
Taking care of the growth, conserving maturity
Not just in the beginning, to grow a tree is a long preserva  on process that requires 
full a  en  on at every stage. Paying a  en  on in all aspects of life is the energy that 
will foster and preserve the life itself at the end. 
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against exports. However, given that the export 
structure was more dominated by natural resources 
based commodiƟ es which tend to have a lower 
value added and also limited in stock to response the 
increased demand, eff orts to support the export will 
also needed to include the development of high value 
added yet sustainable products.

The increased of investment in 2010 was in line with 
the rise of domesƟ c and global economic acƟ viƟ es. 
Buoyant consumpƟ on and exports which were 
dominant during 2010 eventually has encouraged 
a higher investment growth. The confi dence of 
both domesƟ c and foreign economic players on the 
Indonesian economy conƟ nued to increase and thus 
encouraged an improvement in investment fi nancing. 
A robust investment profi le was also supported 
by some improvements in investment-related 
regulaƟ ons and internaƟ onal trade. Furthermore, 
rupiah appreciaƟ on also provided some support to 
investment through increased imports of capital 
goods. Nonetheless, the increased investment sƟ ll 
needs support from investment climate improvement 
such as infrastructure condiƟ on, especially in 
electricity and roads which are sƟ ll limited.

The improving Indonesia’s economic performance 
and prospects has encouraged the increased role 
of foreign direct investment (FDI) in foreign capital 
infl ows into Indonesia in 2010. The increase in FDI 
and private foreign loans have a direct impact on 
real sector performance and the increase mainly in 
nontradable and industrial sectors. Going forward, 
eff orts to aƩ ract foreign direct investment should 

ConƟ nuing growth of exports and investment amid 
uneven global economic recovery has become the 
major driver of economic growth in 2010. From 
structural point of view, the role of natural resource-
based of exporƟ ng commodiƟ es was strengthened 
signifi cantly. These commodiƟ es were the major 
contributor to the 2010 exports growth which was 
anchored by the rise in demand for and prices of 
those commodiƟ es in internaƟ onal markets. The 
role of exports to the economy, however, should be 
improved in many ways, for example by  improving 
the compeƟ Ɵ veness, mainly in manufactured export 
commodiƟ es, to support the resilience of Indonesia’s 
balance of payments (IBP). Meanwhile, investment 
performance in supporƟ ng the increasing producƟ on 
capacity is also needed to promote sustainable 
economic growth without creaƟ ng infl aƟ onary 
pressures. The role of investment to support the 
increased compeƟ Ɵ veness of manufactured exports 
is also envitably, which then requires necessary 
resoluƟ on for some major hindering factors on 
investment growth.

The improved Indonesia’s exports in 2010 was 
supported mainly by high demand of natural 
resource -based of exporƟ ng commodiƟ es and the 
surge in global commodity prices. Several factors 
however also supported the increase in exports, such 
as more diversed of exporƟ ng commodiƟ es and  less 
dependent to developed countries’ markets following 
the growing role of emerging countries’ markets 
as Indonesia’s export desƟ naƟ on. Furthermore, the 
rise in demand for and prices of commodity in 2010 
compensated the impact of rupiah appreciaƟ on 

Strengthening Export and 
Investment Amid Uneven 
Global Economic Recovery

CHAPTER V



Strengthening Export and Investment Amid Uneven Global Economic Recovery  |  CHAPTER V 113

also be supported by policies which lead to tradable 
and export oriented sectors. Besides, alternaƟ ve 
fi nancing sources other than bank loans and foreign 
direct investment also need to be developed by 
exploring fi nancial markets in order to maximize the 
use of foreign capital infl ows.
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condiƟ on was in line with uneven economic recovery 
of these countries following the economic crisis in 
2008/2009 as indicated by huge diff erence in terms of 
economic growth in developing countries which reached 
around 8% -15%. On the other hand, the economic growth 
of USA, Europe and Japan only reached around 2% -4% 
during 2010 (Chart 5.2-5.3).

The increase in exports as steered by the rise in 
internaƟ onal commodity prices coupled with the rise in 
demand from trading partners has pushed the exports 
higher. This condiƟ on was supported by some studies 
indicated that internaƟ onal commodity prices has 
provided quite an impact on several main exporƟ ng 
commodiƟ es, such as primary exporƟ ng commodiƟ es and 
some manufacture products with low import content.83 

83 Export commodiƟ es with high elasƟ city (> 1) to changes in 
internaƟ onal prices are aluminium, wood products and metal 
products. CommodiƟ es with medium elasƟ city (about 0.5) are 
shrimp, palm oil (CPO), rubber and its products. Changes in 

Export growth during 2010 was quite high amid the 
prospecƟ ve of rupiah appreciaƟ on. Real exports growth 
during 2010 reached 14.9%, second highest in the last 
decade aŌ er 2005’s growth which reached 16.6%. The 
exports increased in 2005 were, among others, supported 
by the rupiah  depreciaƟ on (Chart 5.1), while on the 
contrary, in 2010 rupiah strengthened signifi cantly. The 
high export growth was mainly supported by stronger 
global demand, less dependent to certain desƟ naƟ on 
countries, and the rise in global commodity prices.

The increase in exports was underpinned by the rises in 
global demand, in line with global economic recovery 
which was mainly stemmed from emerging market 
countries. Growth in export volume during 2010 was 
mainly contributed by exports to China, Singapore and 
India, while the exports volume to tradiƟ onal major 
desƟ naƟ on countries such as the United States (U.S.) and 
Japan grew far lower and even exports to Europe has 
been declined when compared with previous years. This 

5.1
Structure of Non Oil and Gas Exports and Its Impact
on Non Oil and Gas Export Performance Amid Uneven 
Global Economic Recovery

Chart 5.1 Export Growth
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During 2010, export commodity prices have increased 
quite sharply in three groups of non-oil exports, mainly 
agricultural and industrial commodiƟ es. 

In line with the demand and price developments, volume 
of non-oil commodity exports has also increased. The 
highest non-oil export volume increase was in mining 
commodiƟ es with around 30%, while industrial and 
agricultural commodiƟ es had grown lower with 2% and 
13.6% respecƟ vely. (Chart 5.4). In exporƟ ng commodiƟ es, 
growth mainly occurred in the mining such as nickel, 
aluminium and coal. Exports in agricultural commodiƟ es 
were tobacco, wood and rubber, and industrial exports in 
chemical products, electrical equipment, machinery and 
texƟ les. With these developments, natural resource-based 
exports share has increased from 50.3% in 2009 to 52.7% 
in 2010.84 

Diversifi caƟ on of export commodiƟ es has also contributed 
to the higher export growth. Based on concentraƟ on 
indicator of Herfi ndahl-Hirschman Index (HHI), Indonesia’s 
export commodiƟ es were quite diversifi ed. Based on this 
index, Indonesian export products have a low dependence 
on a parƟ cular exporƟ ng commodity as indicated by a 
low of index at 0.16. This condiƟ on made exports more 
resilient to external shock.85 Diversifi caƟ on of Indonesian 

internaƟ onal prices do not impact signifi cantly on paper, texƟ les, 
machinery, coal and copper. KurniaƟ , et al, 2007, “Main Export and 
Import CommodiƟ es SensiƟ vity Against InternaƟ onal Price and 
Exchange Rate”, Research Note, Bank Indonesia.

84 CPO is natural resource based commodiƟ es (SITC).
85 HHI indicates the level of export concentraƟ on at a Ɵ me. HHI is the 

sum of the squares of a commodity share of total exports. HHI values  
within 0 and 1. The higher value indicates a dominant commodity. 
KurniaƟ , et al, 2008, “Structure and ProducƟ vity PotenƟ als in 
PromoƟ ng Exports and Economic Growth in Indonesia”, Research 
Note, Bank Indonesia.

export products was also refl ected in relaƟ vely new 
export products such as pepper, cassava, copra and other 
commodiƟ es which posted a remarkable value in the 
last fi ve years. The performance of non-major exporƟ ng 
commodiƟ es increased considerably in 2010 which then 
helped supporƟ ng the rises in exports.

Over-reliance to parƟ cular export desƟ naƟ on countries 
had also decreased. In the past ten years, market share 
of main export markets namely USA, Japan and Europe 
conƟ nued to decrease, while the market share of 
emerging market countries conƟ nued to increase. Thus, 
a moderate economic recovery in developed countries 
posed less signifi cant impact on Indonesia’s export 
performance. Improved exports to emerging market 
countries mainly China, India and ASEAN subsequently 
compensate the deceleraƟ ng exports to developed 
countries thus contribuƟ ng a higher grow in the overall 
export performance in 2010 (Table 5.1). A more balanced 

Chart 5.4 Export Growth by Sectors
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export desƟ naƟ on was also supported by a broad-based 
export desƟ naƟ on as indicated by broadening of export 
desƟ naƟ on countries such as to Luxembourg, Estonia, 
Latvia, Lithuania, Slovakia, Slovenia, Bulgaria and Romania. 
Exports to these countries grew high enough to support 
the export increase during 2010.

The increased of exports also came from natural resource-
based commodiƟ es with quite substanƟ al contribuƟ on 
as indicated by the Revealed ComparaƟ ve Advantage 
(RCA) indicator. Based on this indicator, the main export 
commodiƟ es include crude palm oil, Ɵ n, rubber and coal 
(Table 5.2).  Increase in demand and beƩ er prices in the 

internaƟ onal market have pushed the performance of 
exporƟ ng coal, rubber and copper. In addiƟ on, the export 
of manufactured commodiƟ es with medium contribuƟ on 
like texƟ les and related products and paper products  
have also increased. However, natural resource-based 
commodiƟ es such as palm oil and Ɵ n have decreased 
albeit a favorable internaƟ onal market prices. This is 
due to a slow down producƟ on following some adverse 
weather condiƟ ons. Meanwhile, manufactured-based 
export commodiƟ es like electrical appliances, chemicals 
and machinery, while provided a small contribuƟ on, grew 
a quite high following the strong demand from China and 
Singapore, those with economic growth of over 10%. 

Table 5.2 Compe   veness of Non-Oil and Gas Export Main Commodi  es

Source : UN Comtrade (processed)
RCA > 1, strong compe   veness RCA < 1 or close to, weak compe   veness

Table 5.1 The Share of Non-Oil and Gas Export by Country Des  na  ons

Country
2000 2005 2010

Millions of 
USD Share  (%) Millions of 

USD Share  (%) Millions of 
USD Share  (%)

Total 50,341 100.0 66,752 100.0 129,797 100.0

G3 (US, Japan, Europe) 25,834 51.3 30,032 45.0 47,912 36.9

Africa 1,156 2.3 1,669 2.5 3,432 2.6

ASEAN 10,206 20.3 14,610 21.9 27,619 21.3

India 1,088 2.2 2,898 4.3 9,618 7.4

China 1,828 3.6 4,015 6.0 14,045 10.8

Australia and Oceania 1,080 2.1 1,525 2.3 3,088 2.4

Others 9,149 18.2 12,005 18.0 24,084 18.6

Commodi  es
percent, yoy (volume) Share of Non-Oil & Gas 

Export (%)

2009 2010 2009 2010

Coal 15.3 27.3 13.9 13.8

CPO 20.5 -2.9 10.4 10.5

Electrical Appliances 1.5 17.9 10.5 10.0

TexƟ le and TexƟ le Products 0.5 12.0 9.6 8.9

Copper 102.5 4.7 7.9 7.6

Chemical Products -23.8 20.0 6.4 6.9

Rubber -14.2 20.6 3.2 5.7

Machinery and Mechanics -39.4 16.7 6.5 5.6

Papers -2.6 8.7 4.3 4.3

Tin 51.4 -63.6 1.3 1.4
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Some manufactured commodiƟ es with small contribuƟ ons 
like electrical appliances, however, had a quite signifi cant 
spillover impact on the economy (Table 5.3) hence the 
growth of those commodiƟ es promoted the increase of 
GDP per capita.86 

The presence of import content in export commodiƟ es has 
compensated the negaƟ ve impact of rupiah appreciaƟ on. 
The appreciaƟ ng trend of exchange rate tends to generate 
a higher commodity prices in overseas which eventually 
lead to weakening demand. Research conducted by Bank 
Indonesia indicated that rupiah appreciaƟ on can lower 
agricultural, food industry and metal industry exports 
by around 0.4% -0.5% with two month delay eff ect, but 
did not have a signifi cant impact on the lower exports 
of texƟ les, processed wood, rubber and paper with high 
import content (around 20%). This showed that import 
content of export commodiƟ es was an important factor 
which determines the exchange rates eff ect on exports. 
Based on data from manufactured products exports in 
2010, the share of industrial export commodity groups 
with high import content reached 42.6%. Meanwhile, 
commodity groups’ share with medium import content 
has reached 29.3%, while the share of the same group 
with low import content reached 28,1%.87 The high 
import content in manufactured commodiƟ es exports 

86 ibid
87 Input-Output Table of Central Bureau of StaƟ sƟ c 2005, manufactured 

export commodity groups fall into 3 categories based on import 
content. High import content if the import input is more than 30%, 
medium import content if the import input is between 10% to 30%, 
and low import content if the import input is less than 10%.

has made the prices higher in some commodiƟ es. This 
was caused by exchange rate appreciaƟ on which could be 
compensated by a decline in input prices.

The role of Indonesian manufactured commodiƟ es 
export considered to be the lowest if compared with 
some countries in the region. Indonesia’s export 
growth during 2010 was quite high, but the growth 
and export share of manufacture products’ export 
in Indonesia was the lowest among other countries 
in the region (Table 5.4). Besides the technical factor 
namely a more contracƟ ve decline of exports in some 
countries in 2009, other factors to be considered were 
the development of industrial sector and Indonesian 
manufacture products export which not as advanced 
as those from other countries in the region (Chart 5.5).  

Table 5.3 Produc  vity and Share of Indonesia’s Main Export Commodi  es 

Commodi  es Produc  vity (2000, PPP, 
thousands of USD)*

Share to Total Export 
(%)

percent, yoy 
(volume)

2009 2010 2009 2010

Organic Chemicals 24.1 2.02 2.38 29.36 14.21

Electrical Machinery, Apparatus 20.35 3.44 3.78 -12.46 23.32

Paper, Paperboard And Manufactured Thereof 19.66 2.94 2.68 5.64 5.48

Coal, Coke, And BriqueƩ es 14.99 11.97 11.69 18.35 23.29

Woods And Cork Manufactures 14.7 1.55 1.47 -15.67 19.49

TexƟ le Yarns, Fabrics And Its Products 12.91 2.77 2.72 -0.78 10.59

Crude Rubber, SyntheƟ c 8.56 2.75 4.80 -13.80 19.99

Fixed Vegetables Oil And Fat 6.98 10.19 10.36 20.14 -3.62

The Average Of 50 Export Commodi  es 15.35

Source: UN Comtrade (processed)
*) calculated in 2008

High ProducƟ vity Moderate ProducƟ vity Low ProducƟ vity

Chart 5.5 Industrial Growth in Asian Countries

Source: CEIC
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The Government, however, conƟ nued to strengthen 
export compeƟ Ɵ veness by strengthening the naƟ onal 
industry.88 In order to improve the compeƟ Ɵ veness 
of naƟ onal industries, as per PresidenƟ al Decree No. 
1/ 2010 on the AcceleraƟ on of the ImplementaƟ on of 
NaƟ onal Development PrioriƟ es in 2010, the government 
will revitalize ferƟ lizer and sugar industries, develop 
oleochemical and agricultural industrial clusters and 
develop oil and gas condensate-based industrial cluster. 
The government will also revitalize texƟ le and cement 
industries. This policy is expected to have a posiƟ ve impact 
on the development of manufactured product exports. Of 
signifi cance achievement in 2010 was the establishment 
of NaƟ onal Business Plan for CPO Downstream Industry 
and Environmental Impact Analysis, Feasibility Study and 
Business for CPO Downstream Industry in Sei Mangke 
(North Sumatra), Kuala Enok and Dumai (Riau), and 

88 Ministry of Industry Press Release, 22nd December 2010

Maloy (East Kalimantan). In addiƟ on, the government 
also implemented several policies for supporƟ ng the 
development of naƟ onal industries, including the issuance 
of raw materials import permit via a One Stop Service 
System, ImplementaƟ on of NaƟ onal Single Window 
(NSW), and the improvement of investment supporƟ ng 
regulaƟ ons. The improvement includes proposed changes 
on income tax exempƟ on facility criteria (company 
income tax) for some industries, discussion on tax holiday 
incenƟ ves for certain companies invesƟ ng in certain areas 
and regions, and the implementaƟ on of import tax for raw 
materials in certain industries to increase domesƟ c raw 
materials for boosƟ ng local industrial capacity. Besides, 
the proposed restructuring export tax for CPO and its 
derivaƟ ves are also being formulated to support CPO 
downstream industries (oleo chemicals, biodiesel, and 
specialty fat).

*)   Net Export, data was available un  l 2009 
**) up to  third quarter of 2010
Source: CEIC

Table 5.4 Comparison of Export in Asian Countries

Country
Real Export (percent, yoy) Share of manufacturing export to 

Total Export (%)

2009 2010 2009 2010

China * -15.40 n.a 94.7 94.8

India ** -7.42 14.61 63.9 65.5

Indonesia -9.69 14.92 60.7 58.9

Malaysia -10.42 9.80 75.5 74.3

Philippines -11.14 27.42 86.0 86.9

Thailand -12.50 14.69 88.9 88.7

Singapore -8.09 19.20 77.3 75.9



119Strengthening Export and Investment Amid Uneven Global Economic Recovery  |  CHAPTER V

Gross DomesƟ c Fixed Capital FormaƟ on (GFCF) of 1% in 
the industrial sector and electricity sector has an impact 
on increasing the economic growth of each sector with 
around 0.7% . A study using Input-Output analysis 2005 
also indicated a consistent fi nding as it is indicated that in 
general, electricity, construcƟ on and industry sectors have 
the largest mulƟ plier eff ect on the economic growth. The 
high mulƟ plier eff ect in the three sectors was in line with 
the linkage of these sectors with other sectors (backward 
and forward linkage). In industrial sector, subsectors with 
the largest mulƟ plier eff ect on the economic growth are 
basic metal industry, food and texƟ les subsectors.90

Surveys and researches had shown that infrastructure is 
an important factor in determining investment besides 
macroeconomic condiƟ ons. Survey by Bappenas (2008) 
showed that companies consider the easiness of import-
export procedures, macroeconomic condiƟ ons and 

90 KurniaƟ , et al, 2008, “Role of Investment in Enhancing Economic 
Development”, Working Paper, Bank Indonesia.

In general, increased investment in machineries will 
increase economic capacity. Investment acƟ viƟ es in 
2010 showed a growth in machineries investment 
which conƟ nued to increase (Chart 5.6). In line with the 
increased, capital stock data also conƟ nued to show some 
improvements. Based on the Survey of Business AcƟ vity 
(SKDU), investment acƟ viƟ es in 2010 was mainly for new 
investments, and thus increasing producƟ on capacity. 
This condiƟ on was quite diff erent from that of in 200789 
in which the increased in imports of capital goods was 
dominated by machineries and equipments and thus 
provide less  improvement for the producƟ on capacity. 
This was because of new investments in some industrial 
sectors mainly intended to replace the old machineries 
with low producƟ on capacity due to depreciaƟ on.  Besides 
investment in machineries, other investment which 
grew quite high in 2010 was transportaƟ on equipment. 
Increased investment in this fi eld was supported by 
favorable economic prospect of Indonesia  which 
encouraged more acƟ viƟ es in the transportaƟ on sector, 
both for goods and passengers. 

In terms of imported goods, increased investment during 
2010 was concentrated on several sectors notably in 
telecommunicaƟ on, transportaƟ on and manufacturing. 
However, in terms of disbursement of private foreign 
borrowing, electricity and industrial sectors had 
become the main investment sectors fi nanced by 
foreign borrowing. This was due to mulƟ plier eff ects of 
investment in these sectors in economic growth which was 
relaƟ vely higher than other sectors. Based on research 
conducted by Bank Indonesia using Cobb Douglas models 
and Panel Data method, it was found that the growth of 

89 KurniaƟ , et al, 2007, “Does Increased Import Improve ProducƟ on 
Capacity?”, Research Notes, Bank Indonesia

5.2
Investment Accelera  on Amid Uneven 
Global Economy Recovery

Chart 5.6 Investment Growth of ConstrucƟ on and Non-ConstrucƟ on
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infrastructure development as the important factors that 
aff ect investment (Chart 5.7).91 One of infrastructure 
components currently considered to be quite important 
for development of future investment is electricity. A 
research conducted by Bank Indonesia showed that 
an investment increased in the electricity sector by 1% 
would increase total economic growth of 0.02%.92 The 
development of electricity sector is deemed criƟ cal to 
the economy since it relates closely with the producƟ on 
acƟ viƟ es of other sectors in the economy, especially 
mining and industrial sectors. Electricity sector is also 
deemed as a major sector for investment because 
investment in this sector will generate addiƟ onal output in 
the economy. Development in electricity plays important 
role for the development of investment for non-residenƟ al 
group which uƟ lizes a lot of machineries and hence are 
heavily dependent on the availability of electricity.

In general, investment growth is also infl uenced by the 
development of export and domesƟ c consumpƟ on.93 In 
2010 exports reached a remarkable growth of 14.9%, 
which was the highest achievement in the last fi ve years. 
The robust export growth, coupled with strong domesƟ c 
consumpƟ on, were factors underlying the increase 
of uƟ lizaƟ on capacity of industrial sector. As capacity 
uƟ lizaƟ on rise, accompanied by steady improvement 
of economic condiƟ ons, investment acƟ viƟ es will also 
grow. In other words, the notable growth of investment 

91 Investment and Trade CompeƟ Ɵ veness Survey (Bappenas, 2008) 
with AnalyƟ c Hierarchy Process (AHP) method to determine the 
most important factors aff ecƟ ng investment climate in Indonesia. 
The factors are based on business percepƟ on.

92 KurniaƟ , et al, 2008, “Problems and Impact of Electricity on 
Indonesia’s Economy”, Research Notes, Bank Indonesia.

93 Macro Economy Team, 2010, Investment Growth and Prospect, Bank 
Indonesia.

was underpinned by the signifi cance rise of uƟ lizaƟ on 
capacity following the robust exports and strong domesƟ c 
consumpƟ on. Increased investment in the industrial sector 
has reduced uƟ lizaƟ on capacity in industrial sector to an 
average of 71% in 2010, slightly lower than it was 2009 
which was around 72% (Chart. 5.8). 

SubstanƟ al rupiah appreciaƟ on in 2010 made the price 
of imported goods cheaper and led to the declining 
of imports of capital goods price index which  hence 
prompƟ ng the increasing number of imported capital 
goods. During 2010, capital goods imports posted a 
substanƟ al rise than that of in 2009, which then increase 
producƟ on capacity.

Increased investment was also supported by 
accommodaƟ ve fi nancing condiƟ ons. This was indicated 
by an increased of domesƟ c fi nancing in terms of 
realizaƟ on of IniƟ al Public Off ering (IPO), corporate bonds 
issuance, investment loans, leasing and internal fi nancing. 
RealizaƟ on of IPO in 2010 reached Rp 78 trillion, much 
higher than it was in 2009 at Rp 12.4 trillion which were 
mostly channeled into investment. As for corporate 
bond issuance, the realizaƟ on in 2010 reached around 
Rp 34.7 trillion, also higher than realizaƟ on in 2009 at 
Rp 25.8 trillion which some of the fund was allocated for 
investment as well.94 On the banking front, investment 
loans and leasing also showed some improvements. In 
2010, growth in investment loans and leasing reached 
17% and 14% respecƟ vely. This is also consistent with the 
declining trend in real interest rates. The overall picture, 
however, indicated that the source of internal funds 
expected to sƟ ll dominate the structure of corporate 

94 Bapepam, KSEI, processed.

Chart 5.7 The Main Factors Aff ecƟ ng the Investment

Source: Bappenas (2008) 
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investment fi nancing. Based on a survey by Bank 
Indonesia on 413 companies represenƟ ng 26 provinces in 
2009, sources of fi nancing investment using internal funds 
reached 46.2% of the total fi nancing requirement (Chart 
5.9).95

DomesƟ cally, increased investment was driven by 
improved business confi dence for investment. This can 
be seen from the improved business senƟ ment during 
2010 based on various surveys taken. Business Tendency 
Survey conducted by NaƟ onal Bureau of StaƟ sƟ cs showed 
that Business Tendency Index indicated the upward trend 
since early 2010. Improved business condiƟ ons are driven 
mainly by increased demand from domesƟ c and overseas, 
escalaƟ ng selling price and demand for input goods. 
Meanwhile, according to the Survey of Business AcƟ vity of 
Bank Indonesia, the company’s investment plan has shown 
the same trend. Increased investment is also in line with 
posiƟ ve percepƟ ons of Indonesia’s economic prospects 
as indicated by posiƟ ve percepƟ ons on Indonesia’s 
macroeconomic condiƟ ons refl ected in posiƟ ve trend of 
government debt raƟ ngs. This posiƟ ve development is 
also in line with consumer confi dence in future economic 
expectaƟ ons and business community opƟ mism to 
invest in Indonesia. Economic ExpectaƟ ons Index for all 
income groups taken from the Consumer Survey by Bank 
Indonesia also showed some improved expectaƟ ons.

The endeavor to enhance investment climate also 
conƟ nued during the course of 2010 by relaxing 
regulaƟ ons and simplifying investment procedures. Of 
signifi cance was the implementaƟ on of NaƟ onal Single 

95 Prastowo, et al, 2010. “Finance Sources in Indonesian Economy: 
Survey Approach”. Working Paper. Bank Indonesia.

Window which served as a single point services for 
customs and ports services. NSW has been implemented 
at Tanjung Priok, Tanjung Perak, Tanjung Emas and 
Belawan harbors and Soekarno HaƩ a Airport. The 
ImplementaƟ on of NSW aimed at speeding up the 
process of import and export and thus encourages 
greater internaƟ onal trade. Furthermore, an adjustment 
on NegaƟ ve Investment List96 has been undertaken to 
enhance simplicity, certainty, investment aƩ racƟ on, and 
investment climate of the country. Revision of policies 
on procurement of government goods/services97 also 
been published. A coordinaƟ on between the Ministry of 
Finance, Bappenas and Investment CoordinaƟ ng Board 
has also been done to secure a smooth implementaƟ on 
of infrastructure projects as well as to provide an income 
tax exempƟ on as sƟ pulated under ArƟ cle 22 for goods 
imported for upstream oil and gas acƟ viƟ es under Joint 
OperaƟ ng Contract.98

RealizaƟ on of electrical infrastructure projects showed 
a posiƟ ve development with the compleƟ on of several 
new power plants. Following Indonesia’s target to achieve 
10,000 MW of power plant project in Phase I, several 
projects on Java were completed in 2010, i.e. Suralaya 
and Labuan Indramayu power plants. Apart from those 
government projects, a posiƟ ve development also 
manifested in the compleƟ on of verifi caƟ on process 
by State Financial and Development Auditor (BPKP) on 
several privately-owned power plants (Independent Power 
Producer/IPP) which previously  experienced a temporary 
suspension. All of those IPP, which located outside Java, 
are expected to operate commercially within the next 
two to three years. Albeit those posiƟ ve developments, 
electricity infrastructure project sƟ ll have some obstacles 
which lead to the slow compleƟ on of electrical projects. 
Those hindering factors include diffi  culƟ es in handling 
land acquisiƟ on, overlapping with the use of other sectors, 
relocaƟ on due to unfavorable soil condiƟ ons and weather 
factors which not supporƟ ve for the construcƟ on of 
physical buildings.

Toll road projects in 2010 have also shown some progress 
in line with the operaƟ on of several new road segments. 
Up to now, from a number of road projects of trans Java 
and non-trans Java, three toll roads which already in 
operaƟ on in 2010 are Pejagan Kanci toll road, Jakarta 

96 PresidenƟ al Decree 36/2010 replaces PD 77/2007 and PD 111/2007
97 Covers Revised Govt Reg. 29 / 2000 on ConstrucƟ on Service, PD 

54/2010 (revised PD No. 80/2003 on Good and Service Procurement) 
and revised PD no. 42/ 2002 on State Budget Management. 

98 MOF Reg. No.154/PMK.03/2010 eff ecƟ ve on 31st August 2010.
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Chart 5.12 Investment  in Asia Countries

Source: World Bank  
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Outer Ring Road W21 and Bogor Ring Road. Meanwhile, 
other projects who are sƟ ll in the process of acquiring 
concession yet have shown posiƟ ve developments. Some 
projects can conƟ nue the construcƟ on because already 
get business partner and provide a commitment to raise 
working capital. To accelerate compleƟ on of highway 
projects, the government also has provided funds through 
the General Services Agency, Toll Road Regulatory Body 
(BLU-BPJT) for land acquisiƟ on. Moreover, the draŌ  of 
Land AcquisiƟ on Act is expected to be completed by 
2011 so as to support on-Ɵ me compleƟ on of road and 
electricity projects.

Foreign investment conƟ nued to play a crucial role 
in supporƟ ng the fi rm performance of investment 
following the improved percepƟ on of investment 
climate in Indonesia. Based on data from the Investment 
CoordinaƟ ng Board (BKPM), the increasing realizaƟ on 
of new investment and investment company that has 

obtained a business license in 2010 mainly from the 
realizaƟ on of investment Foreign Direct Investment/
FDI (Chart 5.10). Investment realizaƟ on, both for FDI 
and DomesƟ c Investment (PMDN), during 2010 reached 
Rp 208.5 trillion or soared by 42.6% compared to 2009, 
far exceeding the target for 2010 set at Rp 160 trillion. 
Investment data from other foreign investors parƟ cularly 
in Equity Capital, Reinvested Earning, and other capital 
grew at the same direcƟ on during the course 2010 (Chart 
5.11). Besides in FDI, the increase in investment fi nancing 
from overseas also refl ected by the increase of Private 
Overseas Loans. Actual Private Overseas Loans in 2010 has 
shown an increase compared to 2009, especially for non 
tradable sectors. Other important sectors, such as industry 
and gas, electricity and water, also experienced some 
improvements in fi nancing (Table 5.5). Meanwhile, the 
realizaƟ on of the issuance corporate bonds abroad from 
January to October 2010 has reached about USD 2.7 billion, 

Chart 5.10  Foreign and DomesƟ c Investment
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The investment performance in Indonesia is aff ected 
by some factors such as interest rates, exchange rates, 
infl aƟ on, macroeconomic condiƟ ons and government 
capital expenditure. In 2010, Indonesia interest rates was 
relaƟ vely high if compared to other countries, resulƟ ng 
in interest rate diff erenƟ al which is notably high and 
eventually serves as the main aƩ racƟ on for  foreign 
capital infl ows (Chart 5.13). Massive foreign capital 
infl ows pushed rupiah to become signifi cantly appreciated 
which causes the import price becomes cheaper and 
provide ample opportunity for economic actors to 
increase its investment in imported capital goods 
needed in the producƟ on process. In addiƟ on, recent 
developments and good prospects of the Indonesian 
economy also aƩ ract foreign investment in the form of 
FDI to come to Indonesia. However, with infl aƟ on rate 

around 87% of the plan during 2010.99 Some of corporate 
bonds issuance was aimed for fi nancing the investment, 
while others were for refi nancing. The increase in foreign 
investment realizaƟ on is in line with many posiƟ ve 
reports about Indonesia as an investment desƟ naƟ on. 
OECD, for instance, in its report on Investment Rules 
G-20 (July 2010) stated that Indonesia along with seven 
others in G20 countries (Australia, Brazil, Canada, China, 
India, Saudi Arabia and South Africa) have implemented 
investment regulaƟ on with the  trend toward liberalizaƟ on 
of overseas capital fl ows or a beƩ er regulatory pracƟ ces. 
Other posiƟ ve percepƟ on is the increase in Indonesia’s 
compeƟ Ɵ veness ranking from 54th posiƟ on (2009) to 44th 
(2010) according to the Global CompeƟ Ɵ veness Index 
(September 2010) and increase Indonesia’s ranking as 
an investment desƟ naƟ on country other than the BRIC 
countries from 6th to 2nd, according to UK Trade and 
Investment (2010). 

Before the global crisis of 2008, investment acƟ viƟ es 
in Indonesia was quite comparable with neighboring 
countries in Asia although sƟ ll lower than China, India and 
Vietnam. The share of investment acƟ viƟ es in Indonesia 
to GDP is relaƟ vely similar to the condiƟ ons in ASEAN 
countries, between 20% -30% of GDP (Chart 5.12). 
Likewise, investment growth is relaƟ vely equivalent with 
other countries in Asia. But when global crisis struck in 
2008, investment growth in Indonesia was among the 
highest in Asia, although in 2009 was lower than India, 
China, and Vietnam. In 2010, investment in Indonesia 
grew by 14.9% with a share to GDP by 32%.

99 Source: Bank Indonesia.

Table 5.5 The Growth of Private External Debt by Sectors

Millions of USD 2009 2010 percent, yoy

Agriculture, Livestock, Forestry, Fisheries 1,222.8  793.4 -35.1

Mining and Quarrying 6,155.9  1,879.0 -69.5

Manufacturing 7,266.9  8,009,3 10.2

Electricity, Gas and Water Supply 3,457.5  3,569.1 3.2

ConstrucƟ on 28.5  76.2 167.6

Trade, Hotel & Restaurant 3,567.1  8,259.0 131.5

TransportaƟ on and CommunicaƟ on 1,637.7  2,746.2 67.7

Finance, Rental and Financial Services 12,409.3  20,131.5 62.2

Services 133.6  318.2 138.2

Others 35.4  145.8 311.9

Total 35,914.6  45,927.5 27.9

Chart 5.13 Lending Rate in Asia Countries

Source: World Bank 
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relaƟ vely higher than other countries in the region,  FDI 
into Indonesia was relaƟ vely lower than it was in other 
countries of the region (Chart 5.14 and 5.15). Meanwhile, 
the government’s role as an accelerator in the economy 
refl ected in government investment expenditure by 
capital expenditure. In 2010 the Indonesian Government 
capital expenditure was only about 1.2% of total GDP, 
lower than in other regional countries, especially Vietnam 
and Malaysia (Chart 5.16). In line with the development 
of these investments, since 2008 Indonesia’s GDP growth 
was quite high if compared with countries in the region, 
although sƟ ll lower than China, India and Vietnam (Chart 
5.17).

Some obstacles to economic growth and investment 
remain to be observed. Country DiagnosƟ cs Studies 
by ADB (2010) revealed some problems which could 
hamper Indonesia’s economy to grow higher. Some key 
issues including ineffi  ciency in fi nancial intermediaƟ on, 

especially for small and medium enterprises, inadequate 
human resources in certain industries, infrastructure 
problems like roads and electricity, macro-and micro-
economy risks, low quality technology and low export 
growth, especially industrial export. In line with ADB’s 
diagnosis, some indicators related to the above problems 
remained at low level in the Global CompeƟ Ɵ veness 
Index 2010. Based on their assessment, infrastructure’s 
quality is slightly improved from 2009 but sƟ ll below 
the neighboring countries like Malaysia, Thailand, China 
and Singapore. Some types of infrastructure even have 
received a considerably low ranking such as for Ports, 
roads and electricity which ranked respecƟ vely 96, 84 and 
97 out of 139 countries surveyed.  Indonesia’s insƟ tuƟ onal 
quality was also posed challenging problems and has 
a declined from 58 in 2009 to 61 in 2010. The above 
condiƟ ons certainly present profound quandaries for the 
Government to further increase the rate of investment 
and economic growth.

Chart 5.14 FDI in Asia

Source: IMF
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Chart 5.15 Infl aƟ on Rate in Asia Countries
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Chart 5.16 Government Capital Expenditure in Asia

Source: ADB
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J Enhancing FDI Role in Promo  ng 
Investment 

Net FDI fl ows to Indonesia reached about USD 12.7 billion. 
The increase mainly supported by foreign investment 
in non-oil sector, while in oil and gas sector has not 
experienced signifi cant improvements. In terms of 
components, the FDI infl ows was mainly in new capital 
(equity capital) and retained earnings / reinvested earning, 
while in loans (other capital) was quite minimum.   

The improvement in the development of FDI into 
Indonesia was in line with the improvement of macro 
indicators. Based on research that uses panel data and 
Dunning models,101 FDI fl ow to Indonesia are aff ected 
by several factors, parƟ cularly economic growth, 
infrastructure, poliƟ cal stability and import tariff s, with 
the largest elasƟ city in the factor of poliƟ cal stability. In 
addiƟ on, according to another analysis by using panel data 
and Gravity models,102 the fl ow of FDI into Indonesia is 
also infl uenced by the growth of FDI to China because of 
the producƟ on relaƟ onship between Indonesia and China 
as well as Indonesia’s economic growth. The diff erence 
in interest rates and wage levels in Indonesia and China 
did not show any signifi cant correlaƟ on with the entry 
of FDI into Indonesia. The model is sƟ ll in line with the 
latest developments. The recovery of growth in FDI to 
China and Indonesia’s economic growth aŌ er the crisis in 
2008-2009 helped encourage increased FDI into Indonesia 
in 2010. From the regulatory side, the government has 
sought the improvement of investment climate, among 
others, through the Investment Law No.25/2007 and 

101 KurniaƟ , et al, 2007, “FDI Determinants”, Working Paper, Bank 
Indonesia.

102 Ibid

In 2010, Indonesia experienced the largest capital infl ows 
since the last two decades with porƞ olio investment as 
the largest component. Besides, FDI value in 2010 is the 
largest since the last 20 years (Chart 5.18). The surge 
of capital infl ows was driven mostly by improvement 
of domesƟ c economic condiƟ ons and foreign investors 
percepƟ ons to Indonesia’s economy, supporƟ ng further 
with the high return on investment in Indonesia in the 
midst of excess global liquidity.

Based on research by Broto et al (2008) in 48 emerging 
market countries, the main factor aff ecƟ ng capital 
infl ows volaƟ lity, parƟ cularly FDI is a dynamic global 
economy. FDI volaƟ lity is also more sensiƟ ve to domesƟ c 
macroeconomic condiƟ ons compared to other capital 
infl ows components. Meanwhile, the most infl uencing 
factor on porƞ olio investment is the development of the 
domesƟ c fi nancial system.100

100 CommiƩ ee on the Global Financial System Papers No. 33, Capital 
Flows and Emerging Market Economies, January 2009

5.3
Op  mizing the Use of Foreign Capital Flows
for Long Term Real Sector Financing 

Chart 5.18 Annual Changes of Capital Infl ow

millions of USD

Net Other Investments or olio Investments
Net, FDI Total

-8000

-6000

-4000

-2000

0

2000

4000

6000

8000

10000

12000

14000

2004 2005 2006 2007 2008 2009 2010



126 CHAPTER V  |  Strengthening Export and Investment Amid Uneven Global Economic Recovery

reform in public services. In addiƟ on, improvements 
in infrastructure and insƟ tuƟ onal instability was also 
refl ected in the report of the World Economic Forum in 
2010 which revealed the improvement in terms of the 
quality of Indonesia’s compeƟ Ɵ veness as refl ected by the 
increase in raƟ ngs Global CompeƟ Ɵ veness Index (GCI) 
from the posiƟ on 54th years ago to 44th in 2010 out 
of 139 countries surveyed. Improvement in Indonesia’s 
ranking was primarily driven by improved macroeconomic 
condiƟ ons and the improvement of educaƟ on indicators 
(Chart 5.19). During the crisis of 2008-2009, the fi scal 
defi cit was under control, the public debt maintained 
at a low level (approximately 30% of GDP), the saving 
rate increased, infl aƟ on slowed down and all educaƟ on 
indicators improved. However, some indicators remain a 
concern for investors, such as the quality of infrastructure 
and availability of technology, which although have been 
improved, but sƟ ll ranked considerably low (No. 90 No. 91 
respecƟ vely).

The increase in FDI during 2010 mainly occurred in non-
tradable sector. GDP growth and sectoral FDI between 
2005-2010 (on average) has shown that the growth of FDI 
in non-tradable sector is in line with GDP growth in those 
sector, namely Trade, Hotels and Restaurants, Transport 
and CommunicaƟ on and Financial sectors (Chart 5.20). 
PosiƟ ve development also observed in the electricity 
sector, especially since 2009.  On tradable sector, FDI was 
also posted a quite high growth, although GDP growth in 
tradable sector was quite sluggish. In 2010, the rise in FDI 
was mainly experienced in electricity, gas and water, trade, 
hotel and restaurant and manufactured sectors. With such 
developments, the share of FDI in the tradable sector was 
sƟ ll dominant, especially in the manufactured, mining 
and quarry sectors (Chart 5.21). Meanwhile the share of 

FDI in electricity, gas and water were sƟ ll very low. With 
high mulƟ plier eff ect of investment in these sectors, the 
increase in FDI provided a posiƟ ve impact on economic 
growth.

Despite conƟ nued increase of FDI into Indonesia, this 
feature was quite lower compared to FDI in diff erent 
countries in the region. FDI infl ows to various countries in 
Asia, including China and India, on average were below 4% 
of GDP, except for Singapore which was around 10% -20% 
of GDP. FDI to Indonesia, however, posted the lowest level 
with only around 1% -2% of GDP although it conƟ nued to 
increase since 2006 (Chart 5.13). Based on a survey by the 
Japan Bank for InternaƟ onal CooperaƟ on,103 investment 
in the 4 ASEAN countries namely Thailand, Malaysia, 
Philippines, Indonesia and China, mainly was intended for 
producƟ on acƟ viƟ es, while investment to Singapore and 

103 JBIC Review, July 2004

Chart 5.20 FDI Growth by Sectors and GDP by Sectors
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other Asian countries like Korea, Taiwan and Hong Kong 
was intended for trading acƟ viƟ es. For 2010-2012, based 
on the UNCTAD survey (2010), China, India, Vietnam and 
Indonesia are projected as the top 10 major desƟ naƟ ons 
of FDI, with China and Indonesia ranked 1st and 9th 
respecƟ vely, same as the survey in 2009. Vietnam ranked 
8th (2010) from 11th in 2009 survey, while India ranked 
3rd (2009) and became 2nd in 2010. The survey indicated 
that the desƟ naƟ on preferences for FDI into emerging 
markets were underpinned by the resilience of these 
countries during the crisis of 2008.

J U  liza  on of Por  olio Investment in 
Suppor  ng the Real Sector Financing

Porƞ olio investment fl ows into Indonesia reached USD 
15.7 billion, the highest over the last two decades. 
The infl ows was channeled primarily into bonds, while 
infl ows into the stock is relaƟ vely stable, around USD 2 
billion (Chart 5.22). The amount of foreign capital into 
bonds conƟ nued to improve since the last 10 years, 
except in 2008 crisis, with government bonds as the main 
desƟ naƟ on.

Increase in porƞ olio investment was followed by the 
rise in stock trading and composite index. During 2010, 
IHSG conƟ nued to increase and reached 3,786, the best 
performing index in Asia (Chart 5.23). IHSG strengthening 
was also supported by macroeconomic condiƟ ons 
and micro condiƟ ons of issuers which demonstrated a 
relaƟ vely good fi nancial prospects among countries in the 
region. On the bond market, rising porƞ olio investment 
also followed by the increase in volume of government 
bonds trading and its yields (Chart 5.24). Decline in the 
yields also supported by sustained economic fundamental, 

relaƟ vely aƩ racƟ ve yields compared with countries in the 
region, and conƟ nued improvement in sovereign credit 
raƟ ng.

Developments in the fi nancial markets generated a 
posiƟ ve impact on the issuance of shares and corporate 
bonds. During 2010, shares and corporate bonds issued 
in Indonesia reached Rp 78 trillion and Rp 34.7 trillion 
respecƟ vely (Chart 5.25). The number of shares issued far 
exceeded the issuance in 2009, but sƟ ll lower than it was 
in 2008. Meanwhile, the total issuance of corporate bonds 
conƟ nued to increase, a trend experienced in various 
countries. The rise of foreign investors’ share in stocks and 
bond markets has increased the capitalizaƟ on of domesƟ c 
shares and bonds as well as the number of shares 
issued during 2001 - 2007 in various emerging markets, 
parƟ cularly in Asia and LaƟ n America.104 Of parƟ cular,  in 

104 CommiƩ ee on the Global Financial System Papers No. 33, Capital 
Flows and Emerging Market Economies, January 2009.

Chart 5.22 Por  olio Investment 
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proporƟ on of credit in foreign currency which posted 
a lower raƟ o than the proporƟ on of deposits in foreign 
currency. 

During 2010, increasing funds infl ows from abroad had an 
impact on the increase in domesƟ c liquidity (M2) through 
increased Net Foreign Assets (NFA). In order to maintain 
the sustainability of macroeconomic growth, Bank 
Indonesia has made some intervenƟ ons (buying) foreign 
currency which on one hand escalaƟ ng NFA of Bank 
Indonesia but on the other hand increasing rupiah liquidity 
of banks. Meanwhile, funds from abroad which not 
sterilized may increase NFA of commercial banks which 
eventually prompt to increase foreign currency liquidity 
of banks. Excess rupiah liquidity due to sterilizaƟ on is 
mainly placed in instruments of Open Market OperaƟ ons 
(OMO). During 2010, foreign currency loans grew to 30.7% 
compared with 2009 of -17.4%. However, when compared 
with the increase in bank’s foreign assets and foreign 

2010, the issuance of IPO by Indonesian issuers was the 
second highest in ASEAN aŌ er Malaysia. However, the 
issuance of corporate bonds posted the lowest number 
(Chart 5.26 and 5.27). Besides issued corporate bonds 
in the domesƟ c market, some companies also issued 
corporate bonds abroad. Up to October 2010, the number 
of corporate bonds issued abroad posted around USD 
2.7 billion, reached 87% of the target, which some of 
them were used for refi nancing, while others were for 
investment.

Increased porƞ olio investment was also followed by the 
rise of credit though in limited quanƟ Ɵ es. During 2010, 
credit growth reached 22.8%, much higher than it was in 
2009 which posted 10%. The increase was mainly due to 
the rise of foreign currency loans. The increasing credit 
was in line with the increase in porƞ olio investment 
though in limited amounts (Chart 5.28). The limited credit 
channeling from porƞ olio investment manifested in the 

Chart 5.25 Non-Bank Economic Financing
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2007, and even higher than China and Thailand, although 
the market capitalizaƟ on of stocks and corporate debt in 
Indonesia ranked lowest among those countries followed 
by the lowest credit channeling.  Meanwhile, porƞ olio 
investment in Malaysia and Singapore in 2007 reached the 
highest number among those countries followed by the 
high market capitalizaƟ on stocks, bonds, and credit. This 
condiƟ on was sƟ ll conƟ nued in 2009 (Table 5.6).

J U  liza  on of Private Foreign Loans to 
Support Real Sector Financing 

In line with the surge of foreign capital infl ows into 
Indonesia, the share of capital fl ows in the form of private 
foreign loans also increased since 2008. Besides being a 
source of foreign exchange supply in the domesƟ c market, 
increasing foreign capital infl ows also served as a source 
of fi nancing for private sector in terms of loans. The 
increased of foreign loans was in line with the declining 
yield of goverment bonds (Chart 5.29). 

currency third party deposits which increased during 
2010, the accelerated growth of foreign currency loans 
sƟ ll relaƟ vely limited. Increased bank NFA mainly used to 
raise placements in foreign banks in the form of current 
accounts and interbank call money.

To opƟ mize the use of foreign capital infl ows, eff orts are 
needed to deepening domesƟ c fi nancial markets. Huge 
interest of foreign investors in domesƟ c fi nancial markets 
basically provide an opportunity to fi nance business 
sector. The amount of foreign investment in domesƟ c 
capital markets certainly can increase liquidity, the depth 
of fi nancial markets, and investor diversifi caƟ on. However, 
to opƟ mize the role of capital infl ows in fi nancing the 
business sector required many eff orts notably on how to 
encourage issuance of stock and bonds as well as how to 
strengthen infrastructure, including insƟ tuƟ onal aspects, 
regulatory and market effi  ciency to give assurance to 
foreign investors. Compared with some countries in Asia, 
foreign capital infl ows  in Indonesia was quite large in 

Chart 5.29 Withdrawal of Private External Debt and
Government Bond Yield
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India 24 45 49 31 132 91 18 38 47 0.53 2.91 n.a
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Indonesia 61 25 25 12 50 36 2 20 18 -1.15 2.31 1.94
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Private foreign loans in 2010 was dominated by loans for 
non-tradable sector. The conƟ nued growth in non was 
also supported by the disbursement of private foreign 
loans which was also dominated by nontradable loans. 
The majority of private foreign loans of non-tradable 
sectors mainly used by fi nancial, trade, hotels and 
restaurants sectors. Meanwhile, private foreign loans 
for tradable sector notably in agriculture, mining and 
industry decreased in 2010. Yet the share of foreign loans 
in tradable sectors sƟ ll dominated private foreign loans 
posiƟ on (Chart 5.30 and 5.31). 

The development of GDP growth and the growth of 
private sector foreign loans during 2005-2010, on average, 
indicated that a high GDP growth on non-tradable sectors 
followed also by high private foreign loans in non-tradable 
sector, parƟ cularly transport and communicaƟ ons sectors 
(Quadrant I). While low GDP growth in tradable sector, 
followed by a quite high growth in private foreign loans, 
except industry sector which experienced a decrease of 
foreign loans (Quadrant II-III) (Chart 5.32). 

Despite of the increase, foreign loans posiƟ on was 
perceived sound as indicated from vulnerability indicator 
which sƟ ll below the World Bank’s threshold. The ability 
to fi nance the export of foreign loans is sƟ ll quite good 
as refl ected in the declining Debt to Export indicator to a 
raƟ o of 112.4% (on average). A solid economic growth can 
also support Indonesia’s foreign debt posiƟ on, as refl ected 
in Debt to GDP indicator which was on downward trend 
and reached 28.2% of GDP in 2010. Outstanding short-
term foreign loans to foreign exchange reserves likely to 
decrease and reached 41.5% in 2010. Meanwhile, Debt 
Service RaƟ o indicator is relaƟ vely stable at an average of 
21.5% during 2010.105 

105 Debt to Export threshold of 150%. Debt Service RaƟ o threshold of 
20%

Chart 5.31 Outstanding of Private External Debt
Withdrawal by Sectors

Chart 5.32 Growth of Private External Debt and GDP by Sectors
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to increase investments in order to boost producƟ on 
capacity. The increase in domesƟ c and export acƟ viƟ es 
during 2010 were responded posiƟ vely by supply side 
through increased producƟ on capacity. Confi dence of 
economic actors, both domesƟ cally and overseas, to 
Indonesia’s economic prospects also improved which 
then encourage increased fi nancing in capital markets 
and banking. Massive foreign capital infl ows during 2010 
generated a posiƟ ve impact for real sector fi nancing, 
especially in terms of foreign direct investment. The 
high porƞ olio investment also gave an upbeat eff ect 
on real sector fi nancing, especially for capital market 
fi nancing. Rupiah appreciaƟ on and the development 
of infrastructure projects also strengthened the 
acceleraƟ on of investment acƟ viƟ es during 2010. A fi rm 
performance in investments which ulƟ mately improving 
producƟ on capaciƟ es was supported by various policy 
measures in investment and internaƟ onal trade. In 
the future, however, measures to improve investment 
climate should be maintained to ensure conƟ nuity of 
investment, especially in terms of producƟ on capacity, 
which eventually support the sustainability of Indonesia’s 
balance of payments. In this context, there is also a 
necessity to manage foreign direct investment to export-
based industries. From a fi nancial perspecƟ ve, the 
government’s role in economic development should 
be increased primarily to support the development of 
infrastructure projects. Financial market deepening also 
needs to be improved to opƟ mize capital infl ows.

The role of manufactured exports, supported by a 
higher compeƟ Ɵ veness, should be enhanced to ensure 
the sustainability of export performance and balance 
of payments. A very posiƟ ve export performance in 
2010 mainly aff ected by the improving global economic 
condiƟ ons coupled with the rises in internaƟ onal 
commodity prices. These factors have a posiƟ ve impact 
on exports amid rupiah appreciaƟ on. In addiƟ on, less 
dependency on parƟ cular commodiƟ es and export 
desƟ naƟ ons also strengthened Indonesia’s export 
performance. Structurally, the role of natural resource-
based export commodiƟ es increasing,  supported by 
high compeƟ Ɵ veness. On the other hand, the role of 
manufactured export commodiƟ es decelerates as it 
sƟ ll facing low compeƟ Ɵ veness problems. This export 
structure caused the balance of payments sƟ ll vulnerable 
to global demand turmoil and internaƟ onal commodity 
prices. To strengthen the export performance, increasing 
the role of manufactured exports is necessary, in tandem 
with increasing its compeƟ Ɵ veness. These eff orts, among 
others, has been carried out through PresidenƟ al Decree 
No. 1/10 on AcceleraƟ ng ImplementaƟ on of NaƟ onal 
Development PrioriƟ es in 2010, which aimed to increase 
export  and industrial compeƟ Ɵ veness. Nonetheless, 
necessary follow-up of the said Decree is required to 
maintain the sustainable naƟ onal industrial development.

Eff orts to enhance the role of highly compeƟ Ɵ ve 
manufactured exports are indispensable from eff orts 

5.4
Conclusion
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In recent years, natural resource-based export plays 
an important role in the Indonesian economy. This is 
refl ected in the share which conƟ nues to rise up to 50 
percent of total non-oil exports of Indonesia in 2010. 
However, in the midst of various free trade cooperaƟ on, 
Indonesia’s export performance sƟ ll constrained by 
a variety of trading rules that lead to protecƟ on, 
discriminaƟ on and trade war.

 Some common forms of non-tariff  trade rules which, 
in some extent, are rendered as non-tariff  barriers are 
quality standards, cerƟ fi caƟ on, requirements for the 
size of the goods, dumping issue, labeling standards, 
including an assessment of the impacts of export 
commodity producƟ on processes on the environment. 
Although these policies are non-tariff , the impact of 
implemenƟ ng these policies can have eff ects similar to 
tariff  policy. Furthermore, more trade rules in place since 
the implementaƟ on of many agreements in World Trade 
OrganizaƟ on (WTO), which implies a very signifi cant 
reducƟ on in the use of tariff s. Some types of trading 
rules allowed to apply in very limited circumstances, i.e. 
health, safety, sanitaƟ on factors or to protect the natural 
resources. These trade rules, however, can be used as a 
way to protect domesƟ c industry from imported goods 
invasion following the implementaƟ on of free trade 
rules as defi ned by WTO, European Union (EU), or  North 
American Free Trade Agreement (NAFTA). 

Indonesia’s export performance is indispensable from 
the infl uence of trading rules applied by trading partners. 
One of the main Indonesian export products which 
frequently pose this kind of non-tariff  barriers is Crude 
Palm Oil (CPO). A number of European importers have 
disqualifi ed Indonesia’s CPO because of the percepƟ on 
that Indonesian palm oil has caused severe damage 
on enviroment and animal habitats. Pressure from 
several environmental acƟ vist organizaƟ ons had made 
some mulƟ naƟ onal companies, mainly from Europe, 
terminated contract for imporƟ ng Indonesia’s CPO.1 

1 Total Indonesian CPO export value up to November 2010 is USD 
11.7 billion with European export desƟ naƟ on countries of 20%. 
India dan China, the main export desƟ naƟ on countries share the 
value of 46%. 

In responding to these unfavorable issues, some 
domesƟ c palm oil producers have joined the Roundtable 
on Sustainable Palm Oil (RSPO)2 to obtain required 
necessary cerƟ fi caƟ on in aƩ empt to enter into the 
European market. RSPO members are includes palm 
oil plantaƟ on company, palm oil processing industry, 
and users of palm oil products (cosmeƟ cs and food 
industries), banks, investors, and NGOs. One of RSPO 
outcome is CerƟ fi cate of Sustainable Palm Oil (CSPO) 
which is only issued to members who have been able to 
implement sustainable plantaƟ on pracƟ ces. Producers 
who acquired CSPO will have  a privilege to sell CPO at a 
premium price, USD 30 per ton above the market price. 
CPO buyers, however, are only willing to pay for cerƟ fi ed 
palm oil with USD 8-10 per ton above the market price. 
This is quite burdensome for the producers since the 
cost to obtain cerƟ fi cate, including audit costs, is quite 
high at around USD 800 to USD 1,000 per hectare. In 
response to the complexity to enter European markets, 
CPO producers and exporters also diverƟ ng the market 
to developing countries, like China and India.

CPO also experienced discriminatory treatment from the 
implementaƟ on of European Union (EU) DirecƟ ve which 
set a minimum target for using biodiesel as an energy 
source. EU DirecƟ ve does not include CPO as biofuel 
raw material since CPO is generated from deforestaƟ on 
process. In response to such discriminaƟ on, Indonesia 
and Malaysia are planning to sue European Union in the 
WTO forum.

There is an argument that environmental issue applied 
for CPO is a form of a trade war. This is because if 
compared with other vegetable oil (soybean, rapeseed, 
and sunfl ower), CPO requires less area to produce the 
same amount of vegetable oil3. This opinion was also 
supported by the fact that the main compeƟ tors of 
palm oil, such as vegetable oil from soybeans, does not 
require any cerƟ fi caƟ on to enter the market in some 
countries, hence this is perceived as a discriminatory 
treatment.

2 RSPO is a non profi t organizaƟ on aiming to opƟ mize the use of 
CPO with environmental sustainability concern. 

3 Area used for CPO only 7% of all area used for vegetable oil 
plantaƟ on. 

BOX 5.1: Impact on Non-Tariff  Trade Rules Against Indonesia Export Performance
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Besides CPO, other products facing non-tariff  barriers is 
paper product exported to South Korea and the United 
States. In 2002, South Korean paper industries fi led anƟ -
dumping peƟ Ɵ on to the Korean Trade Commission (KTC) 
against Indonesian paper products. Besides Indonesia, 
another country which hit by dumping allegaƟ ons is 
China. Based on the peƟ Ɵ on, Indonesian paper products 
exported to Korea has been imposed anƟ -dumping duty 
from September 2003 to May 2010. Indonesia therefore 
extended objecƟ on on the anƟ -dumping policies in 
South Korea through dispute seƩ lement mechanism 
in the WTO. South Korean domesƟ c industry, however, 
has fi led a peƟ Ɵ on for conƟ nued imposiƟ on of anƟ  
dumping import duty for the next 5 years by considering 
the conƟ nuing loss of the domesƟ c industry in February 
2010. Nevertheless, the KTC did not fi nd any indicaƟ on 
of loss of domesƟ c producers from imporƟ ng paper 
products from Indonesia so KTC offi  cially revoked the 
imposiƟ on of anƟ  dumping duty in November 2010 in 
accordance with the decision of WTO forum.

Not all the trade rules inhibiƟ ng Indonesia’s export 
performance set in protecƟ onism, trade wars and 
discriminaƟ ons. Indeed, there are internaƟ onal trade 

standard rules that can not be met by domesƟ c 
producers. For example, in November 2010 ramin wood 
fi ber was found in Indonesian paper products marketed 
in the United States which violates the Act “The Lacey 
Act” that prohibits the use or sale of animals and plants 
protected under the ConvenƟ on on InternaƟ onal Trade 
and Endangered Species of Wild Fauna and Flora (CITES). 
As a result, not only the United States who refused 
to use Indonesian pulp and paper products, but also 
European countries, Australia and Japan will potenƟ ally 
reject the product.

In spite of that, the impact of non-tariff  rules 
menƟ oned above against CPO and paper export from 
Indonesia is not so signifi cant. This can be seen from 
the development of CPO export in 2010 only slightly 
decreased (-2.9%), compared to 2009. The development 
of paper exports turned out to increase the volume by 
8.7% in 2010.
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