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Preface 

  The Indonesia Economic Quarterly (IEQ) has two main aims. First, it reports on the key 
developments over the past three months in Indonesia’s economy, and places these in a longer-
term and global context. Based on these developments, and on policy changes over the period, 
the IEQ regularly updates the outlook for Indonesia’s economy and social welfare. Second, the 
IEQ provides a more in-depth examination of selected economic and policy issues, and analysis 
of Indonesia’s medium-term development challenges. It is intended for a wide audience, 
including policy makers, business leaders, financial market participants, and the community of 
analysts and professionals engaged in Indonesia’s evolving economy.  
 

  The IEQ is a product of the World Bank’s Jakarta office and receives editorial and strategic 
guidance from an editorial board chaired by Rodrigo A. Chaves, Country Director for Indonesia. 
The report is compiled by the Macroeconomics and Fiscal Management Global Practice team, 
under the guidance of Ndiame Diop (Practice Manager), Hans Anand Beck (Acting Lead 
Economist), and Frederico Gil Sander (Lead Economist). Led by Derek H. C. Chen (Senior 
Economist and lead author), the core project team comprises Magda Adriani, Arsianti, Dwi 
Endah Abriningrum, Indira Maulani Hapsari, Ahya Ihsan, Yus Medina, Alief Aulia Rezza, Jaffar 
Al Rikabi, Dhruv Sharma, and Kelly Wyett. Administrative support is provided by Sylvia 
Njotomihardjo. Dissemination is organized by Nugroho Sunjoyo, Jerry Kurniawan, and GB 
Surya Ningnagara. Thanks to Leela Raina, Edgar Janz, Taufik Ramadhan Indrakesuma, Jonathan 
William Lain and Nathaniel P. Adams for proof-reading the report.  
 

  This edition of the IEQ also includes contributions from Christopher Juan Costain (Box 1., S&P 
upgrade), Ali Winoto Subandoro, Libby Hattersley, Samuel Thomas Clark, Emmanuel Skoufias, 
Camilla Holmemo, and John T. Giles (Part B.1, ECD); Massimiliano Cali, Taufik Hidayat, and 
Muhammad Hasmi Ash Shidqi (Part B.2, FDI), Hamidah Alatas, Ratih Dwi Rahmadanti, Daim 
Syukriyah, Bagus Arya Wirapati for their data contribution (Appendix: social indicators). The 
report also benefited from discussions with, and in-depth comments from Ekaterine T. 
Vashakmadze (Senior Country Economist, World Bank), Nikola L. Spatafora (Lead Economist, 
World Bank), Congyan Tan (Senior Economist, World Bank), Amanda Robbins and David 
Nellor (Australia Indonesia Partnership for Economic Governance). 
 

  This report is a product of the staff of the International Bank for Reconstruction and 
Development/the World Bank, supported by funding from the Australian Government under 
the Support for Enhanced Macroeconomic and Fiscal Policy Analysis (SEMEFPA) program. 
 
The findings, interpretations, and conclusions expressed in this report do not necessarily reflect 
the views of the Executive Directors of the World Bank or the Governments they represent, or 
the Australian Government. The World Bank does not guarantee the accuracy of the data 
included in this work. The boundaries, colors, denominations, and other information shown on 
any map in this work do not imply any judgment on the part of the World Bank concerning the 
legal status of any territory or the endorsement or acceptance of such boundaries. 
 
The photographs are copyright of World Bank. All rights reserved. 

For more World Bank analysis of Indonesia’s economy: 

  For information about the World Bank and its activities in Indonesia, please visit 
www.worldbank.org/id.  
 
To receive the IEQ and related publications by email, please email madriani@worldbank.org. For 
questions and comments, please email dchen2@worldbank.org. 
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Executive summary: Upgraded 
 

 
A supportive global 
environment and 
sound domestic 
fundamentals are 
supporting the 
Indonesian economy 

 A supportive global environment, coupled with sound domestic fundamentals, has 
enabled the Indonesian economy to begin 2017 on a strong footing. Real GDP 
growth has been robust and strengthening, while inflation has continued to be 
relatively low. Monetary policy has remained accommodative. At the same time, 
external balances are benign and stable. Fiscal management and credibility has 
improved, as attested by Standard and Poor’s (S&P) recent credit rating upgrade. 
 

Quarterly GDP 
growth rose on a 
rebound in 
government 
consumption and 
surging exports 

 Up from 4.9 percent year-on-year in Q4 2016, real GDP growth strengthened to 5.0 
percent in Q1 2017, lifted by a rebound in government consumption and surging 
exports. Fiscal revenues are recovering, partly due to the ongoing upturn in 
commodity prices, increasing fiscal space for government expenditures. 
Consequently, government consumption rose 2.7 percent in Q1 this year, after 
plunging 4.0 percent in Q4 2016 on the back of budget cuts in the second half of 
2016. Meanwhile, in light of stronger global economic growth and the recovery in 
world trade, growth of Indonesia’s total exports nearly doubled to 8.0 percent from 
4.2 percent in the previous quarter, following 2 years of contracting exports.  
 

Private consumption 
and investment have 
stayed robust 
 

 At the same time, private consumption growth has been robust at 5.0 percent 
supported by a stable Rupiah and muted inflation. Investment growth also 
continues to be strong at 4.8 percent on the back of the ongoing recovery in 
commodity prices, continued reforms to improve the business environment, lower 
financing rates, and better business sentiment. 
 

Inflation has picked 
up, but still remains 
low 

 With three increases in electricity tariffs in the first half of this year, year-to-date 
average monthly consumer price inflation has increased to 3.9 percent. During the 
second half of 2016, it averaged 3.2 percent year-on-year. The transitory inflationary 
effects of the higher energy costs have been partially offset by slower growth of 
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food prices. Year-on-year CPI inflation is expected to average 4.3 percent this year, 
within Bank Indonesia’s inflation target band of 3 to 5 percent. 
 

Monetary policy 
continues to be 
accommodative 

 Monetary policy has remained accommodative with the central bank keeping the 
policy rate on hold for the seventh consecutive month, after last year’s series of six 
policy rate cuts that eased a total of 150 basis points. With inflation temporarily 
elevated, real interest rates have fallen further compared to H2 2016. International 
investor appetite for Indonesian assets has been strong. The Jakarta Composite 
Index (JCI) has surged by around 8 percent thus far this year, and sovereign bonds 
yields across all tenors have fallen. Banking sector is sound with non-performing 
loans plateauing and the capital adequacy ratio remaining above the Basel III 
threshold. 
 

Current account 
deficit is projected to 
remain narrow 

 Indonesia’s current account deficit continues to be narrow at 1.0 percent of GDP, 
only slightly higher than the five-year low of 0.9 percent in Q4 2016. Exports 
increasing faster than imports, coupled with the ongoing positive terms-of-trade 
shock, account for this low figure. For 2017 as a whole, the current account deficit 
is expected to be unchanged from 2016 at 1.8 percent of GDP. 
 

Fiscal performance 
in the first half of 
2017 is strong 

 Fiscal policy in 2017 has made a strong start, with improved revenue performance 
and quality of expenditure, supporting economic growth. End of May budget 
outturns show a smaller fiscal deficit relative to the same period last year, due to 
higher revenue realizations and despite a slightly higher rate of budget execution. 
The risk of substantial budget cuts like those undertaken in 2016 is reduced, because 
of more realistic revenue targets in the 2017 Budget and stronger revenue collection 
to-date. The fiscal deficit for 2017 is expected to be at 2.6 percent of GDP. 
 

Standard and Poor’s 
upgraded 
Indonesia’s rating to 
investment grade 

 In line with Indonesia’s enhanced fiscal credibility, Standard and Poor’s (S&P) 
upgraded Indonesia’s sovereign bond rating from BB+ to BBB- on May 19, thereby 
giving Indonesia’s sovereign bonds an investment grade rating. This is a significant 
outcome for Indonesia as it is the first time in nearly 20 years since the 1998 Asian 
Financial Crisis that all three major credit rating agencies have given Indonesia’s 
bonds an investment grade. In its statement, S&P mentioned that “Indonesian 
authorities have taken effective expenditure and revenue measures to stabilize the 
country’s public finances despite the terms of trade shock.” 
 

Economic outlook is 
positive with a 
supportive global 
economy and strong 
domestic 
fundamentals 

 With a more conducive 
world economy, coupled 
with improved domestic 
fundamentals, the outlook 
for the Indonesian 
economy continues to be 
positive. Despite global 
policy uncertainty and the 
risk of increased trade 
protectionism, the world 
economy is becoming 
more supportive with 
faster economic growth, a rebound in international trade, relatively accommodative 
financial conditions, and a moderate recovery in commodity prices. Indonesia’s real 
GDP growth is projected to increase from 5.0 percent in 2016 to 5.2 percent this 
year, and further strengthen to 5.3 percent in 2018 (Table 1). Private consumption is 

Table 1: The GDP growth forecast is unchanged from 
the previous IEQ at 5.2 percent in 2017 

    2016 2017f 

Real GDP 
(Annual percent 
change) 

5.0 5.2 

Consumer price 
index 

(Annual percent 
change) 

3.5 4.3 

Current account 
balance 

(Percent of GDP) -1.8 -1.8 

Fiscal budget 
balance 

(Percent of GDP) -2.5 -2.6 
 

Source: Bank Indonesia; Central Bureau of Statistics (BPS); 
Ministry of Finance; World Bank staff calculations 
Note: 2016 actual outcome; f stands for forecast 
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forecast to advance on continued moderate inflation, a stable Rupiah, stronger 
consumer confidence and lower consumer lending rates. On the back of stronger 
fiscal revenues, the recovery in government consumption observed in the Q1 2017 
is expected to be sustained. 
 

Investment and 
exports are projected 
to pick up 

 In the baseline forecast, investment is expected to firm up due to the ongoing 
recovery in commodity prices, improved investor confidence buttressed by the S&P 
rating upgrade, and lower commercial lending rates. Exports growth is expected to 
surge this year and stay robust in 2018, lifted by stronger external demand in line 
with faster global economic growth and the rebound in global trade1.  
 

Structural reforms 
need to persist to 
enhance potential 
growth and to allow 
Indonesia to become 
even less commodity 
reliant 

 While the outlook for Indonesia’s economic growth continues to be positive, the 
projected rates of GDP growth are substantially lower than those recorded in the 
earlier part of this decade. Despite making significant progress in recent years, 
continued concerted efforts at implementing key structural reforms are required to 
further expand the economy’s potential growth and to attain higher sustained rates 
of economic growth. In particular, the ongoing recovery in global commodity prices 
is providing a non-trivial, but transitory, boost to the economy, through various 
channels including exports and fiscal revenues. These moderately higher commodity 
prices, especially those of coal, are expected to ease in 2018, weakening any support 
commodity prices may be providing to the economy. Therefore, it is crucial for 
further structural reforms to be undertaken, such as increasing the tax-to-GDP ratio 
and reducing the level of restrictiveness of the negative investment list. These, 
together with efforts to nurture alternative engines of growth, the Indonesian 
economy can become even less reliant on commodity exports. 
 

Unexpected changes 
in U.S. monetary 
policy and possible 
financial volatility 
pose downside risks 

 Risks to Indonesia’s economic growth outlook remain tilted to the downside. While 
they have subsided in recent months, global policy uncertainty and especially the 
threat of increased international protectionism continue to pose substantial 
downside risks to the nascent recovery in global trade. Geopolitical risks within the 
region and across the global are also substantial. As the U.S. Federal Reserve 
proceeds with its monetary tightening cycle, unexpected hikes in the U.S. federal 
funds policy rate could spark volatility in global financial and capital markets, 
leading to capital outflows from emerging market economies, including Indonesia. 
Such outflows could cause a rapid tightening of domestic financial conditions and 
induce volatility in the Rupiah, which would weigh on both domestic private 
consumption and investment. 
 

Domestic risks 
include adverse 
political economy 
effects 

 Regional elections will be held in 2018 and legislative and presidential elections will 
be held in 2019. As the election season draws closer, the window for enacting 
structural reforms critical to Indonesia could narrow. Political competition is likely 
to intensify, making it increasingly difficult to pass vital, but possibly unpopular 
economic reforms. Economic research suggests that political uncertainty may also 
discourage investment, in particular foreign investment. 
 
 
 
 
 

                                                      
1 World Bank (2017e). 
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This edition also includes two focus topics. The first highlights the importance of increasing investment in early childhood 
development and the benefits of multi-sectoral “convergence” approaches, along with policy recommendations. The second looks at 
how domestic investment policy can affect foreign direct investment (FDI) inflows, and how Indonesia can benefit with the removal 
of such investment restrictions. 

 
Recent Indonesian 
research highlights 
the importance of 
increasing 
investment in early 
childhood 
development and the 
benefits of multi-
sectoral 
“convergence” 
approaches 

 Stunting, low height for age, is a persistent condition in Indonesia with more than 
one-third, or close to 9 million, children under five years-old being stunted. This has 
become a national challenge with widespread consequences: Indonesia’s poor child 
nutrition and other early childhood development outcomes have long term 
implications for adult height, cognitive ability, and labor market outcomes. This 
implies that the negative impacts on inequality and growth of the stunting problem 
today will be present for years to come. A multitude of programs and services have 
been proven to improve early childhood development outcomes in Indonesia. 
However, few of these programs are integrated or implemented at sufficient scale, 
leading to suboptimal results. Successful application of a multi-sectoral convergence 
approach in Indonesia will require political commitment at the highest level and a 
coordinated response across different levels of government. Existing initiatives 
should be consolidated under a national priority program, while fiscal transfer 
instruments could be used to direct more district and village spending toward early 
childhood interventions. Better aligning results-based incentives across key 
ministries, local governments, services providers, communities and households 
would help to improve service coverage, quality, and coordination of interventions. 
Additionally, annual tracking of key outcomes like stunting would help to sustain 
public awareness and enable monitoring and program adjustment. 
 

New empirical 
results confirm 
restrictions on the 
negative investment 
list do have a 
limiting effect on 
FDI, and therefore 
reducing the number 
of DNI restrictions is 
likely to increase the 
amount of foreign 
investment 

 While Foreign Direct Investment (FDI) inflows to Indonesia have grown over the 
last 15 years, they still represent a lower share of GDP than other countries in the 
region. New analysis based on an extensive collection of investment policy data 
shows that Indonesia’s negative investment list (DNI) plays an important role in 
determining FDI. A number of DNI restrictions, including foreign equity limits, 
SMEs’ reservations, and domestic content requirements, are a significant deterrent 
to FDI. Therefore, reducing the number of restrictions in the DNI, particularly on 
foreign equity limits, reservations for SMEs and local content requirements, is likely 
to increase FDI. Ensuring consistency between local and sectoral regulations, and 
the DNI could also contribute to raising foreign investment. The evidence also 
suggests that FDI attractiveness could be increased by re-negotiating, rather than 
terminating, Bilateral Investment Treaties (BITs), as Indonesia has been doing since 
2014. Signing new Free Trade Agreements can also have a small positive impact on 
FDI, especially if they include investment-specific provisions. 
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A. Economic and fiscal update 
 

 
1. Global economic outlook 

The global outlook is 
improving with 
economic growth 
and trade showing 
positive signs 
alongside low 
financial market 
volatility  

 Global growth momentum has picked up with strengthening in major advanced 
economies such the United States, the Euro Area and Japan2, and easing domestic 
challenges among major emerging market economies, partly due to the ongoing 
recovery in commodity prices. In tandem, global trade has intensified from Q1 on 
the back of stronger global growth and the firming up of trade-intensive 
investment3. The gradual rebalancing of China’s economy to sustainable, domestic 
sources of growth continues to take place with occasional support from fiscal 
policy. Despite significant global policy uncertainty and the possibility of increased 
international trade protectionism, financial volatility remained low in in the first half 
of the year with a largely stable VIX index and an easing MOVE index. 
 

Global growth is 
expected to pick up 
in both advanced 
and emerging 
market economies  

 Global growth is expected to strengthen to 2.7 percent in 2017 and then accelerate 
to 2.9 percent in 2018-20194 (Figure 1). As with growth among advanced 
economies, growth among emerging and developing economies is expected to 
recover from the post-global financial crisis low of 3.5 percent in 2016 to 4.1 
percent in 20175. Emerging market commodity exporters, including Indonesia, are 
expected to benefit from the ongoing recovery in commodity prices, the pickup in 
aggregate demand and investment in major advanced economies, and the rebound 
in global trade. 
 

Risks to the global 
outlook center on 

 While growth in global trade is forecast to pick up from 2.5 percent to 4.0 percent 
in 2017 (Figure 2), a major risk to the outlook for global trade growth is increasing 

                                                      
2 World Bank (2017c). 
3 World Bank (2017e). 
4 ibid. 
5 ibid. 
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policy uncertainty 
and remain tilted to 
the downside  

global policy uncertainty that could lead to an increase in international trade 
protectionism. The pace of monetary policy normalization in the United States also 
poses a risk especially in terms of reversal of capital flows to emerging economies. 
At this stage, markets have priced in two further rate hikes in 2017 by the U.S. 
Federal Reserve, but this will depend on, among other things, the size of the fiscal 
expansion that the U.S. administration has been debating over the past couple of 
months. 
 

Figure 1: Global economic growth is expected to 
strengthen in 2017 and 2018 
(growth yoy, percent) 

Figure 2: Positive signs for global merchandise trade 
(growth yoy, percent) 

  
Source: World Bank 
Note: World Bank staff calculations, E = estimate and F = 
forecast 

Source: CBP World Trade Monitor; staff calculations 
 

2. A recovery in government consumption and stronger exports supported 
GDP growth in Q1 2017 

The Indonesian 
economy expanded 
5.0 percent in Q1 
2017, up from 4.9 
percent in Q4 2016 

 In line with its growth rate for the whole of 2016, Indonesia’s real GDP expanded 
5.0 percent yoy in Q1 2017, an uptick from the 4.9 percent climb in Q4 2016, but 
weaker than the consensus forecast of a 5.2 percent rise (Figure 3). A recovery in 
government consumption and stronger exports were the main drivers of the better 
GDP growth outcome. Private consumption remained resilient, despite inflationary 
pressures from administrative price hikes, while investment growth remained 
robust. 
 

Private consumption 
growth remained flat 
despite inflationary 
pressures… 

 Private consumption rose 5.0 percent yoy in Q1, the same pace as in Q4 2016 and 
consistent with its growth rate for the whole of 2016. Despite inflationary pressures 
stemming from administrative price hikes in electricity tariffs in January, March, and 
May, private consumption growth stayed flat, supported by a stable Rupiah, lower 
lending rates, and higher consumer confidence. The contributions to consumption 
growth also remained broadly unchanged, with food and beverages and transport 
and communications making up the lion’s share. Leading indicators for 
consumption signal a continued strengthening in household consumption; the 
consumer confidence index climbed to a record-high of 125.96 in May, and in line 

                                                      
6 The consumer confidence index is constructed based on data collected from the Bank Indonesia (BI) 
consumer survey, which has been conducted monthly since 1999. The survey takes samples from 18 
cities in Indonesia. The index calculated uses balanced score method (net balance +100) which 
indicates consumer optimism if the index is above 100 and consumer pessimism if the index is below 
100.  
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with the decline in lending rates, consumption credit climbed to 9.1 percent in Q1 
after growth averaged 8.0 percent in H2 2016 (Figure 4). However, retail sales 
growth registered a sharp decline, averaging only 4.6 percent year-to-date, less than 
half of the average growth of 9.5 percent in H2 2016. 

  
Figure 3: GDP growth rose in Q1 due to a recovery in 
Government consumption and improvement in 
exports  
(contributions to real GDP growth yoy, percentage points) 

Figure 4: Leading indicators signal robust 
consumption growth, despite inflationary pressures  
(growth yoy, percent, LHS; index, RHS) 

  

Source: BPS; World Bank staff calculations 
Note: * Stat. discrepancy includes changes in inventories. 

Source: BI 
Note: 2010 = 100 applies to Retail Sales Index 

 
…but Government 
consumption 
recovered 

 Government consumption rebounded, expanding 2.7 percent in Q1 from a 
contraction of 4.0 percent in Q4, the largest since Q1 2010. The negative growth in 
Q4 was also the second consecutive quarter of contraction in Government 
consumption, on the back of fiscal expenditure cuts in the second half of 2016.  
 

Investment grew at 
the same pace as the 
previous quarter 

 Lifted by the recovery in 
commodity prices, 
improved sentiment, and 
lower financing costs, 
gross fixed capital 
formation climbed 4.8 
percent year-on-year, 
unchanged from Q4 2016, 
which was the first 
increase in investment 
growth in a year. The 
increase in Q1, slightly 
higher than the 4.5 percent 
expansion in 2016, was 
supported by higher 
investment in buildings 
and structures, but 
partially offset by lower 
investment in cultivated 
biological resources and intellectual property products. Investment in vehicles 

Figure 5: Investment in buildings and structures drove 
fixed capital formation 
(contributions to real growth yoy, percentage points) 

 
Source: BPS; World Bank staff calculations 
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continued to account for a substantial contribution to overall investment growth 
(Figure 5).  
 
Supporting overall investment growth, investment credit7 growth to the business 
sector advanced in the quarter (Figure 6), in line with easing investment lending 
rates8, following the 150 basis point reduction in Bank Indonesia’s policy interest 
rate last year. Industrial production growth jumped to a 7-month high of 5.5 percent 
in March, and capacity utilization also continued to strengthen to a three-quarter 
high of 76.9 percent in Q1. The likelihood of a sustained turnaround in investment 
is also reflected by the recovery in the nominal growth of capital goods imports9, 
which turned positive for the first time in nearly five years10. The manufacturing 
Purchasing Managers’ Index (PMI)11 reached a 10-month high in April before 
slightly softening in May, signaling a continued expansion and improvement in 
business sentiment in the manufacturing sector (Figure 7). Other leading indicators 
such as cement sales and commercial vehicle sales point to a continued 
strengthening of investment. 
 

Figure 6: The modest rebound in investment growth 
is occurring in tandem with strong recoveries in 
commercial vehicle and cement sales 
(3mma growth yoy, percent, LHS; growth yoy, percent, RHS) 

Figure 7: The manufacturing sector continues to 
strengthen 
(index, LHS; growth yoy, percent, RHS) 

 
Source: BI; BPS; World Bank staff calculations 
Note: The nominal capital goods imports is measured in percent 
yoy terms. All other LHS variables are measured in 3mma percent 
yoy terms. 

Source: BPS; Nikkei/Markit 

 
                                                      
7 Investment credit is a medium/long term credit to firms to purchase capital goods and services 
required for the rehabilitation, modernization, expansion and relocation of a project or the 
establishment of a new business. 
8 From January 2016 to March 2017, investment lending rates fell 91 basis points on average. 
9 Capital goods imports are mostly machines and equipment consisting of automatic data processing 
units and machines, other machines and equipment for industry, telecommunications equipment, 
heating and cooling equipment, and pumps, processors, fans and blowers. These machines and 
equipment are used largely in the industrial sector, in which an increased demand for these goods tends 
to reflect a higher demand for investment. 
10 Badan Kebijakan Fiskal (2017). 
11 The Manufacturing Purchasing Managers’ Index is a composite index indicating the economic 
condition of the manufacturing sector. An index above 50 represents expansion of the manufacturing 
sector compared to the previous month, while an index below 50 represents a contraction in the 
manufacturing sector. An index at 50 indicates no change in the manufacturing sector. 
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Exports and imports 
surged, consistent 
with the rebound in 
global trade 

 Consistent with the rebound in global trade, growth rates for both exports and 
imports almost doubled in Q1 2017, after turning positive for the first time in two 
years in Q4 2016. Net exports contributed 0.7 percentage points to GDP growth – 
up from 0.3 percentage points in Q4 2016. The pickup in exports is in line with 
stronger global growth and increased demand for Indonesian exports. Faster growth 
of imports reflects strengthening investment through higher demand for capital 
goods imports.  
 
Most of the growth in exports is driven by non-oil and gas (non-O&G) exports, 
contributing 7.5 percentage points of total exports growth. In contrast, oil and gas 
(O&G) exports retracted 0.3 percentage point from total exports growth (Figure 8). 
As in the past four quarters, services exports contributed positively to total exports 
growth. On total imports growth, O&G imports surged, growing even faster than 
non-O&G imports (Figure 9). This substantial increase in O&G imports was partly 
attributed to the decline in domestic fuel production due to the shutdown of several 
oil refineries because of generator breakdowns and regular maintenances. 
 

Figure 8: Growth in exports was almost entirely driven 
by non-oil and gas exports... 
(contributions to real growth yoy, percentage points) 

Figure 9: …while oil and gas imports surged, and 
contributed substantially to import growth  
(contributions to real growth yoy, percentage points) 

  

Source: BPS; World Bank staff calculations Source: BPS; World Bank staff calculation 
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The service sector 
made an even larger 
contribution to GDP 
growth from the 
previous quarter 

 On the production side, all 
production sectors 
expanded in Q1, except 
for the mining and 
quarrying sector. The 
service sector contributed 
the most to growth with 
2.3 percentage points, 
followed by industry and 
agriculture, with 1.5 and 
0.9 percentage points, 
respectively (Figure 10). 
The agriculture sector 
advanced 7.1 percent, 
which was the highest 
growth rate since 2008.  
 
Within the service sector, 
wholesale and retail trade 
contributed the most, by 
0.6 percentage points, 
despite the weakening signaled in BI’s retail sales survey. Meanwhile, information 
and communications saw the fastest growth of 9.1 percent. Within industry, 
manufacturing rose 4.2 percent up from 3.4 percent in Q4, and contributed 0.9 
percentage point to GDP growth. At the same time, the mining and quarrying 
sector contracted 0.5 percent from a moderate 1.6 percent growth in Q4. 

Figure 10: The service sector continued to drive GDP 
growth 
(contributions to real growth yoy, percentage points) 

  
Source: BPS; World Bank staff calculations 
Note: Industry sector consists of mining and quarrying, 
manufacturing, utilities and construction; Service sector consists 
of trade, hotel and restaurant, transportation and communication, 
finance and services. 

3. Lower food prices offset inflationary effects of administered price hikes in 
2017  

Electricity tariff 
hikes continue to be 
the main driver of 
headline inflation in 
2017 

 Inflation reached a 14-
month high of 4.3 percent 
in May 2017. The monthly 
headline inflation for the 
first five months of this 
year averaged 3.9 percent 
yoy, higher than the 
average of 3.2 percent 
observed in H2 2016 
(Figure 11). Inflationary 
effects from upward 
adjustments in 
administrative prices 
including electricity prices, 
in January, March and 
May12, were partly offset by 
slower growth of food 
prices. In particular, prices 
of certain key food items 

Figure 11: Headline inflation continued to pick up this 
year mainly due to hikes in electricity tariffs 
 (growth yoy, percent; last observation May 2017) 

 

Source: BPS; World Bank staff calculations 
Note: Inflation as measured by year-on-year changes in the 
consumer price index. Food prices are a weighted average of the 
raw and processed food price components of CPI. 

                                                      
12 The electricity tariff hikes marked the three phases of the Government's electricity subsidy reform 
program this year, which aims to curtail overall energy subsidy spending through better targeting. The 
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such as rice, onion, chilies and soybeans fell this year on the back of bountiful 
harvests and fewer distribution delays owing to better weather conditions13. Core 
inflation, which excludes the more volatile food and energy prices, remained broadly 
unchanged at an average of 3.3 percent year-on-year for the first five months of 
2017, from the average of 3.2 percent for H2 2016.  
 

Inflationary effects 
in 2017 are expected 
to peak in Q3, as the 
impacts of the recent 
electricity tariff hikes 
cumulate with those 
from Ramadan and 
Idul Fitri 

 During the Muslim festivities of Ramadan and Idul Fitri, which take place in May and 
June this year, seasonal demand for food and transport services tends to increase, 
pushing up prices (Figure 12). Upward pressures from the recent administrative price 
hikes will therefore coincide with those from Ramadan and Idul Fitri, and inflation is 
therefore, projected to peak in the third quarter this year. Overall, year-on-year CPI 
inflation is expected to average 4.3 percent in 2017, weakening to 3.8 percent in 2018, 
as the effects of the electricity price hikes from this year dissipate and non-seasonal 
food inflation continues to be muted (Figure 13). Inflation is therefore expected to 
remain within Bank Indonesia’s current inflation target range of 3-5 percent in the 
short-term. The baseline inflation projection only takes into account the impact of 
electricity tariff hikes in 2017, and assumes no further administrative price increases 
(LPG and fuel) in 2017 and 2018. Further subsidy reforms in the remainder of 2017 
and in 2018, therefore pose upward risks to the inflation outlook14.  
 

Figure 12: Key food prices remained low in the first 
half of 2017 
(growth yoy, percent) 

Figure 13: Low food inflation is expected to weigh on 
headline inflation in 2017 and 2018 
(annual average growth yoy, percent) 

  
Source: BPS; World Bank; World Bank staff calculations Source: BPS; World Bank staff calculations 

Note: Food prices are a weighted average of the raw and processed 
food price components of CPI. 

                                                      
electricity subsidy reform program was initiated in January 2017, in which electricity tariffs for household 
customers with 900-VA subscriptions, a group that has been receiving subsidies but now considered to 
be non-poor (Rumah Tangga Mampu or RTM) would be raised by 30 percent every two months by the 
following schedule: 1 January-28 February (tariff = IDR 791/kWh); 1 March-30 April (tariff = IDR 
1,034/kWh); and 1 May-30 June (tariff = IDR 1,352/kWh). On July 1, these households will be included 
in the category of non-subsidized electricity customers which will be subject to an auto-adjusted tariff 
scheme just like the other 12 non-subsidized costumer groups.  
13 Year-on-year changes in the prices of rice, onion, chilies and soybeans were negative for the first five 
months of this year. 
14 If the government decides to proceed the plan to increase LPG and fuel prices in Q4 2017, and 
further energy subsidies reduction in the 2018 Budget by raising the electricity tariff to non-poor 
electricity customers in the 450VA category (estimated to include around 13 million customers or 
around 50 percent of all customers in the 450VA category). 
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4. Macro-financial conditions strengthened in 2017 

The Rupiah 
remained stable as 
the currencies of 
other emerging 
market peers 
appreciated  

 Historically, the value of the Rupiah has been strongly correlated with that of 
commodity prices and currency movements of other emerging market economies 
(Figure 14). However, since the U.S. elections in November 2016, the Rupiah has 
deviated from this trend and exhibited stability, hovering at 13300 IDR per USD in 
the first half of 2017. The Rupiah has gained a competitive boost relative to some of 
its regional competitors through the real appreciation of regional currencies (Figure 
15). 
 

 
S&P upgraded 
Indonesia’s bond 
rating to investment 
grade 

 On May 19, Standard and Poor’s (S&P) upgraded Indonesia’s sovereign bond rating 
from BB+ to BBB-, thus giving Indonesian government bonds an investment grade 
rating15. This is a significant outcome for Indonesia as it is the first time since the 
Asian Financial Crisis in 1998 that all three major credit rating agencies have given 
Indonesia’s bonds an investment grade. This outcome could trigger increased capital 
flows, particularly from investors and investment funds (particularly from Japan) 
that require markets to bear investment grade ratings from all major credit rating 
agencies as a prerequisite for investing (Box 1). 
 

The Jakarta 
Composite Index 
surged in Q2… 

 In part due to strong foreign demand, the Jakarta Composite Index (JCI) climbed 
around 8 percent year-to-date, after reaching a record high of 5726 in April (Figure 
16). Net inflows totaled USD 1.63 billion in the first five months of 2017. Monthly 
inflows in April 2017 were also the highest since mid-2014. The strengthening was 
broad-based, with all sub-indices, except infrastructure, recording strong outcomes. 
The trade sector and the manufacturing industry led the way with gains of 14 
percent and 11 percent, respectively. 
 

…while bond yields 
continue to fall 

 Sovereign bond yields across all tenors fell, on average, by 15 basis points in Q2 on 
the back of strong demand for Indonesian bonds. Following the trend set in Q1, 

                                                      
15 Reuters (May 19, 2017). 

Figure 14: The Rupiah continues to be stable 
(index, January 3 2017 = 100) 

Figure 15: The Rupiah has depreciated in real terms, 
while other regional currencies appreciated. 
(year-to-date change, percent) 

Source: CEIC; JP Morgan 
Note: Staff calculations 

Source: JP Morgan Real Broad Effective Exchange Rate Index, 
CPI Based (2010=100) 
Note: Downward movement represents a depreciation. 
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bond issuance continues to remain oversubscribed as investors search for yields.16 
In year-to-date terms, bond yields across all tenors have fallen around 83 basis 
points (Figure 17). With the S&P rating upgrade, Indonesia is set to be one of the 
highest yielding economies with an investment grade rating. 
 

Figure 16: The JCI surged in the first half of 2017 
(index, January 3 2017 = 100) 

Figure 17: Bond yields continue to fall  
(percent) 

 

 
Source: CEIC 
Note: Staff calculations 

Source: CEIC 
Note: Staff calculations 

 

Monetary policy 
remains 
accommodative as 
BI remains watchful 
of administered price 
related inflationary 
pressure 

 After a series of six policy cuts totaling a decrease of 150 basis points in 2016, Bank 
Indonesia (BI) kept its benchmark policy rate unchanged at 4.75 percent for the first 
five months of 2017. BI noted that both the domestic and global economy have 
improved and that the current monetary policy stance is appropriate. By keeping 
rates unchanged for seven consecutive meetings, overall monetary conditions have 
temporarily become even more accommodative relative to H2 2016, as the real 
interest has inched down due to the moderately higher inflation17.  
 

Credit growth begins 
to pick up as non-
performing loans 
begin to fall 

 The tentative improvement in credit growth appears to have been sustained, with 
two consecutive months of credit growth increases (Figure 18). Deposit growth 
eased following the spike late last year resulting from tax amnesty program related 
deposits. Indonesia’s banking systems continues to demonstrate robustness with 
non-performing loans (NPLs) plateauing and the capital adequacy ratio remaining 
well above the Basel III threshold (Figure 19). Flat NPLs should provide further 
impetus for faster credit growth.  
 

                                                      
16 Directorate General of Budget Financing and Risk Management (May 23, 2017). The latest auction 
saw bids just over three times the issuance amount.  
17 Monetary conditions have become more accommodative with a lower real interest rate, relative to 
H2 2016. This occurred because the nominal policy rate is unchanged and inflation has temporarily 
inched up. 
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Figure 18: Signs of a sustained pickup in credit growth 
amid continued accommodative monetary stance 
(growth yoy, percent) 

Figure 19: Indonesia’s banking systems remain robust 
(percent) 

  
Source: CEIC 
Note: Staff calculations 

Source: CEIC 
 

 
Box 1: Impacts of the S&P sovereign credit rating upgrade 

On May 19, 2017, Standard and Poor’s Global Ratings (S&P) raised its long-term sovereign credit rating for the 
Republic of Indonesia from 'BB+' to 'BBB-', an “investment grade” rating. Standard & Poor’s last rated Indonesia 
investment grade in December 1997. The other two major international rating agencies, Fitch and Moody’s had 
upgraded Indonesia to investment grade in December 2011 and January 2012, respectively.  
 
In explaining their action, S&P pointed to greater confidence in improved fiscal management: “The government’s new 
focus on realistic budgeting has lowered the risks that budget deficits will widen significantly when government 
revenue disappoints ….net general government debt will stabilize near the current low levels while the budget deficit 
will gradually decline.” 
 
The Indonesian stock market responded positively to the announcement, driving the Jakarta Composite Index (JCI) to 
close 2.6 percent higher on the day. However, given that the rating action relates to sovereign debt, it is somewhat 
paradoxical that the response of debt and currency markets was more muted. The S&P Indonesia Government Bond 
Index, which tracks the performance of Rupiah denominated government bonds, rose 0.6 percent, partly reflecting a 
fall in the yield of the 10-year bond of 0.08 percentage points on the day. The U.S. Dollar denominated benchmark 10-
year bond rose a little less than 0.6 percent, corresponding to a fall in yield of around 0.07 percentage points.  

 
The changes in price and yield are much lower than the established differential between BBB (investment grade) and 
BB (high yield) debt, which is in the region of 2.4 percent for U.S. Corporates1. There are several reasons why the S&P 
upgrade did not lead to a significant movement in bond prices. Ratings changes are only really influential if they come 
as a surprise or reflect a change in sentiment2. The Indonesia upgrade was largely anticipated and is against a 
background of mostly positive economic data with bond yields already at historic lows. It has been estimated that 
around USD 6.7 billion of foreign capital has entered the local bond markets already this year and the spread of 
Indonesia’s Dollar debt had already halved over the last year (Figure 20). 
 
Furthermore, many “passive” investors, those that are guided by rules rather than judgment, operate on a “best of 
three” approach, whereby they are allowed to treat a bond as investment grade if two out of three of the major 
agencies rate it such. Similarly, the various bond indices which professional investors often benchmark, will take an 
average of ratings to determine to which index a borrower belongs (Moody’s and Fitch had already rated Indonesia as 
investment grade for over 5 years). 
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The response of the markets, notably the greater 
response of the equity market, where bank stocks in 
particular rose by 5 to 7 percent on the news, points to 
their responsiveness to “new” information. In this case, 
the positive market response may emanate from the 
positive endorsement the upgrade represents of the 
Government’s fiscal policies and general economic 
management. Investors, in turn, may interpret as 
increasing the likelihood of pro-market economic 
management after the next elections. In this 
interpretation, the delivery of the message has more 
importance than its content.  
 

That being said, there could be other channels via which 
the S&P upgrade could favorably affect the Indonesian 
economy. The upgrade could unlock inflows from 
certain Japanese and European funds, such as those in 
Switzerland and Germany, that are sensitive to ratings or 
have full investment grade prerequisites for new markets. 
Corporate debt ratings are generally subject to a 
sovereign ceiling and corporate debt is around 24 
percent of GDP, with a large share denominated in foreign currency. The upgrade could therefore lead to upgrades of 
corporate debt, lowering financing costs for Indonesian firms. 
 
In addition, studies3 posit a link between FDI and sovereign credit ratings. Studying the case of Turkey, Bayar and Kihç 
(2014) argue that “there is a positive relationship between foreign direct investment inflows and sovereign credit ratings 
and the sovereign credit rating by S&P is the predominant one on the foreign direct investment inflows.” While 
naturally credit ratings are at most one factor among many in driving FDI (see Part B), the rating upgrade sends a 
broadly positive signal to foreign investors, including FDI investors, about the relative soundness of Indonesia’s 
macroeconomic policy framework. 
 
1 The population of sovereign debt issues does not lend itself to so precise measurement, but on June 2, the Bloomberg USD High Yield Emerging 
Market Sovereign Bond Index (ratings BB and below) had a yield of 5.36 percent, while the Bloomberg USD Investment Grade Emerging Market 
Sovereign Bond Index (ratings BBB and above) had a yield of 3.63 percent. 
2 The recent S&P downgrading of South Africa on the change of the Finance Minister was an example, when the corresponding change in the price 
and yield of government local currency debt was 10 times greater. 
3 Cai et al. (2016), Bayar and Kihç (2014). 

Figure 20: Yield spreads have been falling over the 
past year signaling the perception of improved 
Indonesian creditworthiness 
(basis points) 

 
Source: JP Morgan 

 

5. Commodity prices and the external sector 

The Indonesia’s 
external sector 
recorded a mixed 
performance 

 After rising during the second half of last year, key commodity prices started trend 
downwards, while oil lifting declined. A services trade deficit, combined with a 
primary income deficit contributed to a slightly widening of the current account 
deficit as a share of GDP from the previous quarter. The country’s overall balance 
of payments (BOP), however, posted a surplus that was higher than the previous 
quarter as foreign reserves increased.  
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Prices of Indonesia’s 
key commodities 
have been broadly 
flat year to date 

 Indonesia’s six key 
commodities—namely coal, 
crude oil, natural gas, 
rubber, base metals, and 
crude palm oil (CPO)—
continue to play a 
significant role in the 
Indonesian economy, 
accounting for around 30 
percent of total exports in 
2016. After the broad-based 
recovery of commodity 
prices in the second half of 
2016, prices are broadly 
back to the level seen at the 
beginning of 2017. Two 
notable exceptions are 
natural gas prices, which are 
up more than 9 percent this 
year, and palm oil prices, 
which have plunged 13 
percent, after the nearly 40 
percent surge in 2016 (Figure 21). 

Figure 21: Global prices for Indonesia’s six key 
export commodities rose in 2016, but have been 
broadly flat in the first half of 2017 
(index December 2016= 100) 

Source: World Bank Pink Sheet; CEIC; World Bank staff 
calculations 
Note: Indonesia Crude Prices (ICP), Liquefied Natural Gas 
(LNG), Crude Palm Oil (CPO) 

 
Coal prices soared, 
driven by supply 
disruptions in the 
wake of Tropical 
Cyclone Debbie 

 After tumbling to the lowest level in five months in February 2017, coal prices 
increased in April and May, driven by supply disruptions in Australia caused by 
Tropical Cyclone Debbie, causing the evacuation of several mines. At one point, the 
mine closures caused Australian coking coal futures on the Singapore Exchange to 
spike by 43 percent to USD 225 per ton, the highest since the beginning of this year18. 
 

Oil prices improved 
on the back of 
supply cuts among 
OPEC producers 
and field closure in 
Canada and the 
North Sea 

 Oil prices have also been recently on the rise, following a fall in the world oil supply 
in March as Organization of the Petroleum Exporting Countries (OPEC) producers 
pumped less and improved their compliance with the cartel instituted output 
restrictions19. The decrease in the cartel’s output was led by disruptions in Nigeria 
and Libya (even though both were exempted from supply cuts) and Saudi Arabia20. 
Supply of oil in March was also further constrained by a temporary shutdown of 
production of 350k barrels/day at the Syncrude plan in Alberta, Canada, and by an 
outage at the Buzzard oil field in the North Sea. Tensions in the Middle East were 
also a factor21. 
 

Prices for rubber and 
Crude Palm Oil have 
fallen 

 Rubber prices may have entered a bearish period as output among top Thai 
producers is forecast to bounce back following floods earlier this year. Meanwhile, 
Vietnamese producers have started to tap rubber trees earlier than normal as the 

                                                      
18 CNBC (April 4, 2017). 
19 In November 2016, OPEC members agreed to reduce its combined oil output by 1.2 million bpd in 
order to shrink global stockpiles and balance an oversupplied market. 
20 Planned maintenance at one of the important fields in Nigeria reduced the country output by 140k 
barrel/day. In Libya, renewed fighting disrupted oil production in El Shahara field. Saudi Arabia, on 
the other hand, pumped even less oil in March, running 130k barrel/day below the OPEC’s agreed 
target. See IEA (April 2017), Oil Market Report for further details. 
21 Oil prices rose precipitously during this time because suppliers usually face difficulty to deliver oil, 
hence affecting the availability of oil supply in the short term. 
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winter season has ended earlier than expected.22 Prices of palm oil also fell, weighed 
down by forecasts of rising output in Malaysia and Indonesia as the effects of a crop-
damaging El Nino year finally dissipate. Additional downward pressure on prices was 
also exerted by weak prices for substitute edible oils, especially soybean oil.23 
 

Indonesia’s key 
commodities’ ToT 
declined before 
improving again in 
January 2017 

 Indonesia have been enjoying a positive terms-of-trade (ToT)24 shock for its key 
commodities since June 2016, which has supported the trade and the current account 
balance. The ToT reached a peak in November 2016, when coal prices were at their 
highest25 (Figure 22), after which the ToT weakened due to the decline in coal prices 
and the hikes in oil prices26. Further declines in coal prices in January 2017 were 
counterbalanced by higher prices for rubber, base metals, and CPO, such that the 
ToT remained steady since last December. Support from the positive ToT shock is 
expected to fade over the year as commodity prices are expected to ease (Figure 23). 
The ToT effect is expected to turn modestly negative in 2018. 
 

Figure 22: Aside from rubber, crude oil, and CPO, 
global prices for Indonesia’s major export 
commodities at the end of May 2017 are higher than 
the World Bank forecasts for 2017 
(index 2015=100) 

Figure 23: The net trade-weighted price index 
indicates a positive terms-of-trade shock since last 
July, but has weakened since November 
(index 2015=100) 

  
Source: World Bank (2017d); World Bank staff calculations 
Note: f stands for forecast 

Source: BPS; World Bank; World Bank staff calculations 
Note: Net trade-weighted price index is constructed over 
Indonesia’s six major export commodities (rubber, base metals, 
coal, oil, gas, and palm oil) 

 
  

                                                      
22 Report released by Association of Natural Rubber Producing Countries (ANRPC) indicates that the 
global natural rubber output will increase by 4.7 percent in 2017. 
23 The Star (April 20, 2017). 
24 Terms of trade (TOT) refers to the relative price of imports in terms of exports and is defined as the 
ratio of export prices to import prices. It can be interpreted as the amount of import goods an 
economy can purchase per unit of export goods 
25 The Net Trade-Weighted Index (NTI), that is used to construct the ToT, is defined as: 

, 	 ,

,
 where ,

, ,

∑ , 	∑ ,
 and i= commodity type; t= month; p=period cycle 

(ex. 5 year average); N = number of commodities; T= base year; E=value of export; I=value of import 
26 Indonesia is a net importer or oil. Increases in oil prices would therefore decrease the terms-of-trade, 
even though the country also exports oil. 
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The BOP remained 
in surplus in Q1 2017, 
while the current 
account deficit 
widened modestly to 
1.0 percent of GDP 

 Indonesia’s balance of 
payments (BOP) posted a 
surplus of USD 4.5 billion 
(1.9 percent of GDP) in Q1 
2017, unchanged from Q4 
2016 (Table 2)27. The 
surplus demonstrated a 
turnaround from Q1 2016 
that had showed a deficit of 
0.1 percent of GDP. 
Underlying the BOP 
surplus in Q1 2017 was a 
slightly wider current 
account deficit but an even 
larger financial account 
surplus. The current 
account deficit as a share of 
GDP increased to 1.0 
percent of GDP in Q1 
from 0.9 percent in Q4 2016, but was much lower than the deficit of 2.2 percent of 
GDP seen in Q1 2016. The capital and financial account surplus in Q1 2017 reached 
3.3 percent of GDP, higher than the surplus recorded in Q4 2016 and Q1 2016 
(Figure 24). 

Figure 24: The BOP remained in surplus in Q1 2017, 
despite a widening current account deficit 
(USD billion) 

 

Source: CEIC and BI; World Bank staff calculations 

 
Table 2: Indonesia’s Balance of Payments (BOP) 
 (USD billion unless otherwise indicated) 

  Q1-2016 Q2-2016 Q3-2016 Q4-2016 Q1-2017 
Overall Balance of Payments (0.3) 2.2 5.7 4.5 4.5 
 As percent of GDP (0.1) 0.9 2.3 1.9 1.9 
 Current Account (4.7) (5.2) (5.0) (2.1) (2.4) 
 As percent of GDP (2.2) (2.2) (2.1) (0.9) (1.0) 

 Goods trade balance 2.7 3.8 3.9 5.1 5.6 
 Services trade balance (1.1) (2.4) (1.5) (2.0) (1.3) 
 Income (7.5) (7.7) (8.4) (6.1) (7.5) 
 Transfers 1.3 1.2 1.0 0.9 0.8 

 Capital and Financial Accounts 4.2 6.8 9.78 7.6 7.9 
 As percent of GDP 1.9 2.9 4.0 3.2 3.3 
 Direct Investment 2.9 3.3 6.6 3.3 2.5 
 Portfolio Investment 4.4 8.3 6.5 (0.3) 6.5 
 Other Investment  (3.1) (4.8) (3.3) 4.5 (1.1) 

 

Source: BI; World Bank staff calculations 
 

Stronger goods trade 
surplus offset the 
deficits in services 
trade and income 

 The current account deficit widened slightly in Q1 2017, as the wider deficits for 
services trade and primary income were only partially offset by a larger goods trade 
surplus. In line with the positive terms of trade shock and strong growth of exports, 
the goods trade surplus widened to 2.4 percent of GDP, from 2.1 percent in Q4 2016. 
The yoy growth of total exports at the end of Q1 2017 was 20.0 percent, considerably 
higher than that of the previous quarter at 13.5 percent. Similarly, for total imports it 
was 13.3 and 7.2 percent. At the same time, the services trade deficit narrowed to 0.6 
percent of GDP. The primary income deficit widened to 2.8 percent of GDP due to 

                                                      
27 A balance of payments surplus is accompanied by an accumulation of foreign exchange reserves by 
the central bank. Indonesia’s foreign exchange reserves year-to-date has increased by 7.4 percent. 
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interest rate payments against government bonds (typically larger in Q1) and increased 
direct investment income payments. 
 

Higher prices and 
growth pick-ups in 
key export markets 
supported robust 
goods exports 

 On the back of firmer commodity prices, and stronger demand from trading partners, 
non-oil and gas goods exports leaped 21.9 percent year-on-year in Q1 2017, even 
higher the 18.1 percent jump in the previous quarter (Figure 25). Around 40 percent 
of exports went to China, the United States, India and Japan while the rest went to 
ASEAN countries28. Exports to China and India were prominent, where each country 
recorded growth of more than 50 percent yoy. Manufactured products (especially 
vehicles and parts as well as chemical products) were the main drivers of goods export 
growth, growing year-on-year at 65 percent and 55 percent in real terms respectively. 
 

Non-oil and gas 
imports also grew, 
driven by growth in 
imports of input and 
capital goods 

 Non-oil and gas goods import values grew 8.3 percent in Q1, dominated by input and 
capital goods imports (Figure 26). Inputs for manufacturing of telecommunication 
devices, vehicles parts, and rubber products were the major drivers of growth in raw 
material. Imports of capital goods were boosted by investment in buildings and 
construction, machinery, and motor vehicles. Similar to exports, import growth was 
mainly driven by prices; in real terms, total goods import grew only 0.6 percent year-
on-year in Q1 2017. This was still a significant improvement on the 2.1 percent year-
on-year contraction in non-oil and gas goods imports in Q1 2016. 
 

Figure 25: Recoveries were sustained for export values 
growth... 
(growth yoy, percent) 

Figure 26: … and import values growth, dominated by 
raw material and fuel imports 
(growth yoy, percent) 

  

Source: CEIC and BI; World Bank staff calculations Source: CEIC and BI; World Bank staff calculations 

 
The oil and gas trade 
deficit widened on 
account of higher 
prices for oil and 
lower oil volumes 

 The oil and gas trade deficit widened in Q1 2017 as imports of oil and oil products 
outpaced growth on the exports’ side. This was driven by higher oil prices, a decline 
in Indonesia’s oil lifting, and extended maintenance of the country’s key refineries. 

 
  

                                                      
28 ASEAN countries include Indonesia, Malaysia, Singapore, the Philippines, Myanmar, Cambodia, 
Laos, Vietnam, Thailand and Brunei Darussalam. 
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A stable current 
account deficit is 
expected in 2017, 
before widening 
slightly in 2018 

 Looking forward, the 
current account deficit is 
expected to remain stable 
at 1.8 percent of GDP this 
year. Owing to 
expectations that some of 
key commodity prices will 
plateau and that of coal 
will recede, and the ToT 
will worsen, the current 
account deficit is expected 
to widen modestly to 1.9 
percent of GDP in 2018 
(Figure 27). 

Figure 27: The current account is expected to widen in 
2018 
(percent of GDP) 

 
Source: BI; World Bank staff calculations 
Note: Light blue bars for 2017 and 2018 denote forecasts 

 
Figure 28: Total portfolio inflows surged into 
Indonesia in the first half of 2017 
(USD billion) 

Figure 29: Indonesia was an attractive destination for 
portfolio inflows compared to regional peers 
(USD billion) 

   
Source: The Institute of International Finance (IIF) database, 
World Bank Staff calculations 
Note: Sertifikat Bank Indonesia (SBI), Surat Utang Negara 
(SUN) 

Source: The Institute of International Finance (IIF) database, 
World Bank Staff calculations 

 
The financial 
account surplus 
widened on the back 
of a surge in capital 
inflows 

 The financial account surplus widened in Q1 to 3.3 percent of GDP, higher than in 
the previous quarter, driven by a surge in portfolio investment inflows through net 
foreign purchases of government global bonds and Bank Indonesia (BI) certificates 
(Table 2). Foreign ownership of government bonds in recent months rose to its 
highest proportion (39.1 percent) since September 201629 – a reflection of the strong 
demand for Indonesian bonds (particularly those with a longer tenor).30 Foreign 
investors also demonstrated an appetite for shorter term investment in the form of 
Indonesian equities, with net foreign inflows into the Jakarta Composite Index (JCI) 

                                                      
29 Long term external government debt increased by 10 percent over the year to March 2017; reflecting 
large debt issuances in December 2016 and March 2017. Short-term external government debt rose 
strongly, by 28 percent over the same period, but remains small as a portion of total government debt 
at 5.9 percent. Private external debt fell slightly over the year.  
30 Strong investor appetite for Indonesian assets was discussed in Section 4.  
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turning positive in March 2017, the first time since August last year. Inflows in March 
and April completely offset the total outflows from the JCI between August 2016 and 
February 2017 (Figure 28). Portfolio flows into Indonesia also outpaced other 
regional emerging market peers (Figure 29). 
 

Foreign direct 
investment recovered 

 Net foreign direct 
investment (FDI) 
rebounded in Q1 from an 
extraordinary net outflow 
in Q4 related to the tax 
amnesty31. The agriculture, 
hunting and forestry 
sector saw the largest 
positive inflows, with FDI 
inflows totaling around 
USD 1.1 billion (Figure 
30).32 The manufacturing 
sector saw its weakest 
outcome since mid-2015, 
while the transport, 
storage & communication 
sector saw capital outflows 
for the first time since at least 2010. The strong portfolio investment inflows and 
strong exports performance contributed to an increase in foreign exchange reserves. 

Figure 30: Positive net FDI inflows in Q1 2017 
 (USD billion) 

 
Source: BI; World Bank staff calculations 
Note:  

6. Fiscal performance in 2017 is strong, but still faces significant risks  

Fiscal performance 
in the first half of 
2017 is strong  

 Fiscal policy in 2017 has made a strong start, with improved revenue performance 
and quality of expenditure supporting economic growth. End of May budget 
outturns show a smaller fiscal deficit relative to the same period last year, due to 
higher revenue realizations and despite a slightly higher rate of budget execution. 
There is a reduced risk of substantial budget cuts like those undertaken in 2016, 
because of more realistic revenue targets in the 2017 Budget (Figure 31) and 
stronger revenue collection to-date. One driver of the higher revenues is higher 
global commodity prices. In the first quarter, an additional revenue source was the 
tax redemption fees collected in the third phase of the Government’s tax amnesty 
program, which came to a close with overall better-than-expected results. On the 
expenditure side, the 2017 Budget implementation thus far sustains the momentum 
compared to the same period in 2016, with continued growth in capital and material 
spending. The Government is well on its way to meeting its gross financing needs 
for 2017. By the end of May, the Government had already raised 53 percent of its 
estimated debt needs to cover the budget deficit, off-budget debt, and debt that will 
mature in 2017.33 Overall, the enhanced credibility of fiscal management from 2016 
onwards contributed to Standard & Poor’s (S&P) credit rating upgrade for 
Indonesia on May 19 2017. In its statement, S&P singled out the Government’s 

                                                      
31 FDI in Q4 2016 was dominated by the unravelling of “round-tripped” FDI in the financial 
intermediation sector, which resulted in an equal and offsetting net inflow in terms of FDI by 
Indonesians aboard (not shown on graph). 
32 The government of Indonesia has recently intensified efforts in strengthening food production. 
Policies to support the agricultural sector, that was successfully increased the agricultural sector growth, 
could have contributed to attracting FDI into the sector. 
33 See Direktorat Jenderal Pengelolaan Pembiayaan dan Risiko Kementerian Keuangan (2017)  
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“new focus on realistic budgeting” as lowering the risks of widening budget deficits, 
and saw the tax amnesty program as being a help to future tax collection (Box 2).34  
 

Figure 31: World Bank projects revenue collections to 
fall just short of Budget 2017 targets 
(IDR trillion) 

Figure 32: Oil and gas related revenues and VAT are 
driving strong revenue collection growth to-date  
 (contributions to growth yoy, percent) 

  
 

Source: Ministry of Finance; World Bank staff calculations  
Note: O&G stands for oil and gas, N-O&G stands for non-oil and gas; LGST stands for luxury goods sales tax; “Other” includes: 
property taxes, other tax revenues; non-oil and gas non-tax revenues; other non-tax revenues (profits of public enterprises, revenues 
from Public Service Agency (BLU), and other non-tax revenues (PNBP). R-Budget stands for Revised Budget.  

 
Revenue realizations 
are strong, 
particularly 
commodity-related 
and VAT revenues 

 Revenue realization in the first five months of 2017 grew by 17.8 percent year-on-
year in nominal terms, or by 11.3 percent year-on-year if revenues collected from the 
tax amnesty program are excluded (Figure 32). Growth is being driven mainly by VAT 
and commodity-related revenues, with particularly marked increases in oil and gas 
income tax and oil and gas non tax revenues owing to higher commodity prices. 
Revenue from excises, which fell in 2016, is starting to rebound, with 7.6 percent 
growth year-on-year. World Bank (2017b) noted that despite total revenues growing 
year-on-year in the first two months of 2017, revenue collection in level terms was 
nevertheless lower than 2015 or 2014 levels. This is no longer the case, with year-to-
date revenue collections now the highest in nominal terms on record. However, 
excluding revenues from the tax amnesty program, non-oil and gas income tax is 
slightly down by 2.4 percent. 
 

Expenditure 
realizations reflect 
higher spending on 
capital and slightly 
faster budget 
execution 

 Expenditure realization in the first five months of the year demonstrate that 
improvements in the quality of expenditure made in 2016 are continuing in 2017 
(Figure 33) and that budget execution is improving (Figure 34). Personnel spending 
increased by only 1.4 percent, reflecting the Government’s desire to restrain this area 
of spending. Material spending increased by 8.0 percent, despite the 2017 Budget 
having an allocation that is 16.9 percent lower than in the 2016 Budget. The 
Government is looking to limit material spending, particularly travel spending, in 
order to create fiscal space for spending in priority areas like infrastructure. Energy 
subsidy spending fell by 12.8 per cent, in line with a lower budget allocation (due in 
part to electricity tariff hikes, see section 3), and despite faster budget execution. 
Capital spending increased by 14.4 percent yoy, in line with a higher budget allocation 
and slightly faster budget execution. Capital spending execution is expected to 
improve further over the coming months, supported by the continuation of early 
                                                      
34 See Wells (2017); Amianti and Wirayani, The Jakarta Post (May 20, 2017). 
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procurement initiatives. Other advances in infrastructure investment include the start 
of the tendering process for the Bandar Lampung Bulk Water Supply Public-Private 
Partnership (PPP) in March,35 the first PPP project to be tendered since the Palapa 
Ring projects in late 2015. 
 

Figure 33: 2017 spending continues the 2016 shift away 
from personnel and toward material and capital  
(January-May actual expenditure growth yoy, percent) 

Figure 34: Budget execution rates are mainly in line 
with the same period last year  
(January-May actual as a share of budget target, percent) 

  
Source: Ministry of Finance; CEIC; JP Morgan; World Bank staff calculations  
Note: Figure 33 shows nominal expenditure realization yoy growth, while Figure 34 illustrates spending as a share of targets in the 
Budget in percent. The 2017 Budget had a 9.4 percent higher target for capital compared to 2016, which is why increases in realized 
capital spending from Figure 21 are not captured as an increase in the capital share of budget execution in Figure 34.  

 
Higher commodity 
prices bring risks to 
both revenue and 
expenditure  

 As discussed in World Bank (2017b), a slowdown in tax administration and policy 
reforms continues to represent one downside risk to revenue collection. Slowing 
down reforms as commodities contribute a bigger share of revenues exposes 
government revenues to greater volatility and increased risks, especially since oil lifting 
numbers have fallen in the first quarter. Moreover, even if oil prices do not fall, and 
especially if they continue to rise, then a different risk may materialize, this time to 
expenditure. While revenues would benefit, higher prices may lead to increased 
pressures on the Government to increase fuel subsidies, which will impact the quality 
of spending and the overall budget deficit.36 Only by continuing structural reforms 
can the Government mitigate against increased exposure to volatility from global 
commodity prices. 
 

The World Bank 
fiscal deficit 
projection is 
maintained at 2.6 
percent of GDP in 
2017 

 Total revenues are projected to reach IDR 1,687 trillion in 2017 (Figure 31). This 
represents an 8.7 percent year-on-year increase in nominal revenues, and is a slight 
upward revision of the World Bank projection in the previous IEQ. The growth in 
revenues is expected to be broad-based, with projected increases in revenue 
collection across tax and non-tax revenues. Against the budget target of IDR 1,750 
trillion, this projection implies a shortfall of IDR 63 trillion, or 3.6 percent of total 
revenues. Total expenditure is projected to reach IDR 2,034 trillion in 2017, a 
nominal increase of 9.4 percent year-on-year, largely driven by projected 
improvements in capital expenditure. Overall, the fiscal deficit is projected to reach 
2.6 percent of GDP, which is unchanged from the previous IEQ, but higher than 

                                                      
35 See: PDAM Way Rilau 
36 All else being equal, an increase in energy subsidy spending of 15 per cent would increase the budget 
deficit by 0.1 percent of GDP. 

15 

79 

63 

-32

1.4 
8.0 

14.4 

-12.8

-80

-60

-40

-20

0

20

40

60

80

100

Personnel Material Capital Energy
Subsidies

2015 2016 2017

35 35

26

14

45
42

13

36

44

0

10

20

30

40

50 2015 2016



  U p g r a d e d  I n d o n e s i a  E c o n o m i c  Q u a r t e r l y    

 

20 
June 2017 THE WORLD BANK | BANK DUNIA 

the 2017 Budget estimate of 2.4 percent of GDP (Table 3). However, if crude oil 
prices remain above the budget assumption of USD 45, then the revenue shortfall is 
likely to be reduced, and the fiscal deficit may narrow. 
 

Table 3: The World Bank projects lower revenue and expenditure than in the 2017 Budget 
(IDR trillion, unless otherwise indicated) 

  2015 2016 2016 2017 2017 

  Actual audited Budget Actual Audited Budget World Bank 

A. Revenues 1,508 1,822 1,556 1,750 1,687 

(% of GDP) 13.1 14.6 12.5 12.5 12.5 
1. Tax revenues 1,240 1,547 1,285 1,499 1,435 
(% of GDP) 10.7 12.4 10.4 10.9 10.6 
 Income taxes 602 757 666 788 745 
 Oil & Gas 50 41 36 36 36 
 Non-Oil & Gas 553 716 630 752 708 
 VAT/LGST 424 572 412 494 462 
 Property taxes 29 19 19 17 20 
 Excises 145 146 144 157 157 
 International trade taxes 35 40 35 34 41 
 Import duties 31 37 32 34 38 
 Export duties 4 3 3 0 3 
 Other taxes 6 12 8 9 9 
2. Non-tax revenues 256 274 262 250 249 
(% of GDP) 2.2 2.2 2.1 1.8 1.8 
 Natural resources revenues 101 125 65 87 87 
 Oil & Gas 78 79 44 64 64 
 Non-Oil & Gas 23 46 21 23 23 
 Other non-tax revenues 155 149 197 163 162 
3. Grants 12 2 9 1 3 
B. Expenditures 1,806 2,096 1,860 2,080 2,034 
(% of GDP) 15.6 16.8 15 15.2 15.0 
1. Central government  1,183 1,326 1149 1,316 1,280 
(% of GDP) 10.3 10.6 9.3 9.6 9.5 
 Personnel 281 348 305 345 329  
 Material 233 325 260 270 261  
 Capital 215 202 169 221 210  
 Interest payments 156 185 183 221 222  
 Subsidies 186 183 174 160 159  
 Energy 119 102 107 77 82  
 Fuel 61 64 44 32 33  
 Electricity 58 38 63 45 49  
 Non-energy 67 81 67 83 77  
 Grants 4 4 7 2 8  
 Social 97 55 50 56 54  
 Other 10 25 6 41 39  
2. Transfers to regions 623 770 710 710 754  
(% of GDP) 5.4 6.2 5.7 5.5 5.6 
Overall Balance -298 -274 -308 -308 -348 
(% of GDP) -2.6 -2.2 -2.5 -2.4 -2.6 

Assumptions      

Real GDP growth rate (%) 4.9 5.3 5.0 5.1 5.2 
CPI (%) 6.4 4.7 3.5 4.0 4.3 
Exchange rate (IDR/USD) 13,389 13,900 13,300 13,300 13,359 
Crude-oil price (USD/barrel) 36 50 51 45 55 

 

Source: Ministry of Finance 
Note: The World Bank projection does not include potential revenues from the tax amnesty 
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Further 
improvements in the 
quality of spending 
are expected in 2018, 
including expanding 
efforts to reduce 
poverty and income 
inequality, and to 
support gender 
equality 

 The government’s 2018 Macroeconomic and Fiscal Policy Framework37 indicates 
that the 2018 Budget is likely to include further improvements to spending quality. 
In particular, it highlights ongoing efforts to further accelerate poverty and 
inequality reduction through several measures. One planned measure is expanding 
the targeted beneficiaries of Program Keluarga Harapan or PKH (household-targeted 
conditional cash transfer program) from 6 million households in 2017 to 10 million 
households in 2018. A second measure is reviewing the benefit levels for Program 
Indonesia Pintar or PIP (scholarship program for low-income students) by taking into 
account the price index across regions, type of school where a student is enrolled 
(regular/vocational school), and school performance. Third, the Government also 
plans to strengthen synergies between PKH and Rastra (subsidized rice program for 
low-income households). The Framework also mentions ongoing efforts to develop 
more creative infrastructure financing schemes so as to facilitate a greater role in 
infrastructure development for the private sector. Finally, the Framework 
emphasizes a continued commitment to gender equality. Here, the Government 
plans to pilot a program that targets an increase in female labor force participation 
through public provision of childcare facilities. 
 

Box 2: Indonesia’s Tax Amnesty Program Bodes Well for Improved Tax Collection 

Indonesia concluded a three-phase nine-month-long tax amnesty (TA) program on March 31 this year, with more than 
973,000 participants. The program was aimed at: (i) incentivizing taxpayers to declare previously undeclared assets; (ii) 
encouraging repatriation of offshore assets; and (iii) collecting redemption fees1 to support short-term revenue collection. The 
key design features included reduced tax liabilities for declarations made of previously undeclared assets, with lower tax rates 
for onshore and repatriated offshore assets, compared to non-repatriated offshore assets2. The program was presented as a 
one-off, timed before the implementation of the OECD-led Automatic Exchange of Information legislation in 2018 between 
countries, which requires global disclosure of assets3. 

Figure 35: The majority of declared assets came 
from within Indonesia 
(percent of total declared assets) 

Figure 36: Indonesia’s TA program yielded a 
substantially larger amount of declared assets than 
Argentina. 
(declared assets as shares of GDP (LHS), Taxes and Fees as 
shares of tax revenue (LHS), Participation as share of population 
(RHS)) 

 
  

Note: Tn stands for trillion, Bn stands for billion  
Source: Ministry of Finance; World Bank staff calculations 

Note: GDP is of average 2013-2015; tax revenue is of average 2013-
2015; Population is of 2015; exchange rate is of 2016 
Source: Ministry of Finance, Indonesia for tax amnesty results; 
Bloomberg and Reuters for Argentina’s tax amnesty results; World 
Bank for GDP, exchange rate and population; CEIC for tax 
revenues; World Bank staff calculations 

 

                                                      
37 See BKF (2017). 
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Impressive Take-Up 

The Government was very successful in promoting participation in the amnesty program, particularly in terms of declaration 
of previously hidden assets4. Total assets declared reached IDR 4,882 trillion (about USD 367 billion), or 122.1 percent of the 
Government’s IDR 4,000 trillion target (Figure 35). The bulk of declared assets came in the form of cash (35.6 percent), 
investment and securities (26.0 percent), and land and other fixed assets (21.2 percent), and most of these assets were from 
within Indonesia. The Government was less successful in encouraging repatriation of offshore assets, with only 12.4 percent 
of declared offshore assets repatriated, or IDR 147 trillion (14.7 percent of the IDR 1000 trillion target). Two factors may 
explain this. First, while repatriation was voluntary, any repatriated funds had to be invested in domestic assets for a 
minimum of 3 years. Second, challenges in quickly liquidating offshore assets like property, and channeling them into 
profitable investments domestically within the program window also contributed to the low repatriation levels.  

Overall, the program provided a much-needed boost to the Government’s coffers, with taxes and fees totaling IDR 135 
trillion, equivalent to 10.5 percent of total tax revenues in 2016. Compared to corporations, individuals participated in greater 
numbers (75.6 percent of total contributors), declared a much greater share of assets (86.0 percent), and paid more fees (86.6 
percent), with high net-worth individuals playing a notable role. Within corporations, although micro, small and medium 
enterprises (MSMEs) participated in almost equal numbers to larger corporations (46.9 percent of total), their combined 
shares of declared assets and of redemption fees were very small (4.4 percent and 12.8 percent respectively). High net-worth 
individuals and large corporations thus continue to shoulder the largest share of the TA tax burden5. 

International Comparisons 

A brief global comparison reveals interesting insights. Total assets declared in Indonesia’s TA program, equivalent to 
approximately USD 366.7 billion, set a new record for TA programs worldwide, and amounted to 39.3 percent of Indonesia’s 
GDP in 2016. This is several times larger than that received from other programs. In India, a four-month TA program that 
closed in September 2016 led to total declared assets of USD 9.8 billion, equivalent to 0.5 percent of GDP. In Brazil, a TA 
program that ended on 30 October 2016 led to more than USD 40 billion of total declared assets, or 2.2 percent of 2015 
GDP. Brazilian authorities have since decided to reopen the tax amnesty, for 120 days from 30 March 2017 to 31 July, this 
time with higher penalties6. 

An interesting comparison is with Argentina, where a TA program also concluded at the end of March 2017 (Figure 36). 
Argentinians declared around a third of Indonesia’s amount, at USD 116.8 billion, the second highest figure to ever be 
recorded. Taken as a share of average 2013-15 GDP, declared assets in Argentina were approximately equivalent to 19.4 
percent, compared to 41.2 percent in Indonesia. An approximately USD 10 billion were collected in taxes and fees, and while 
significantly higher than other countries, was still lower than Indonesia in level terms. Taken as a share of average 2013-15 
total tax revenues, taxes and fees collected in Argentina were approximately equivalent to 9.9 percent, compared to 10.4 
percent in Indonesia. In a sharp contrast to the latter, however, approximately 80 percent of Argentinian declarations came 
from abroad, particularly from the United States and Switzerland7. 

 Impetus for Further Reforms 

The short-term success of Indonesia’s TA program bodes well for tax collection going forward. The returns on the newly 
declared assets will be taxable and the scope of taxing large corporations and wealthy individuals who joined the program is 
larger. The onus is now on the Government to accelerate tax administration reforms (in particular IT and auditing) for an 
efficient use of the new data provided by the program and the recent wider access to land registry and banking data. 

1 Tax payments made on previously undeclared assets are referred to as redemption fees (Uang Tebusan). 
2 See World Bank (2016), Box 2, page 15 for more discussion on the design features of the tax amnesty program. 
3 For more on the AEOI, see “Country-by-Country Reporting” in the OECD’s AEOI portal, at: http://www.oecd.org/tax/automatic-
exchange/about-automatic-exchange/country-by-country-reporting.htm  
4 Ayomi Amindoni, “Jokowi leads second-day promotion of tax amnesty program,” The Jakarta Post (August 9, 2016); Paul O’Sullivan, “The tax 
woman cometh,” Asia Times (March 31, 2017); Anton Hermansyah, “Jakarta believes Singapore supports Indonesia’s tax amnesty,” The Jakarta Post 
(September 17, 2016). 
5 Data from Ministry of Finance; World Bank staff calculations. 
6 On India, see: Simon Mundy, “India’s tax amnesty draws $9.8bn in asset declarations,” The Financial Times (October 2, 2016). On Brazil, see: “Brazil 
lawmakers approve amnesty program to raise revenues” Reuters (February 15, 2017); Paulo Trevisani, “Brazil’s Amnesty Program Collects $15.8 
Billion in Taxes and Fines” The Wall Street Journal (November 1, 2016); and Rob Dwyer, “Brazil extends successful offshore wealth amnesty,” 
Euromoney.com (December 20, 2016). 
7 Data on Argentina’s tax amnesty program was reported by Argentina’s Ministry of Economy, and widely cited in the media, including: “Argentina 
says $116.8 billion declared in record tax amnesty,” Reuters (April 4, 2017); and Charlie Devereux, “Argentina Rakes in $116.8 Billion from Hidden 
Assets Amnesty” Bloomberg Markets (April 5, 2017) 
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7. Economic growth outlook and risks 

Economic outlook is 
positive due to a 
supportive global 
economy and strong 
domestic 
fundamentals 

 With a more conducive world economy, coupled with sound domestic 
fundamentals, the outlook for the Indonesian economy continues to be positive. 
Despite policy uncertainty and the risk of increased trade protectionism, the global 
economy is becoming more supportive with faster economic growth, a rebound in 
international trade, relatively accommodative financial conditions, and a moderate 
recovery in commodity prices. At the same time, the domestic economy is on a 
strong footing as recognized by the S&P rating upgrade, with robust GDP growth, 
inflation within the target band, a prospering financial sector, and external and fiscal 
balances remaining low and in check.  
 

GDP growth is 
expected to rise to 
5.2 percent this year 

 Indonesia’s real GDP growth is projected to increase from 5.0 percent in 2016 to 
5.2 percent this year, and further strengthen to 5.3 percent in 2018 (Table 4). Private 
consumption is forecast to advance on continued moderate inflation, a stable 
Rupiah, stronger consumer confidence, and lower consumer lending rates. The 
double-digit increase in real wages observed in 2016 is also expected to have carry 
over effects for consumption growth in 2017. On the back of stronger fiscal 
revenues, the recovery in government consumption observed in the Q1 2017 is 
expected to be sustained. 
 

Investment and 
exports are projected 
to pick up lifting 
GDP growth 

 Private investment is expected to firm up due to the ongoing recovery in 
commodity prices, improved investor confidence buttressed by the S&P rating 
upgrade, and lower lending rates following the 150 basis point reduction in the 
policy rate last year. At the same time, public investment is also expected to have a 
strong showing this year with public capital expenditures up 6.6 percent in Q1. 
Exports growth is expected to surge this year and stay robust in 2018, lifted by 
strengthening external demand in line with faster global and regional economic 
growth and the rebound in global trade. Exports will also be supported by improved 
competitiveness due to a stable rupiah vis-à-vis appreciating regional currencies. 
Imports growth is also projected to climb on stronger investment growth and 
increasing import demand. 
 

Structural reforms 
need to persist to 
enhance potential 
growth and to allow 
Indonesia to become 
even less commodity 
reliant. 

 While the outlook for Indonesia’s economic growth continues to be positive, the 
projected rates of GDP growth are substantially lower than those recorded in the 
years immediately before and after the global financial crisis. Despite making 
significant progress in recent years, continued concerted efforts at implementing key 
structural reforms are required to further expand the economy’s potential growth 
and to attain higher sustained rates of economic growth. In particular, the ongoing 
recovery in global commodity prices is providing a non-trivial, but transitory, boost 
to the economy, through various channels including exports and fiscal revenues. 
These moderately higher commodity prices, especially those of coal, are expected to 
ease in 2018, erasing any support commodity prices may be providing to the 
economy. Therefore, it is important for the Indonesian economy to continue 
undergoing structural reforms, nurturing alternative engines of growth so it can 
become even less reliant on commodity exports. 
 

Unexpected changes 
in U.S. monetary 
policy and possible 
financial volatility 
pose downside risks.  

 Even though the global and domestic economy have become stronger, risks to 
Indonesia’s economic growth outlook are still tilted to the downside. While they 
have subsided in recent months, policy uncertainty and increased global 
protectionism continue to pose substantial downside risks to the nascent recovery in 
global trade. Geopolitical risks within the region and across the global are also 
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substantial. As the U.S. Federal Reserve proceeds with its monetary tightening cycle, 
unexpected hikes in the U.S. federal funds policy rate could spark volatility in global 
financial and capital markets, leading to capital outflows from emerging market 
economies, including Indonesia. Such outflows could cause a rapid tightening of 
domestic financial conditions and induce volatility in the Rupiah, which would 
weigh on both domestic private consumption and investment. 
 

Domestic risks 
include a protracted 
period of higher-
than-expected 
inflation … 

 As the Government proceeds with its energy subsidy reform program, and reduces 
subsides to electricity and other forms of energy in the near term, there will be 
temporary spikes in consumer price inflation as the economy adjusts to one-time 
energy price hikes. However, there is a risk that inflation could move higher than 
expected or remain elevated for a longer time period than expected. Elevated 
inflation rates would have a dampening effect on private consumption growth, and 
hence GDP growth. 
 

…and adverse 
political economy 
effects. 

 Regional elections will be held in 2018 and legislative and presidential elections will 
be held in 2019. As the election season draws closer, the window for enacting 
structural reforms critical to Indonesia achieving higher rates of economic growth 
may be narrowing. Competition between parties at the House is likely to intensify, 
making it increasingly difficult to pass critical, but unpopular economic reforms. 
Increased political uncertainty may also discourage investment, in particular foreign 
investment. 
 

Table 4: Key economic indicators 
(growth yoy, percent, unless otherwise indicated) 

  Annual 
Revision from 
previous IEQ 

  2016 2017f 2018f 2017 

1. Main economic indicators     

Gross Domestic Product (GDP) 5.0 5.2 5.3 0.0 

Private consumption expenditure 5.0 5.1 5.2 0.0 

Government consumption -0.1 2.8 4.2 0.0 

Gross fixed capital formation 4.5 5.1 5.8 -0.6 

Exports of goods and services -1.7 7.9 6.7 5.9 

Imports of goods and services -2.3 6.3 6.6 5.3 

2. Other economic indicators     

Consumer price index 3.5 4.3 3.8 0.0 

GDP Deflator 2.5 3.7 3.2 0.2 

3. Economic Assumptions     

Exchange rate (IDR/USD) 13300 13359 13450 0 
Indonesian crude price (USD/bl) 51 53 58 -1 

 

Source: BPS; BI; CEIC; World Bank staff projections 
Note: 2016 figures are actual outcomes. F stands for forecast. Statistical discrepancies and change in inventories 
are not presented in this table. All GDP components are based on the latest GDP data. Exchange rate and crude 
oil price assumptions are average annual data. Revisions are relative to projections in the March 2017 IEQ.  
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B. Focus Topics 
 

 
 
 

This article reviews recent Indonesian and international evidence demonstrating the importance of investing in early childhood 
development, and the potential for multi-sectoral “convergence” approaches—whereby interventions are jointly targeted to selected 
geographical areas and to the most vulnerable low-income populations—to accelerate progress in improving child health and 
development outcomes. Indonesia has poor and unequal early childhood development outcomes that have long term implications for 
adult height, cognitive ability, and labor market outcomes later in life. But Indonesia also has a multitude of programs and 
services that have been proven to improve early childhood development outcomes. However, few of these programs are integrated or 
implemented at sufficient scale. Rectifying this will require a coordinated response across different levels of government and include: 
securing political commitment at the highest level; establishing a national priority program to coordinate existing initiatives; using 
fiscal transfer instruments (notably Dana Alokasi Khusus, Dana Desa and Dana Insentif Daerah) to direct more district and 
village spending toward early childhood interventions; aligning incentives across stakeholders to improve service coverage, quality, 
and utilization; building local government capacity; and annually tracking early childhood outcomes like stunting. 

1. The case for increasing investment in the early years 

The early years of 
life, from conception 
through to primary 
school, is a pivotal 
period of 
development 

 The early years of life, from preconception, through pregnancy and birth, the 
newborn period, infancy, and transition to primary school, is a pivotal period of 
development. Exposure to risks and adversities during these years can disrupt 
cognitive, emotional and physical development, and hold children back from 
reaching their full potential. Such adversities and risks include: poverty; 
malnutrition; lack of access to clean water and sanitation facilities; lack of nurturing 
care and stimulation; high levels of family stress; exposure to conflict, violence, child 
abuse or neglect; and lack of access to quality healthcare and education services. An 
estimated 250 million young children in low and middle-income countries are 
exposed to such risks (equivalent to 43 percent of all children in these countries).  
 

Early childhood 
interventions can 
mitigate the impact 
of adverse 

 Early life experiences set children on developmental trajectories that become 
increasingly difficult to change as children get older. Interventions that facilitate and 
support parents and other caregivers in providing nurturing care can protect against 
the negative effects of poverty and other adversities, and reset a child’s 
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experiences during 
the early years…. 

developmental trajectory. “Nurturing care” is care provided by parents, families and 
other caregivers that is sensitive to a child’s physical and emotional needs. It 
encompasses: protection from harm; provision of opportunities for exploration and 
learning; and social interactions that are responsive, emotionally engaging, and 
cognitively stimulating.38 Multiple sectors need to support the provision of nurturing 
care; notably health, education, social protection, and water and sanitation (Figure 
37).  
 

Figure 37: Multi-sectoral framework to promote healthy early childhood development across the life course 

 
Source: World Bank 

 
…and are highly 
cost-effective…. 

 Early childhood interventions are widely recognized to be among the most cost-
effective investments that a country can make in building human capital, reducing 
inequality, and promoting future growth and prosperity.39	Globally, every dollar 
invested in high-quality early childhood education programs can yield between USD 
6-17 in return,40 while every dollar invested in proven maternal and child nutrition 
interventions can deliver returns of USD 16.41 The costs of inaction, on the other 
hand, are enormous. Without intervention, children who are at risk of poor 
development in low and middle income countries, due to extreme poverty and 
stunting (low height-for-age), are expected to earn 26 percent less as adults than if 

                                                      
38 See The Lancet 2016 series on Advancing Early Childhood Development  
39 Black et al. (2016), Heckman (2008), Campbell et al. (2014), Walker et al. (2011). 
40 Engle et al. (2011). 
41 IFPRI (2016). 
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they had reached their full developmental potential.42 The costs of inaction as a 
percentage of GDP can be double what some countries currently spend on health as 
a proportion of GDP.  
 

…but the window of 
opportunity is 
narrow 

 However, the window of opportunity to implement early childhood interventions 
and prevent poor development outcomes is narrow. For nutrition, interventions 
have the highest returns during the first 1000 days of life, from conception through 
to two years of age. The critical window for other aspects of nurturing care—
including early stimulation and learning, protection from stress, and motor 
development—extends to five years of age.  

a. New evidence from Indonesia further strengthens the case for increasing 
investment in early childhood development  

Indonesia has a high 
burden of child 
malnutrition... 

 Indonesia has a high burden of child malnutrition. According to the 2013 national 
health survey, Riset Kesehatan Dasar (RISKESDAS), 37.2 percent of Indonesian 
children under 5 years of age (almost 9 million children) were stunted, 19.6 percent 
were underweight, 12.1 percent were wasted (low weight-for-height), and 11.9 
percent were either overweight or obese.43 The prevalence of stunting in Indonesia 
remained virtually unchanged between 2007 and 2013. Persistent high rates of 
undernutrition (encompassing stunting, wasting and micronutrient deficiencies), 
alongside rising rates of overweight and obesity, indicate a double burden of 
malnutrition in Indonesia. The consequences of this double burden manifest 
throughout childhood and adult life.44 Stunting increases an individual’s risk of 
becoming overweight or obese, and developing a range of chronic conditions—
including high blood pressure, diabetes, and heart disease—later in life.  
 

….and wide 
geographic, 
urban/rural, and 
socioeconomic 
disparities in early 
childhood 
development 
outcomes 

 National averages mask significant variability in child nutrition, as well as other early 
childhood development outcomes, across Eastern Indonesia lags behind the rest of 
the country for almost all health and development indicators. For example, stunting 
prevalence at the provincial level ranges from 28 percent in DI Yogyakarta to 52 
percent in Nusa Tenggara Timur.45 Early childhood development outcomes also 
differ between rural and urban areas, and between socioeconomic groups. Children 
who grow up in poor households and in rural areas are significantly more likely to 
be stunted than their more advantaged counterparts. In 2013, 49 percent of children 
under five years of age in the poorest 40 percent of households were stunted, an 
increase from 43 percent in 2007.46 The gap between these children and those from 
the richest 40 percent of households has also become larger. These disparities in 
stunting prevalence contribute to disparities in learning outcomes. Average scores 
for language and cognitive development amongst children aged four to five differ 
considerably between rich and poor households.	There is also evidence that this gap 
begins to widen from around the age of four and a half years, when the language 
and cognitive development of children in poor households starts to plateau.47 

                                                      
42 Richter et al. (2016). 
43 Other data sources from the Ministry of Health, SIRKENAS (National Health Survey) and 
Pemantauan Status Gizi (national surveillance data), indicate that stunting rates were 33 percent and 27.5 
percent, respectively in 2016. However the methodology and sample size used by these surveys are not 
comparable to RISKESDAS. The next RISKESDAS is planned in 2018.  
44 Shrimpton and Rokx (2013). 
45 ibid 
46 World Bank (2017a). 
47 Jung and Hasan (2015) 
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Children growing up in poorer households in Indonesia are also less likely to 
transition to higher levels of school and to perform well academically at school.48 
 

Recent research on 
Indonesia highlights 
the long-term effects 
of exposure to risks 
in early life on adult 
height, cognitive 
ability, and labor 
market outcomes  

 Two recent analyses of 
longitudinal data from the 
Indonesian Family Life 
Survey (IFLS)49 highlight 
the long-term effects of 
exposure to adversities in 
early childhood.50 
Indonesian children who 
were stunted in 1993 were 
shorter and demonstrated 
lower cognitive function as 
young adults in 2014-15 
(Figure 38), and had spent 
fewer years enrolled in 
formal education. 
Subsequently, lower adult 
stature and cognitive 
ability was associated with 
lower adult earnings. 
These findings are 
consistent with an earlier 
analysis of IFLS data.51 
Another recent analysis 
found that children living 
in communities with 
higher levels of improved sanitation and lower levels of open defecation in their 
first two years of life were 11 percentage points less likely to be stunted and 5 
percentage points less likely to be underweight. In addition, they scored 1.3 points 
(12 percent) higher on cognitive tests later in life.  

Figure 38: Association between child stunting 
(Height-for-age Z score) and fluid intelligence (W Z-
score) in later life, Indonesia 

 
Source: Giles, Satriawan, and Witoelar, 2017 (based on IFLS data) 
Notes: “Fluid intelligence” assesses respondents´ general ability 
to think abstractly, reason, identify patterns, solve problems, and 
discern relationships.  
The Z-score is a standard measure that expresses each value by 
the number of standard deviations it is from the reference mean.  
The W-score is the score obtained from an adaptive number 
series test of fluid intelligence, which was normed and extensively 
pre-tested for the 2014 round of the IFLS. It was standardized into 
a Z-score for the purposes of this analysis.  

 
Poor and unequal 
outcomes are being 
driven in part by 
wide variations in 
coverage and quality 
of health, ECED, 
and WASH services 
across the country 

 Wide variations in access to quality health; nutrition; early childhood education and 
development (ECED); and water, sanitation, and hygiene (WASH) services are 
driving these inequities in early childhood outcomes. For ECED, a four-year-old 
child from the richest 20 percent of households in Indonesia has a 40 percent 
probability of enrolling in ECED services, while this probability is only 16 percent 
for a four-year-old child from the poorest 20 percent of households. This is a 
significant disadvantage; children who are enrolled in preschool typically score 
better on tests of social competence, and language and cognitive development than 
children who are not, with disadvantaged children benefiting the most.52 For health, 
mothers of children born in Indonesia’s poorest and rural households are less likely 
to be seen in prenatal visits, have their delivery assisted by a health professional, and 

                                                      
48 Maika et al. (2013); Nakajima et al. (2016). 
49 IFLS is a longitudinal socioeconomic and health survey conducted in 13 of Indonesia’s 27 provinces, 
and representing 83 percent of the population. To date, there have been five waves; 1993, 1997, 2000, 
2007 and 2014-15. 	
50 Giles, Satriawan and Witoelar (forthccoming 2017);	Cameron et al. (forthcoming 2017). 
51 Sohn (2015). 
52 Jung and Hasan (2015). 
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have a post-natal checkup than their wealthier and urban counterparts.53 Children 
born in poor households are also less likely to be fully immunized. For WASH, 
inequalities in access to safe drinking water and adequate sanitation have increased. 
In 2015, 29 percent of rural households were reported to defecate in the open, 
compared to 20 percent of all households.54 
 

Investment in early 
childhood 
development is key 
to addressing 
inequality, 
increasing 
productivity, and 
ensuring Indonesia’s 
future growth and 
stability 

 Addressing inequality is a government priority. Inequalities of opportunity at birth 
and in early childhood have been identified as a key driver of rising inequality in 
Indonesia.55 An estimated one third of consumption inequality in Indonesia is 
associated with four circumstances which children are born into, and which are 
therefore outside of their control. These are: province of birth; whether an 
individual is born in a rural or urban area; the gender of the head of household; and 
parents’ level of education.56 Evidence shows that investing in early childhood 
development, targeting these investments at children most at-risk, and intervening 
as early as possible, have high rates of return in terms of increasing educational 
achievement and productivity; lowering inequality; promoting social and political 
stability; and fostering stronger, more inclusive economic growth.57 

b. The early childhood development policy and program landscape in Indonesia 

Health and ECED 
programs have 
delivered large 
benefits for 
Indonesia’s poorest 
children 

 Indonesia has a multitude of programs that have been proven to improve early 
childhood outcomes. The government’s ECED program, Pendidikan Anak Usia Dini 
(PAUD), in particular has delivered large, cost-effective benefits for Indonesia’s 
poorest children, especially in terms of increasing preschool enrollment, and the 
duration of enrollment.58 PAUD provides participating communities with block 
grants to establish or strengthen preschool services, provide teacher training, and 
engage community facilitators. In the health sector, children involved in the 
integrated child health and nutrition program (delivered through Posyandu village 
health posts in the 1980s and 1990s) were 19-25 percent less likely to be stunted or 
underweight.59 A comparison with similar programs in other countries shows that 
the Posyandu program was very cost-effective. As such, the Posyandu model has 
since been successfully replicated in other countries. The village midwife (bidan desa) 
program, that ran concurrently in Indonesia during the 1990s, was also shown to 
reduce stunting, and subsequently, to raise the future incomes of children who 
benefited from the program.60 More recently, UNICEF’s Maternal and Young Child 
Nutrition Security Initiative (MYCNSIA) demonstrated that intensive community-
based behavior change interventions can improve care practices (including feeding 
and hygiene practices) and reduce stunting rates. 
 

Community-driven 
development and 
social protection 
programs have also 

 The community-driven development program Generasi (Healthy and Smart 
Generation, GSC) has helped reduce stunting and the prevalence of underweight 
children. Encouragingly, impacts have been larger in areas with the highest rates of 
stunting and underweight children.61 For example, in Nusa Tenggara Timur, 
                                                      
53 World Bank (2016). 
54 Torlesse et al. (2016). 
55 World Bank (2015a). 
56 World Bank (2015b). 
57 Black et al. (2016); Heckman (2008); Campbell et al. (2014); Walker et al. (2011). 
58 Brinkman et al. (forthcoming). 
59 Wai-Poi (2011). 
60 Frankenberg et al. (2005) and Giles and Satriawan (2015). Indonesia’s village midwife program 
placed 54,000 graduates of nursing academies in under-served communities between 1989 and 1998. 
Midwives established healthcare practices in communities and served as a health resource to residents. 
61 World Bank and GoI (2011). 
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generated impressive 
results… 

underweight rates were reduced by 8.8 percentage points (a 20 percent larger decline 
than in control areas); severe underweight rates were reduced by 5.5 percentage 
points (a 33 percent larger decline); and severe stunting was reduced by 6.6 
percentage points (a 21 percent larger decline). Social protection programs, such as 
the government’s conditional cash transfer program, Program Keluarga Harapan 
(PKH), have also reduced severe stunting, increased expenditure on food, improved 
utilization of health care services, and increased education enrollment.62 
 

…as have widely-
implemented WASH 
programs 

 Widely-implemented WASH programs have also contributed to stunting 
reduction.63 The National Rural Water Supply and Sanitation Project (PAMSIMAS) 
provided about 8 million people with access to improved water facilities, and 7.7 
million people with access to improved sanitation in 10,287 villages between 2008-
2015. More than 51 percent of target communities completely eradicated open 
defecation, approximately 68 percent of targeted communities adopted hand 
washing programs, approximately 85 percent of targeted schools improved their 
sanitation facilities and hygiene programs, and 78 percent of targeted villages set up 
efficiently managed and financed water supply facilities. An impact evaluation of 
another government WASH program—Total Sanitation and Sanitation Marketing 
(STBM), a rural sanitation program implemented in rural East Java—found that 
children living in targeted communities had lower rates of parasitic infection, and 
larger improvements in height and weight, compared to children in control 
communities outside the program.64 This is consistent with other research on 
Indonesia that reiterates the importance of investing in community-level WASH 
interventions as a mechanism for improving stunting.65 
 

However, despite the 
multitude of 
programs, coverage 
and integration 
remain a challenge 
and lead to 
suboptimal results 

 However, despite the multitude of interventions, programs are neither integrated or 
implemented at scale, which explains the persistence of poor early childhood 
development outcomes in Indonesia. For example, while PAMSIMAS and STBM 
are present in many districts, there is a missed opportunity for WASH-nutrition 
program integration, that could, for example, deliver integrated behavioral change 
messages and consolidate monitoring and evaluation efforts. Similarly, the ECED 
program PAUD is not integrated with the Posyandu community nutrition program, 
nor does it target children 0-3 years-old, which misses a large part of the critical 
window-of-opportunity. Similarly, payments from the National Health Insurance 
program (JKN) to primary health care facilities (Puskesmas), are not currently used to 
improve the coverage and quality of nutrition services, or to improve the 
complementary services under PKH and Generasi. There is also a missed-
opportunity to use inter-governmental fiscal transfers such as DAK (earmarked 
fiscal transfers for sectors) and Dana Desa (Village Fund) to scale up high 
performing early childhood development programs. 

c. The importance of a multi-sectoral convergence approach 

A “convergence”  
approach has been 
used in many 
countries to more 

 There is growing evidence that a “convergence approach”—whereby coordinated 
multi-sectoral interventions are jointly targeted at selected geographical areas and 
the most vulnerable low-income populations—can accelerate the improvement of 
child health and development outcomes.66 Such an approach has been successfully 

                                                      
62 World Bank (2011); TNP2K (2015). 
63 World Bank (2016).  
64 World Bank (2013). 
65 Cameron et al. (2016). 
66 Levinson and Y. Balarajan (2013). 
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rapidly improve early 
childhood 
development 
outcomes 

applied in Peru, Brazil, Bangladesh.67 For example, child stunting rates in Peru fell 
by almost half in less than a decade (2008-2016),68 in part due to a major multi-
sectoral nutrition effort. Key factors behind this success include: political will and 
commitment at the highest level (President’s office); broad social participation; a 
coordinated multi-sectoral program that included health, nutrition, ECED, WASH, 
and social protection interventions; geographic targeting to vulnerable low income 
populations; performance-based budgeting; and alignment of incentives for 
households, health facilities and local government.69 Another key feature of Peru’s 
success was convincing policy makers, public officials, and parents of the 
importance of early childhood interventions to encourage them to tackle the 
malnutrition problem. Finally, a credible data information system, clear and 
achievable targets, and a monitoring and evaluation system were also critical to the 
success of the nutrition program. 
 

Indonesian evidence 
also demonstrates 
the benefits of multi-
sectoral programs 
that are targeted to 
vulnerable groups in 
specific locations  

 A recent analysis of data 
from the 2007 and 2013 
Indonesian national 
health survey, 
(RISKESDAS), highlights 
the potential for such an 
approach in Indonesia.70 
The study examined the 
interdependence between 
the four underlying 
determinants of 
nutrition—food security, 
access to a safe and 
hygienic environment, 
access to health services, 
and adequate care-
giving—in terms of their 
association with a child’s 
probability of being 
stunted. Simultaneous 
access to adequate levels 
of three or four of the 
key underlying determinants of nutrition was associated with a lower probability of 
being stunted than access to just one or two determinants (Figure 39).	However, this 
relationship varied with household wealth, and between rural and urban areas.71 The 
findings highlight the benefits of the multi-sectoral, targeted convergence approach 
in Indonesia.  

Figure 39: Simultaneous access to drivers of nutrition 
and probability of being stunted, 2013 
(difference in probability of being stunted in the national sample relative 
to the reference group with access to none of the drivers of nutrition and 
a stunting rate of 0.414)) 

   
Source: World Bank (2017)  
Note: Point estimates are shown by a dot; the 95 percent 
confidence interval is shown by a line. All estimates are statistically 
significant. 

                                                      
67 Levinson and Y. Balarajan (2013); Gillespie, Stuart, ed.; Hodge, Judith, ed.; Yosef, Sivan, ed.; and 
Pandya-Lorch, Rajul, ed. (2016); Huicho et al (2016). 
68 Huicho L et al (2016). 
69 For example, households would receive cash transfers if they utilized selected services in a certain 
health facility. The same health facility would also be receiving payments through health insurance 
programs to provide quality services to the households. At the same time, local government would 
benefit from a higher budgetary allocation for nutrition if they met targets on key performance 
indicators. 
70 World Bank (2017a).  
71 Specifically, the same general pattern as in Figure 39 holds separately for children in urban and rural 
areas as well as for children in households at the top 60 percent of the wealth distribution, but not for 
children in households at the bottom 40 percent of the wealth distribution.  
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d. Opportunities to strengthen Indonesia’s convergence approach 

The convergence 
approach requires 
leadership from the 
highest-levels, and 
broad-based 
commitment  

 The successful application of the convergence approach in Indonesia requires 
leadership and commitment at all levels, from presidents to parents. In Peru, all four 
presidents since 2007 have recognized the malnutrition crisis and publicly 
committed to its reduction. Such high level commitment can provide momentum 
for a sustained public awareness campaign to broaden support for early childhood 
programs amongst policy makers, regional governments, community leaders, and 
parents.  
 

Existing initiatives 
should be 
consolidated under a 
national priority 
program 

 The Indonesian Government’s “programs not functions” approach to the Annual 
National Development Plan (RKP) provides an opportunity to consolidate existing 
interventions (such as PAUD, Generasi, PKH, and PAMSIMAS) under an umbrella 
multi-sectoral national priority program for early childhood development. This 
would help to ensure a common vision, align objectives and targets, identify 
geographic gaps, coordinate a scale up strategy, and facilitate cross-sectoral 
evaluation and learning. It could also help to identify and fill gaps in the current mix 
of interventions, such as clarifying responsibility for PAUD services for 0-3 year old 
children, and including nutrition education in the home garden program (Kawasan 
Rumah Pangan Lestari). The umbrella program should be overseen by a strong 
secretariat. In line with international experience, the secretariat could also coordinate 
both political and technical forums to develop coordinated early childhood 
strategies. 
 

The government can 
use the inter-
governmental fiscal 
transfer system to 
encourage local 
governments to 
prioritize early 
childhood 
interventions 

 The central government can use the inter-governmental fiscal transfer system to 
direct subnational government spending to investments in nutrition and early 
childhood development. Specifically, the Dana Alokasi Khusus (DAK) and Dana Desa 
transfers (which can be earmarked by the central government) provide an 
opportunity for the central government to signal priority interventions and inputs, 
while allowing local governments to determine the exact mix of interventions 
appropriate for their region. One option is to establish a dedicated multi-sectoral 
DAK for nutrition and early childhood development. This would both signal 
support for a multi-sectoral approach, and provide a mechanism for central 
government ministries to jointly prepare integrated guidelines (Juknis) for these 
funds.72 Similarly, there is scope to use the Dana Desa prioritization mechanism to 
ensure villages also fund nutrition and early childhood development interventions, 
including funding the operational costs of Posyandu and PAUD. 
 

The central 
government should 
offer capacity 
development support 
to local governments 

 The central government will need to assist local governments diagnose the causes of 
poor early childhood outcomes in their regions, and subsequently develop 
appropriate interventions. Concrete actions could include establishing an annual 
multi-sectoral early childhood development “boot camp” for local government 
leaders and bureaucrats, offering mobile multi-sectoral technical assistant teams that 
could respond to local requests for support, and launching a knowledge platform to 
share practical information between levels of government and between individual 
districts. 
 

Results-based 
incentives need to be 

 The central government has a number of potential tools—including results-based 
budgeting, performance-based inter-governmental fiscal transfers, and social 
                                                      
72 Alternatively, the central government could modify existing sectoral DAKs (e.g., DAK Non-fisik 
Kesahatan, DAK BOP PAUD, DAK Adminduk) to better signal the menu of interventions and inputs 
that could address malnutrition and improve childhood development outcomes.  
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aligned across key 
ministries, local 
governments, service 
providers, 
communities and 
households 

accountability mechanisms—to incentivize government agencies and local 
governments to improve the coverage, quality and coordination of nutrition and 
early childhood development interventions. For example, there is scope to 
strengthen the Dana Insentif Daerah (DID) transfer to incentivize local governments 
to coordinate and monitor interventions as well as reward them for results. There is 
also scope to incorporate Generasi’s community-based monitoring system to track 
and incentivize performance, and improve learning. Meanwhile, the JKN capitation 
payments received by districts and Puskesmas could be linked to the quality and 
coverage of nutrition programs. International experience has also shown how 
conditional cash transfers can be used to incentivize households to improve early 
childhood outcomes. For example, PKH could be used to incentivize households to 
use maternal and child health services, including growth monitoring and nutrition 
counselling sessions.  
 

Key early childhood 
development 
outcomes such as 
stunting should be 
measured annually 
to sustain public 
attention and allow 
policy makers to 
evaluate and adjust 
interventions  

 The central government should consider adding early childhood development 
indicators—such as an anthropometric module (that measures children´s weight and 
length or height) and a child development module—to an existing annual survey, 
such as SUSENAS, so that it can track stunting, wasting and early stimulation 
measures on an annual basis. Peru’s introduction of an annual survey that tracked 
such indicators at the regional level (equivalent to the district level in Indonesia) was 
critical to sustaining public attention, and cajoling regional governments to perform 
better. Such surveying can be expensive, but the ability to assess progress and adjust 
interventions on an annual basis can reduce the time it will take to address the 
stunting crisis from a generation to a decade. 
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2. What drives Foreign Direct Investment in Indonesia? 

While Foreign Direct Investment (FDI) inflows to Indonesia have grown over the last 15 years, they still represent a lower share of 
GDP than many other countries in the region. New analyses by the World Bank based on an extensive collection of investment 
policy data show that Indonesia’s negative investment list (DNI) plays an important role in determining FDI. A number of DNI 
restrictions, including foreign equity limits, SMEs’ reservations, and domestic content requirements, are a significant deterrent to 
FDI. Therefore, reducing the number of restrictions in the DNI, particularly on foreign equity limits, reservations for SMEs, and 
local content requirements, is likely to increase FDI. Ensuring consistency between local and sectoral regulations and the DNI 
could also contribute to raising foreign direct investment. The evidence also suggests that FDI attractiveness could be increased by re-
negotiating rather than terminating Bilateral Investment Treaties (BITs), as Indonesia has been doing since 2014, and signing new 
Free Trade Agreements can have a small positive impact on FDI, especially if they include investment-specific provisions. 

 
With insufficient 
private sector 
investment, FDI 
needs to play a larger 
role for Indonesia to 
achieve a sustained 
higher rate of 
economic growth 

 With insufficient domestic private sector investment, foreign direct investment 
(FDI)73 needs to play larger role, if Indonesia is to achieve a higher rate of sustained 
growth in the medium term. The importance of FDI has been a recurrent theme 
throughout Indonesia’s modern history going back to the 1970s.74 Besides providing 
a key source of capital, FDI also tends to bring access to new technology, markets, 
managerial skills, inputs, and products. As with other types of investments, FDI has 
to be properly managed to ensure the benefits they bring outweigh their associated 
costs, such as environmental and social externalities.75 
 

While it has been 
catching up in the 
last decade, FDI 
inflows into 
Indonesia remain 
low relative to other 
middle-income 
countries in the 
region  

 FDI inflows to Indonesia 
have been steadily 
increasing over the past 15 
years, both in absolute 
terms and as a share of 
GDP (Figure 40). 
According to Indonesia’s 
investment promotion 
agency (BKPM), which 
records gross inflows based 
on approved FDI projects, 
FDI has been steadily 
increasing, rising from 2 
percent of GDP in 2000 to 
3.4 percent in 2015.76 
According to Bank 
Indonesia (BI) data, which 
track net inflows, the 

Figure 40: Gradually increasing FDI inflows 
(FDI inflows as percentage of GDP) 

Source: BKPM and Bank Indonesia (for FDI data) and World 
Development Indicators (for GDP data). 

                                                      
73 See Table 5 for definition of terms. 
74 Strout (1973).  
75 The experience of Indonesia, which is similar to other countries, highlights the importance of 
properly managing negative externalities that foreign, as well as domestic, investors may cause, in terms 
of environmental pollution, degradation, labor, and social disputes. At the same time, it is important to 
maximize the quantity and quality of the linkages of FDI with the domestic economy without 
distorting the incentives for investment, such as through the imposition of local content requirements. 
76 Approved FDIs refer to those investments, which have at least 1 percent foreign equity and which 
have been approved by BKPM following the application of the investor(s) for a specific project. While 
an approved FDI does not necessarily translate into a realized FDI (or may translate into a different 
figure than originally planned), the former is the most reliable proxy for intentions to invest. In 
addition, data on approved FDI go back in time much further than realized FDI, which BKPM only 
started to record in 2010. Finally, there are questions as to the accuracy of self-reported realized FDI 
over time in the absence of clear incentives by the investors to report accurate data.  
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increase was rapid in the early 2000s but since the mid-2000s net inflows have 
plateaued at around 2 percent of GDP.77 Despite gaining ground over the past 
fifteen years, FDI inflows as a share of GDP (into Indonesia) are still considerably 
lower than other regional comparators. According to UNCTAD data, 2013-14 
average net FDI inflows as a share of GDP were 3.2 percent in Thailand, 3.5 
percent in Malaysia and 5.1 percent in Vietnam versus 2.2 percent in Indonesia. 
Identifying what Indonesia can do to attract more FDI requires an understanding of 
the determinants of FDI in Indonesia. 

a. The role of economic policies in FDI to Indonesia 

Domestic policies 
play a key role in 
attracting FDI and 
evidence suggests 
that Indonesia can 
substantially benefit 
from some changes 

 Investment policies are key 
determinants of FDI, as 
suggested by the fact that, 
across countries, the per 
capita stock78 of inward 
FDI is negatively 
correlated with FDI policy 
regime restrictiveness 
(Figure 41).79 That is, FDI 
policy restrictiveness is 
associated with less FDI. 
Indonesia lags behind 
other emerging middle 
income countries like 
Malaysia, South Africa, 
and Brazil in terms of both 
the FDI-GDP ratio and 
policy restrictiveness. As 
such, there is scope for 
Indonesia to make policy 
adjustments to attract 
more FDI. Evidence 
suggests that domestic 
investment policy is 
particularly important for 
investment in the 
secondary and tertiary 
sectors, while investment in the primary sector depends more on the presence of 
natural resources than policy. 

Figure 41: Inverse relationship between FDI 
investment policy restrictiveness and FDI inflows 
(FDI stock measured in current USD and FDI regulatory index)  

Source: World Bank staff calculations on the basis of UNCTAD, 
World Development Indicators and OECD data (online dataset  
http://stats.oecd.org/). 
Note: The FDI Index is computed by the OECD and consists of 
four types of restrictiveness measures: equity restrictions, screening 
and approval requirements, restrictions on foreign key personnel, 
and other operational restrictions (such as limits on purchase of 
land or on repatriation of profits and capital). Non-discriminatory 
measures are also included when they are burdensome for foreign 
investors, such as rules regarding nationality of key 
personnel/directors. The figure includes data for 56 countries, 34 of 
which are OECD countries and the rest being middle- and lower-
middle income countries. 

 
FDI has usually 
responded positively 
to economic de-
regulation reforms 

 Indonesia’s experience over the last three decades confirms the importance of 
domestic policies. The bold deregulation during the first half of the 1980s, with 
measures such as the replacement of non-tariff barriers with more transparent, 
equivalent tariffs and the removal of major import monopolies, was associated with 

                                                      
77 Besides recording gross versus net FDI inflows, there are other differences between the two sources 
of data, including different definitions of FDI in terms of the sectoral coverage, share of investments 
detained by a foreign or national company, and instruments used to invest (capital market versus real 
sector investments). 
78 Using the stock of inward FDI instead of the flow is appropriate here as it is more persistent over 
time, which is more consistent with the property of the restrictiveness index data. 
79 Figure 41 uses the latest available data (from 2014) as an illustrative example. The relationship holds 
for other years too. 
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an eightfold increase in approvals of investments by BKPM between 1986 and 1990, 
with a larger proportion intended for exports.80 This agrees with evidence from 
other emerging economies that maintaining market-friendly and liberal trade and 
investment policies increases the attractiveness of the host country to FDI, as this 
enables investors to participate in global and regional production networks.81 Other 
subsequent measures associated with increased approved FDI inflows included 
allowing foreign investors to float shares on the Jakarta Stock Exchange in 1993 and 
considerably increasing foreign equity ownership limits in many sectors in 1994.82  
 

The 2007 investment 
law was intended to 
increase openness to 
FDI and to improve 
transparency, but its 
usefulness has been 
undermined due to 
frequent changes 
and contradictory 
local laws 

 A more recent important breakthrough was the introduction of the investment law 
of 2007. This law allowed 100 percent foreign equity ownership for investments in 
many sectors and tried to increase transparency by mandating that all investment 
restrictions be included in a single presidential decree – the negative investment list 
(DNI). This change was intended to increase openness to FDI and improve 
transparency with regards to investment applications and access to information for 
perspective investors. While the introduction of the DNI was greeted favorably by 
investors, the DNI has been revised frequently, in 2010, 2014, and then 2016. Each 
revision resulted in regulatory changes for domestic and foreign investors. 
Moreover, investment bottlenecks have remained due to local governments’ and line 
ministries’ laws and regulations, which often more restrictive than national 
investment policies.83 While the central government has sought to limit some of 
these bottlenecks by scrapping problematic bylaws issued by local governments, a 
recent decision by the Constitutional Court now makes this option unviable, 
potentially increasing the inconsistency between central and local regulations.84 
These issues have undermined the DNI as a source of clarity for investors as the 
single legal reference for investment restrictions.  

b. New evidence on the effects of Indonesia’s investment policies on FDI  

New data sheds light 
on the role of policy 
in determining FDI 
inflows 

 Despite these limitations, the DNI still provides a comprehensive list of restrictions 
that investors have to consider before deciding to invest in Indonesia. To better 
understand the extent to which these restrictions affect investment in Indonesia, the 
World Bank has assembled a new dataset covering the various restrictions specified 
in the four DNI changes issued since 200785. These changes include sector-specific 
foreign equity limits, special licenses, reservations for small and medium enterprises 
(SMEs), private partnerships and public-private partnerships, and domestic content 
requirements (Table 5).86 The data span from 2008 to the third quarter of 2016, 
which allows the relationship between FDI inflows and various types of DNI 

                                                      
80 Pangestu and Habir (1990).  
81 This is particularly important for Asia relative to investors from other emerging economies, as 
highlighted in Kenyon et al. (2014) 
82 Lindblad (2015)  
83 Examples include local regulations introducing lengthy procedures to obtain business licenses or 
Sharia-based bylaws that may not necessarily conform to the country’s constitutional laws as well as 
ministerial laws introducing discriminatory location restrictions or capital requirements vis-à-vis foreign 
service providers. 
84 In particular, the Court has annulled four provisions in Article 251, Paragraphs 2, 3, 4 and 8 of the 
2014 Regional Government Law, that allowed the central government to scrap problematic bylaws. 
85 The data are then matched with quarterly data covering the amount of approved and realized FDI at 
the most disaggregated sectoral level available (4-digit Klassifikasi Baku Lapangan usaha Indonesia – 
KBLI). The analysis uses the 2009 4-digit KBLI classification, which includes 514 sectors in every 
quarter. The DNI data are instead coded at the 5-digit KBLI, which includes 1465 sectors. Hence the 
DNI data are aggregated at the KBLI 4-digit level before being matched with the investment data. 
86 See Table 5 for definitions and examples of these restrictions 
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restrictions to be analyzed over time, while controlling for differences amongst 
different sectors as well as changes in macroeconomic conditions.  
 

Sectoral coverage of 
the DNI restrictions 
decreased until 2010, 
and stabilized 
thereafter with a 
higher incidence in 
services than in other 
sectors 

 The data suggest that Indonesia liberalized rules towards investments (both 
domestic and foreign) mainly through DNI 2010, and with little liberalization 
thereafter. Around half of all sectors in Indonesia were subject to at least one type 
of restriction in DNI 2007. Largely due to changes in service sectors, that share 
dropped to less than 30 percent in 2010, and remained broadly unchanged in 
subsequent DNIs (Figure 42). Most of the restrictions pertain to caps in foreign 
ownership. Tertiary sectors with at least one sub-sector with a foreign equity limit 
restriction was almost 60 percent in 2007, and fell to less than a quarter in 2010, and 
remained unchanged thereafter. This is in contrast to primary and secondary sectors, 
where the coverage of restrictions has been increasing since 2007, albeit starting 
from much lower levels than tertiary sectors (Figure 43). Currently, foreign equity 
limits are still relatively more restrictive in the tertiary sector, which is problematic 
given the importance of foreign investment in services for manufacturing 
productivity and reducing the gap between domestic supply and demand in service 
sectors.87 The incidence of restrictions is particularly high in key input supplying 
sectors, including transport and storage (where 85 percent of the sub-sectors have at 
least one DNI restriction), finance and insurance (57 percent) and professional, 
scientific and technical services (50 percent). 
 

Foreign equity 
limits, SMEs’ 
reservations, and 
domestic content 
requirements are a 
significant deterrent 
to FDI 

 Econometric analysis of the new data shows that several DNI restrictions impose a 
strong deterrent effect on realized FDI, and an even larger deterrent effect on 
approved FDI.88 Foreign equity limits, SMEs’ reservations, and domestic content 
requirements have particularly strong deterrent effects. Our results show that raising 
the foreign equity limit in at least one sub-sector89 from zero to 100 percent, on 
average, leads to an additional 3.8 FDI projects in that sector every year. This is 
equivalent to a 22 percent increase in the number of FDI projects and an additional 
USD 4.3 million of realized investments per year. This effect is even stronger for 
those sectors increasing a foreign equity limit that is already above zero, perhaps due 
to the fact that foreign investors are already active in these sectors and are more 
ready to upscale their existing investment, compared to sectors which were initially 
closed to foreign investors. For example, if a particular sector increases its 
maximum foreign limit from 49 percent to 67 percent, the number of FDI projects 
in that sector is expected to grow, on average, by 2.1 projects, equivalent to an 
additional USD 2.1 million per year. The results also suggest that reserving a sector 
only for SMEs reduces the number of FDI projects by 22 percent. Other DNI 
restrictions, including minimum domestic content requirements and the requirement 
of special licenses, also have a substantial deterrent effect on investment, but only 
                                                      
87 For evidence of the importance of services for manufacturing productivity see Duggan, V., S. 
Rahardja, and G. Varela (2013). See World Bank (2017b) for a discussion of demand-supply gaps 
among Indonesia’s service sectors. 
88 The analysis uses the quarterly number of FDI approved or realized projects in the sector as the 
dependent variable. Explanatory variables include variables measuring the restrictions in the previous 
quarter (coded as a dummy for whether the restriction applies to the sector in the quarter, except for 
foreign equity limit, which is coded as the maximum share of foreign equity allowed), while controlling 
for all time invariant sector characteristics, and for all time varying changes in Indonesia common to all 
sectors. These regressions are estimated through a fixed effect negative binomial estimator that is 
appropriate for this type of count data. The analysis also uses the average quarterly value of 
approved/realized FDI as the dependent variable and estimates it through Poisson pseudo maximum 
likelihood and two-stage tobit estimators. Both of these estimators are suitable for continuous variables 
with large shares of zeros. 
89 In a KBLI 4-digit sector. 
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on approved FDI projects, while the effect is not statistically significant on realized 
FDI.90 An important finding from the analysis is that none of these restrictions are 
associated with higher domestic investment, whether realized or approved. In fact, 
both foreign equity restrictions and domestic content requirements also appear to 
deter domestic investment. 
 

Figure 42: DNI restrictions across all sectors  
(share of sectors with at least one restriction in the DNI, overall, 
percent) 

Figure 43: Foreign equity limits by sector 
(share of sectors with at least one foreign equity limit restriction in 
the DNI, percent) 

 

 

Source: World Bank staff estimates on the basis of DNI decrees  
Note: shares computed out of 1,456 KBLI-5 digit sectors.  

 
The mineral export 
ban has reduced FDI 
in extractive mineral 
sectors and 
increased FDI in 
smelters 

 Indonesia’s mineral export 
ban provides an example of 
how policy changes can 
have a significant impact on 
sectoral FDI. The ban was 
introduced in February 
2014 and covered 
unprocessed mineral 
exports. Following the 
introduction of the ban, 
realized FDI in iron ore 
sectors, which produce 
unprocessed minerals, were 
dramatically reduced, while 
the opposite occurred in 
mineral processing sectors 
(Figure 44). We estimate 
that the effect of the ban 
was to reduce, on average, 
quarterly FDI in extractive sectors by USD 20 million and to increase FDI in 
mineral processing by USD 60 million. This latter effect was in line with the policy’s 
objective of increasing value addition in the mining sector through additional 
smelting capacity. However, the sharp reduction in FDI in extraction could also 

Figure 44: The mineral export ban and FDI 
(realized FDI, USD million) 

Source: World Bank staff estimates on the basis of BKPM data. 
Note: the vertical purple line indicates the introduction of the 
mineral export ban.  

                                                      
90 The results for the other restrictions, including reserving a sector for special partnership and the 
requirement for public-private partnership, are not conclusive. 
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mean that the overall stock of minerals to process may eventually shrink as 
extraction activities slow down. The reduction in extractive FDI was eventually 
reversed in the second quarter of 2016 following the news that the export ban 
would be lifted in early 2017.91 
 

Despite Bilateral 
Investment Treaties 
(BITs) raising FDI 
inflows, Indonesia 
has recently 
terminated several 
BITs 

 Another measure recently adopted by Indonesia that may affect FDI inflows is the 
unilateral termination of Bilateral Investment Treaties (BITs).92 The government 
started to terminate these agreements in 2014. By increasing security and clarity 
around investments, BITs should increase FDI flows between the two countries 
involved in the treaty.93 Most BITs include an extra-territorial dispute settlement 
mechanism to which the parties could resort to if they deem their BIT-related rights 
have been violated. The use of this mechanism has been credited as an important 
factor in Indonesia’s decision to terminate its existing BITs.94 To access which such 
terminations might have affected FDI inflows to Indonesia, we analyzed the net 
quarterly FDI inflows from each of the 40 main origin countries for the period 
when the BITs were in force.95 The results suggest that terminating a BIT is 
associated with an average reduction in net FDI inflow from that partner country to 
Indonesia by USD 82 million in each of the following quarters. This reduction is 
larger than the average quarterly bilateral net FDI inflow (USD 72 million), implying 
that BIT termination may even have led to a divestment of FDI. The analysis also 
finds a positive FDI effect from signing a BIT, even if that does not enter into 
force. This suggests that BITs may raise FDI mainly through a market signaling 
effect, rather than through the actual use of an extra-territorial dispute settlement 
resolution mechanism. Such mechanisms have, in fact, rarely been used by entities 
investing in Indonesia.96 
 

Free Trade 
Agreements have a 
small positive impact 
on FDI  

 Free Trade Agreements (FTAs) can provide a mechanism to credibly commit to 
foreign investors about the treatment of their assets, thus reassuring investors and 
increasing investment. While cross-country evidence tends to support this 
hypothesis97, our analysis using Indonesian data suggests that only those FTAs with 
specific investment provisions seem to increase – albeit mildly – FDI attractiveness. 
On the other hand, other FTAs have no effects. Similarly, cross-country analyses 
that the World Bank has performed over the period 2007-2015 suggest that doing 
business reforms, as captured by the scores in the World Bank’s Doing Business 
Indicators, are not associated with changes in net FDI inflows. 

                                                      
91 While the ban has not been lifted entirely, there are early signs that it has been relaxed, as shown for 
example by the special permit recently given to Freeport to export raw minerals for 10 months. Reuters 
(April 21, 2017). 
92 BITs are agreements between two countries which list mutual rights and duties of both host states 
and foreign investors. Up until 2013, Indonesia had more than 60 BITs in place. 
93 Evidence across countries confirms the FDI raising effect of BITs. See, for example, Busse, Koniger 
and Nunnenkamp (2010). 
94 This followed a high profile case which involved Churchill Mining taking Indonesia to arbitration for 
an alleged violation of its mining permit right in 2012. See Financial Times “Indonesia to terminate 
more than 60 bilateral investment treaties” https://www.ft.com/content/3755c1b2-b4e2-11e3-af92-
00144feabdc0. 
95 Data on net bilateral FDI inflows come from Bank Indonesia. To ensure the robustness of the 
results, the analysis controlled for time invariant country of origin factors (e.g. their size, location, 
historical ties with Indonesia, etc.), for changes in Indonesia’s conditions over time that may affect FDI 
(e.g. economic conditions, political stability), and for outward FDI in every quarter from each BIT 
partner country to the rest of the world. 
96 The small effect of dispute settlement on FDI is in line with other evidence, such as Berger, Busse, 
Nunnenkamp and Roy (2013).  
97 See for instance Büthe, Tim, and Helen V. Milner (2008). 
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c. Policy implications 

The elimination of 
certain restrictions in 
the DNI, while 
ensuring consistency 
with local and 
sectoral regulations, 
could be key to 
raising foreign 
investments in 
Indonesia  

 The empirical results above offer some suggestions for policy reforms aimed at 
increasing FDI inflows. First, reducing the number of restrictions in the DNI, 
particularly on foreign equity limits, reservations for SMEs, and local content 
requirements, could help increase FDI. The service sector, with its forward linkages 
to the rest of the economy, has a particularly high number of restrictions, would also 
benefit from reductions in DNI restrictions. Second, removing sectoral and local 
investment restrictions, which are in contradiction to the DNI, would enhance 
clarity and transparency for potential investors. This would also strengthen the role 
of the DNI as the main source of regulatory guidance for investors. Going forward, 
the establishment of an institutional mechanism – such as a mandated review of the 
compatibility of sectoral and local legislation with the DNI – may be required to 
avoid contradictions and to maintain the DNI as the sole repository of investment 
restrictions in Indonesia. 
 

Evidence suggests 
that FDI 
attractiveness could 
increase by re-
negotiating rather 
than terminating 
BITs, alongside 
other deregulation 
efforts  

 Beyond the DNI, reconsidering Indonesia’s unilateral termination of BITs is 
important to avoid further deterrence for investors. At the same time, the 
government could develop new BITs with more stringent rules on the use of the 
extra-territorial dispute settlements. Liberal rules about the latter appear to be the 
main matter of contention for BITs especially as there is inconclusive evidence on 
the benefits (in terms of higher FDI attractiveness). Moreover, Indonesia could step 
up its ongoing economic de-regulation efforts to increase FDI inflows. The 
experience over the past three decades confirms that substantial de-regulating 
reforms, such as trade liberalization and pro-competition reforms, have historically 
been associated with jumps in FDI, especially in the secondary and tertiary sectors. 
Such reforms may also include the strengthening of the intellectual property rights 
regime, which is also an important determinant of FDI across countries.98 Finally, 
Indonesia could ensure that new FTAs, especially regional and plurilateral 
agreements, include investment-specific provisions. To that end, the ambitious text 
of the investment chapter in the Trans-Pacific Partnership agreement could 
represent a benchmark. 
 

                                                      
98 See for instance Awokuse, Titus O., and Weishi Grace Gu (2015). 
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Table 5: Types of restrictions listed in the DNI 
Restriction Definition Examples 

Foreign equity limit Maximum share of foreign equity allowed. Foreign equity for internet service providers is allowed up 
to a maximum of 67 percent of total equity.  

SME reservation Requirement that investments be 
reserved for Small and Medium 
Enterprises. 

The food crops cultivation businesses in an area of more 
than 25Ha (particularly rice, corn, soy, peanut, green 
bean, cassava, sweet potatoes) are reserved only for 
SMEs and are not allowed for large-scale private 
investment. 

Partnership Requirement for investments to operate 
through a partnership with specific actors. 

Investment marine fish hatcheries only permitted in 
partnership with a SME.  

Special license Requirement of a special license for 
investments to operate in the sector. 

Security consulting services need an operational license 
from the National Police Headquarters. 

Public Private 
Partnership 

Relaxation of restrictions in the sector if 
the investment is in a public-private 
partnership (PPP). 

Investments in power plant transmission project can have 
a foreign equity of up to 100 percent during the 
concession period if undertaken as a PPP (95 percent 
otherwise).  

Local content Requirement of a minimum level of input 
(as a share of total input) from specific 
domestic sources. 

The investment in the coconut oil industry requires at 
least 20 percent of raw materials from domestic 
plantations. 

 

Source: 2007, 2010, 2014 and 2016 Perpres regulating DNI. 
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APPENDIX: A SNAPSHOT OF INDONESIAN ECONOMIC INDICATORS 

Appendix Figure 1: Real GDP growth 
(growth quarterly yoy, percent) 

Appendix Figure 2: Contribution to GDP growth (expenditure) 
(contribution to real GDP growth yoy, percentage points) 

  
Source: BPS; World Bank staff calculations Source: BPS; World Bank staff calculations  

Note: * includes changes in stocks. 

Appendix Figure 3: Contribution to GDP growth 
(production) 
(contributions to real GDP growth yoy, percentage points) 

Appendix Figure 4: Motorcycle and motor vehicle sales 
(growth yoy, percent) 

 
Source: BPS; World Bank staff calculations Source: CEIC; World Bank staff calculations 

Appendix Figure 5: Consumer indicators 
(retail sales index 2010=100) 

Appendix Figure 6: Industrial production indicators and 
manufacturing PMI 
(PMI diffusion index; industrial production growth yoy, percent)  

 
Source: BI Source: BPS; Nikkei/Markit; World Bank staff calculations 
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Appendix Figure 7: Balance of payments  
(USD billion) 

Appendix Figure 8: Current account components 
(USD billion) 

  
Source: BI Source: BI 

Appendix Figure 9: Exports of goods 
(USD billion) 

Appendix Figure 10: Imports of goods 
(USD billion) 

 
Source: BPS Source: BPS 

Appendix Figure 11: Reserves and capital flows 
(USD billion) 

Appendix Figure 12: Inflation  
(growth yoy, percent) 

  
Source: BI; Ministry of Finance (MoF) 
Note: SUN is government securities, SBI is BI certificates 

Source: BPS; BI; World Bank staff calculations 
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Appendix Figure 13: Monthly breakdown of CPI 
(contribution to growth yoy, percentage points)  

Appendix Figure 14: Inflation comparison across countries 
(growth yoy, percent) 

 
Source: BPS; World Bank staff calculations Source: BPS; CEIC; World Bank staff calculations  

Note: * May 2017 data; others April.       

Appendix Figure 15: Domestic and international rice 
prices  

(wholesale price, in IDR per kg) 

Appendix Figure 16: Poverty and unemployment rate  

( percent) 

 
Source: Cipinang wholesale rice market; FAO  
Note: “5% broken” refers to the quality of milled rice. 5 percent 
being the proportion of grains broken during the processing stage.  

Source: BPS  
Note: Poverty line based on national poverty line 
 

Appendix Figure 17: Regional equity indices 
(daily index, June 5, 2015=100) 

Appendix Figure 18: Selected currencies against USD  
(monthly index, May 2015=100) 

   
Source: CEIC; World Bank staff calculations Source: CEIC; World Bank staff calculations 
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Appendix Figure 19: 5-year local currency government 
bond yields 
(percent) 

Appendix Figure 20: Sovereign USD bond EMBIG 
spread 
(basis points) 

 
Source: CEIC Source: JP Morgan 

Appendix Figure 21: Commercial and rural credit and 
deposit growth  
(growth yoy, percent) 

Appendix Figure 22: Banking sector indicators 
(monthly, percent) 

 
Source: BI; World Bank staff calculations Source: BI; World Bank staff calculations 

Appendix Figure 23: Government debt  
(percent of GDP, LHS; USD billion, RHS) 

Appendix Figure 24: External debt 
(percent of GDP, LHS; USD billion, RHS) 

Source: BI; MoF; World Bank staff calculations   Source: BI; World Bank staff calculations 
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Appendix Table 1: Budget outcomes and projections 
(IDR trillion) 
 

  2011 2012 2013 2014 2015 2016 2017 

  Actual Actual Actual Actual Actual Actual Budget 

A. State revenue and grants 1,211 1,338 1,439 1,550 1,508 1,556 1,750 
1. Tax revenue 874 981 1,077 1,147 1,240 1,285 1,499 
2. Non-tax revenue 331 352 355 399 256 262 250 

B. Expenditure 1,295 1,491 1,651 1,777 1,807 1,864 2,080 
1. Central government 884 1,011 1,137 1,204 1,183 1,154 1,316 
2. Transfers to the regions 411 481 513 574 623 710 765 

C. Primary balance 9 -53 -99 -93 -142 -126 -109 
D. SURPLUS / DEFICIT  -84 -153 -212 -227 -298 -308 -330 
 (percent of GDP) -1.1 -1.8 -2.2 -2.1 -2.6 -1.6 -2.4 

Source: MoF; World Bank staff calculations 
Note: Budget balance as percentage of GDP uses the revised and rebased GDP 

 
 

Appendix Table 2: Balance of payments 
(USD billion) 

  
2014 2015 2016 

2015 2016 2017 

Q3 Q4 Q1 Q2 Q3 Q4 Q1 
Balance of payments 15.2 -1.1 12.1 -4.6 5.1 -0.3 2.2 5.7 4.5 4.5 

Percent of GDP 1.7 -0.1 1.3 -2.1 2.4 -0.1 0.9 2.3 1.9 1.9 

Current account -27.5 -17.5 -16.9 -4.2 -4.7 -4.7 -5.1 -5.0 -2.1 -2.4 

Percent of GDP -3.1 -2.0 -1.8 -2.0 -2.2 -2.2 -2.2 -2.0 -0.9 -1.0 

Trade balance -3.0 5.4 8.4 2.0 0.5 1.5 1.4 2.4 3.1 4.3 

Net income & current transfers -24.5 -22.9 -25.3 -6.2 -5.2 -6.2 -6.5 -7.4 -5.2 -6.7 

Capital & Financial Account 44.9 16.9 28.4 0.1 9.2 4.2 6.8 9.8 7.6 7.9 

Percent of GDP 5.0 2.0 3.0 0.0 4.3 1.9 2.9 4.0 3.2 3.2 

Direct investment 14.7 10.7 16.0 1.6 2.8 2.9 3.3 6.5 3.3 2.5 

Portfolio investment 26.1 16.2 18.9 -2.2 4.3 4.4 8.3 6.5 -0.3 6.5 

Other investment 4.3 -10.1 -6.6 0.4 2.3 -3.1 -4.7 -3.3 4.5 -1.0 

Errors & omissions -2.2 -0.4 0.6 -0.4 0.6 0.2 0.5 0.9 -1.0 -0.9 

Foreign reserves* 111.9 105.9 116.4 101.7 105.9 107.5 109.8 115.7 116.4 121.8 
 
Source: BI; BPS; World Bank staff calculations 
Note: * Reserves at end-period 
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Appendix Table 3: Indonesia’s historical macroeconomic indicators at a glance 
    2000 2010 2011 2012 2013 2014 2015 2016 

National Accounts (% change)1                 

   Real GDP  4.9 6.2 6.2 6.0 5.6 5.0 4.9 5.0 

   Real investment  11.4 8.5 8.9 9.1 5.0 4.4 5.0 4.5 

   Real consumption  4.6 4.1 5.1 5.4 5.7 4.7 4.9 4.3 

   Private  3.7 4.8 5.1 5.5 5.5 5.3 4.8 5.0 

    Government  14.2 0.3 5.5 4.5 6.7 1.2 5.3 -0.1 

   Real exports, GNFS  30.6 15.3 14.8 1.6 4.2 1.1 -2.1 -1.7 

   Real imports, GNFS  26.6 17.3 15.0 8.0 1.9 2.1 -6.4 -2.3 

   Investment (% GDP) 20 31 31 33 5.0 4.4 5.0 4.5 

   Nominal GDP (USD billion) 165 755 893 918 915 891 861 933 

   GDP per capita (USD) 857 3,167 3,688 3,741 3,528 3,442 3,329 3,603 

Central Government Budget (% GDP)2                 

   Revenue and grants 20.8 14.5 15.5 15.5 15.1 14.7 13.1 12.5 

   Non-tax revenue 9.0 3.9 4.2 4.1 3.7 3.8 2.2 2.1 

   Tax revenue 11.7 10.5 11.2 11.4 11.3 10.9 10.7 10.4 

   Expenditure 22.4 15.2 16.5 17.3 17.3 16.8 15.7 15.0 

   Consumption 4.0 3.6 3.8 3.9 4.1 4.0 4.5 4.6 

   Capital  2.6 1.2 1.5 1.7 1.9 1.4 1.9 1.4 

   Interest  5.1 1.3 1.2 1.2 1.2 1.3 1.4 1.5 

   Subsidies 6.3 2.8 3.8 4.0 3.7 3.7 1.6 1.4 

   Budget balance -1.6 -0.7 -1.1 -1.8 -2.2 -2.1 -2.6 -2.5 

    Government debt 97.9 24.5 23.1 23.0 24.9 24.7 26.8 27.0 

   o/w external Government debt 51.4 11.1 10.2 9.9 11.2 10.2 11.9 11.3 

   Total external debt (including private sector) 87.1 26.8 25.2 27.5 29.1 32.9 36.0 34.0 

Balance of Payments (% GDP)3                 

   Overall balance of payments  .. 4.0 1.3 0.0 -0.8 1.7 -0.1 1.3 

   Current account balance 4.8 0.7 0.2 -2.7 -3.2 -3.1 -2.0 -1.8 

   Exports GNFS 42.8 22.0 23.8 23.0 22.5 22.3 19.9 18.1 

   Imports GNFS 33.9 19.2 21.2 23.2 23.2 22.7 19.3 17.1 

   Trade balance 8.9 2.8 2.7 -0.2 -0.7 -0.3 0.6 1.0 

   Financial account balance .. 3.5 1.5 2.7 2.4 5.0 2.0 3.1 

   Direct investment -2.8 1.5 1.3 1.5 1.3 1.7 1.2 1.6 

   Gross official reserves (USD billion) 29.4 96.2 110.1 112.8 99.4 111.9 105.9 116.4 

Monetary (% change)3                 

   GDP deflator1  20.4 8.3 7.5 3.8 5.0 5.4 4.0 2.5 

   Bank Indonesia interest key rate (%) .. 6.9 6.5 4.7 6.0 7.9 7.6 7.2 

   Domestic credit (eop) .. 22.8 24.6 23.1 21.6 11.6 10.4 7.9 

   Nominal exchange rate (average, IDR/USD) 8,392 9,087 8,776 9,384 
10,46

0 
11,86

9 
13,38

9 
13,30

0 
Prices (% change)1                 

   Consumer price Index (eop) 9.4 7.0 3.8 3.7 8.1 8.4 3.4 3.0 

   Consumer price Index (average) 3.7 5.1 5.3 4.0 6.4 6.4 6.4 3.5 

   Indonesia crude oil price (USD per barrel, eop)4 28 79 112 113 107 60 36 51 

Source: 1 BPS and World Bank staff calculations, using revised and 2010 rebased figures. 2 MoF and World Bank staff calculations, 3 BI, 4 CEIC 
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Appendix Table 4: Indonesia’s development indicators at a glance 

    2000 2010 2011 2012 2013 2014 2015 2016 

Demographics1                 
 Population (million) 213 242 245 248 251 254 258 .. 
 Population growth rate (%) 1.3 1.3 1.3 1.3 1.3 1.3 1.2 .. 
 Urban population (% of total) 42 50 51 51 52 53 53.7 .. 
 Dependency ratio (% of working-age population) 55 51 51 50 50 49 49.0 .. 

Labor Force2                 
 Labor force, total (million) 98 117 117 120 120 122 122 125 
  Male 60 72 73 75 75 76 77 77 
  Female 38 45 44 46 45 46 46 48 
 Agriculture share of employment (%) 45 38 36 35 35 34 33 32 
 Industry share of employment (%) 17 19 21 22 20 21 22 21 
 Services share of employment (%) 37 42 43 43 45 45 45 47 
 Unemployment, total (% of labor force) 8.1 7.1 7.4 6.1 6.2 5.9 6.2 5.6 

Poverty and Income Distribution3                 
 Median household consumption (IDR 000 per month) 104 374 421 446 487 548 623 697 
 National poverty line (IDR 000 per month) 73 212 234 249 272 303 331 354 
 Population below national poverty line (million) 38 31 30 29 28 28 29 28 
 Poverty (% of population below national poverty line) 19.1 13.3 12.5 12.0 11.4 11.3 11.2 10.9 
  Urban (% of population below urban poverty line) 14.6 9.9 9.2 8.8 8.4 8.3 8.3 7.8 
  Rural (% of population below rural poverty line) 22.4 16.6 15.7 15.1 14.3 14.2 14.2 14.1 
  Male-headed households 15.5 11.0 10.2 9.5 9.2 9.0 9.3 9.0 
  Female-headed households 12.6 9.5 9.7 8.8 8.6 8.6 11.1 9.8 
 Gini index 0.30 0.38 0.41 0.41 0.41 0.41 0.41 0.40 
 Percentage share of consumption: lowest 20% 9.6 7.9 7.4 7.5 7.4 7.5 7.2 7.1 
 Percentage share of consumption: highest 20% 38.6 40.6 46.5 46.7 47.3 46.8 47.3 46.2 
 Public expenditure on social security & welfare (% of GDP)4 .. 0.40 0.40 0.39 0.59 0.53 0.59 0.60 

Health and Nutrition1                 
 Physicians (per 1,000 people) 0.16 0.29 .. 0.20 .. ..  .. 
 Under five mortality rate (per 1000 children under 5 years) 52 33 32 30 29 28 27 .. 
 Neonatal mortality rate (per 1000 live births) 22 16 16 15 15 14 14 .. 
 Infant mortality (per 1000 live births) 41 27 26 25 24 24 23 .. 
 Maternal mortality ratio (modeled est., per 100,000 live births) 265 165 156 148 140 133 126 .. 
 Measles vaccination (% of children under 2 years) 74 78 80 85 84 77 69 .. 
 Total health expenditure (% of GDP) 2.0 2.9 2.7 2.9 2.9 2.8 .. .. 
 Public health expenditure (% of GDP) 0.7 1.1 1.1 1.2 1.2 1.1 .. .. 

Education3                 
 Primary net enrollment rate (%) .. 92 92 93 92 93 97 97 
 Female (% of total net enrollment) .. 48 49 49 50 48 49 49 
 Secondary net enrollment rate (%) .. 61 60 60 61 65 66 66 
 Female (% of total net enrollment) .. 50 50 49 50 50 51 51 
 Tertiary net enrollment rate (%) .. 16 14 15 16 18 20 21 
 Female (% of total net enrollment) .. 53 50 54 54 55 56 55 
 Adult literacy rate (%) .. 91 91 92 93 93 95 95 
 Public spending on education (% of GDP)5 .. 3.5 3.6 3.8 3.8 3.6 3.5 3.0 
 Public spending on education (% of spending)5 .. 20.0 20.2 20.1 20.0 19.9 20.6 20.0 

Water and Sanitation1                 
 Access to an improved water source (% of population) 78 85 85 86 86 87 87 .. 
  Urban (% of urban population) 91 93 93 94 94 94 94 .. 
  Rural (% of rural population) 68 76 77 77 78 79 80 .. 
 Access to improved sanitation facilities (% of population) 44 57 58 59 60 61 61 .. 
  Urban (% of urban population) 64 70 71 71 72 72 72 .. 
  Rural (% of rural population) 30 44 45 46 47 48 48 .. 

Others1                 
 Disaster risk reduction progress score (1-5 scale; 5=best) .. .. 3.3 .. .. .. .. .. 

  Proportion of seats held by women in national parliament (%)6 8 18 18 19 19 17 17 .. 
Source: 1 World Development Indicators; 2 BPS (Sakernas); 3 BPS (Susenas) and World Bank; 4 MoF, Bappenas, and World Bank staff 
calculations, only includes spending on rice distribution for the poor (Raskin), health insurance for the poor, scholarships for the poor, and 
Family Hope Program (PKH) and actuals; 5 MoF; 6 Inter-Parliamentary Union 
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