.0
Sources: BBC, IFES Elect ion Guide, IM F, FT, M JE, OECD, The Times and;
Index of Economic Freedom (The Heritage Foundation): 0-100; 100 is best
Doing Business Ranking (World Bank): 1-183; 1 is best
Global Competit iveness Score (World Economic Forum): 0-6; 6 is best
Corrupt ion Perceptions Index (Transparency Internat ional): 0-10; 10 is best
Headline Corporate Tax Rate (Deloit te)  


