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Research Update:

Ratings On Indonesia Affirmed At 'BB+/B';
Outlook Remains Positive

Overview

e In our view, Indonesia's fiscal franework has inproved, which should
i mprove the quality of public expenditure and |l ead to nore predictable
fiscal outcones.

 However, fiscal performance has not inproved in tandemfor cyclical and
structural reasons.

W are therefore affirmng our 'BB+ long-termand 'B short-term
sovereign credit ratings on Indonesia. W are also affirm ng our
' axBBB+/ axA-2' ASEAN regional scale ratings on |Indonesia.

» The positive outlook reflects the possibility that we nay raise the
ratings if the inproved fiscal franework indeed delivers better fisca
per formance, such that deficits decline and borrow ngs remain | ow

Rating Action

On June 1, 2016, S& dobal Ratings affirmed its 'BB+ long-termand 'B
short-term sovereign credit ratings on the Republic of |Indonesia. W also
affirmed our 'axBBB+/ axA-2' ASEAN regional scale ratings on Indonesia. The
outl ook on the long-termrating is positive.

Rationale

The ratings on | ndonesia bal ance the country's | ow per capita incone plus
m ddl i ng fiscal and external indicators, against inproved policy and
institutional settings, credible nonetary policy, and buoyant econom c grow h.

After free and fair parlianentary and | ocal assenbly elections in July 2014,
t he I ndonesi an Denocratic Party of Struggle (PDI-P) administration has

i mproved fiscal flexibility by reducing energy subsidies (principally on
gasoline, diesel, and electricity) and by tightening revenue adm ni stration
The government has spent the resultant savings fromthese initiatives on
energy and transport infrastructure and targeted social prograns. The
government is also taking steps to inprove Indonesia's business clinmate by
stream i ning regul ati ons and business licensing, cutting red tape, reformng
tax incentives for foreigners, upgrading infrastructure, and pronoting | abor
market flexibility. In addition, the government strengthened rules for
procurenent and |icensing, expanded financial interest disclosure for nenbers
of parlianment, and appointed ministers based on merit in order to inprove
public adm nistration
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We believe these reforns will pronote greater policy flexibility and
responsi veness. Over tine, these nmeasures should raise public sector savings,
which in turn should help to contain current account deficits and a sl ow
erosion of external liquidity netrics. Thus, we do not expect a reoccurrence
of the del ays seen last year in the execution of the spending program on
public infrastructure. Simlarly, we expect the governnent to overcone its
apparent hesitancy to all ow donestic gasoline prices to fully track
international prices. Over the rest of this government's term we expect the
administration to further inprove critical infrastructure, address |egal and
regul atory uncertainties, and tackle bureaucratic obstacles and entrenched
patronage in order to lift Indonesia's growmh potential and its

credi tworthi ness. Hence, we nmaintain our positive outlook on the rating.

I ndonesia's | ow GDP per capita, which we estinmate at US$3,600 in 2016, is a
rati ng constraint, suggesting past policies have not delivered prosperity for
this resource-rich country. Indonesia is a mgjor comodity exporter of natura
gas, coal, palmoil, and petroleum Its growth slowed to an estimated 4.8%in
2015, from5%in 2014, because of weaker export prices, |ower denand from

Chi na, and bans on exports of partially processed mnerals (including copper

ni ckel, zinc, and bauxite ore). W expect GDP to expand by about 5% (3.7%in
GDP per capita ternms) in 2016, supported by public sector investnent, which we
estimate to rise by about 6% OQur projection is for Indonesia' s GDP annua
growm h to average 5.5% over 2016-2019 (4.2% in GDP per capita terns).

Bank | ndonesia (the central bank) nodestly | oosened nonetary policy by 75
basi s points over January to May to 6.75% Consumer price inflation is |ow at
3.6% for the 12 nonths to April 2016--within the target range of 4% plus or
m nus 1 percentage point. These data points suggest high real rates, which
wi Il make achieving this year's growth difficult while ensuring a nore
sust ai nabl e econoni ¢ perfornmance and keeping the current account in check

We base our expectation of Indonesia's budgetary perfornmance on the
governnent's target of keeping general government fiscal deficits bel ow 3% of
GDP and borrow ngs bel ow 60% of GDP. The fuel subsidy reforns, if carried

t hrough, should create additional roomfor the governnent to rai se social and
capital spending, although we note that |ower oil revenue has substantially
of fset gains fromthe subsidy reforns to date. Better revenue perfornmance
shoul d al so cone frominproving tax conpliance and hi gher non-oil revenues
(mai nly through higher excise taxes on tobacco and | uxury goods). W estinate
the fiscal deficit at 2.7%of GDP in 2016, conpared with 2.5%in 2015, and to
aver age about 3% of GDP over 2016-2019. W expect heavy infrastructure
spendi ng of a quasi-fiscal nature by governnent-owned enterprises (such as PT
Perusahaan Listrik Negara, Perusahaan Daerah Air M num and PN Hutama Karya)
to anount to another 2% of GDP on average annual |y over 2016-2019.

S&P d obal Ratings estimates the fiscal deficit to result in net genera
government debt of 25% of GDP in 2016, rising nodestly to about 27%in 2019.
We project the ratio of general government interest expense to revenue to
remai n above 10% for the forecast horizon
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Broader credit conditions, however, cast a shadow on the sovereign's credit
profile. The credit quality of the corporate sector has been declining since
the end of 2014 with bal ance sheets deteriorating across sectors. That trend
accel erated since 2015 because sustai ned capital investnent coincided with a
softer consunmer sentiment and commodity price falls. As a result, revenue
growm h sl owed and operating cash flows declined while debt servicing

requi rements renmai ned high. We currently have a negative rating outl ook on
just under a third of corporate credit ratings in Indonesia--a universe that
spans private and gover nnent - owned conpani es of different sizes across
sectors, and we have taken over a dozen negative rating actions on the rated
corporate sector since 2014 (see "Rel ated Research" below for a sanmple). At
the sane time, the banking systenis nonperformng |oans (NPLs) rose to 2. 8% as
of March 2016, froman historical |ow of 1.8%in 2013. Special nention |oans,
an indicator of potential credit stress in the banking system stood at about
5.8% We believe the special nention |oans are a potential source of

addi tional NPLs. The governnent relaxed its guidance on classifying
restructured | oans in August 2015.

A growi ng nunber of rated |Indonesian conpanies are also starting to face
liquidity or refinancing-related risks froma rapid rise in foreign borrow ng
between 2011 and the first half of 2014. Their ability to refinance at
manageabl e costs will remain exposed to investor sentiment. The credit quality
of state-owned conpani es continued to deteriorate in 2015 follow ng | arge
debt-funded infrastructure investnent. We estinmate that the aggregated net
debt of listed Indonesian public enterprises nearly doubl ed between 2010 and
2015. That said, the government will make cash injections in some public
enterprises and we expect the cash flow and capitalization of those public
enterprises to be sufficient to carry the burden of weaker profitability
stemming fromthis infrastructure expenditure.

Accordi ngly, we have not worsened our assessnent of public finances for these
contingent fiscal risks, given the size of the financial and public enterprise
sectors, and the governnment's roomto maneuver within the boundaries set out
in our criteria.

Regardi ng the country's external accounts, we expect Indonesia's liquidity to
weaken, reflecting the corporate sector's dependence on foreign funding,
conbined with limted hedging of foreign currency debt, rising refinancing

ri sks, and persistent U S. dollar nom nal strength (although in real effective
terms the rupiah is about 8% hi gher than in Septenber 2015). Notwithstanding

t he governnment's goal of keeping the current account deficit |ow, we expect
the deficit to average just under 3% of GDP over 2016-2019 due to a recovery
in domestic demand.

Bank | ndonesia's foreign reserves exceed US$100 billion or over six nonths of
current account payments as of April 2016. The authorities have undrawn
contingent financing facilities of US$77 billion through the Chiang Ma
Initiative Multilateralization and through bilateral swap arrangements with

t he Peopl e's Bank of China, anmong others.
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Outlook

The positive outl ook signals that
persi sts over the next
i f the inprovenent
framework, delivers better quality spending

this year or next

its fiscal

declining trend, noderate government debt,
and tinmely execution of the government's fue

liabilities. Ful
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upward pressure on the ratings stil

We coul d raise our ratings on the governnment
in institutional settings, particularly
deficits on a

and limted contingent fisca

subsi dy reform

12 nont hs.

woul d be one step in this direction

On the other hand, we may revise the outlook to stable if problens in the
banki ng or public enterprise sectors fester, reformnomentum slows or stalls,
fiscal nmetrics do not inprove, or the trend in weakening external liquidity

does not abate.

Key Statistics

Table 1

Republic of Indonesia - Selected Indicators

ECONOMIC

INDICATORS (%) 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Nominal GDP (bil. 6,864,133 7,831,726 8,615,705 9,546,134 10,565,817 11,540,790 12,575,220 13,809,166 15,119,366 16,584,953
LC)

Nominal GDP (bil. 755 893 918 913 890 862 927 991 1,085 1,190
$)

GDP per capita 3.1 3.7 3.7 3.7 3.5 3.4 3.6 3.8 4.1 44
(000s $)

Real GDP growth 6.2 6.2 6.0 5.6 5.0 4.8 5.0 5.2 5.5 5.8
Real GDP per 4.8 4.8 4.7 4.3 3.8 3.5 3.7 3.9 4.1 44
capita growth

Real investment 8.5 8.9 9.1 5.0 4.6 5.1 5.7 7.5 7.9 7.9
growth

Investment/GDP 329 33.0 34.8 344 34.2 329 34.8 36.0 37.0 37.0
Savings/GDP 33.6 33.2 32.1 313 31.1 30.9 32.2 33.2 34.0 34.0
Exports/GDP 24.3 26.3 24.6 214 21.0 18.5 16.5 15.8 15.5 15.4
Real exports 15.3 14.8 1.6 (6) 0.8 (2.3) (1.9) 3.2 3.6 4.6
growth

Unemployment 7.1 6.6 6.1 6.3 5.9 6.2 6.0 5.9 5.5 5.5
rate

EXTERNAL INDICATORS (%)

Current account 0.7 0.2 (2.7) (3.2) (3.1) (2.1) (2.6) (2.9) (3.0) (3.0)
balance/GDP

Current account 2.9 0.8 (11) (13.5) (13.1) (9.7) (13.4) (15.7) (16.9) (17.0)
balance/CARs

Trade 4.1 3.8 0.9 0.6 0.8 1.5 0.7 0.4 0.3 0.3
balance/GDP

Net FDI/GDP 1.5 1.3 1.5 1.3 1.7 1.9 1.3 1.2 1.2 1.2
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Table 1
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Republic of Indonesia - Selected Indicators (cont.)

ECONOMIC

INDICATORS (%) 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Net portfolio 1.7 0.4 1.0 1.2 2.9 1.9 1.0 1.0 1.0 1.0
equity inflow/GDP

Gross external 85.3 82.8 88.5 91.9 95.5 89.3 92.7 98.4 100.0 100.7
financing

needs/CARs plus

usable reserves

Narrow net 37.3 329 42.8 55.3 60.9 81.2 88.4 89.4 86.4 82.9
external

debt/CARs

Net external 165.2 142.5 162.9 171.8 187.6 207.3 226.4 234.1 231.5 227.5
liabilities/ CARs

Short-term 20.2 19.3 21.5 26.4 27.5 34.1 349 40.9 38.8 36.1
external debt by

remaining

maturity/CARs

Reserves/CAPs 4.6 5.2 5.4 5.5 5.0 6.7 6.4 6.1 5.7 5.3
(months)

FISCAL INDICATORS (%, General government)

Balance/GDP (0.7) (1.1) (1.8) (2.2) (2.1) (2.5) (2.7) (2.8) (2.8) (2.8)
Change in 1.3 1.6 2.0 4.2 2.2 4.3 2.7 2.8 2.8 2.8
debt/GDP

Primary 0.6 0.1 (0.6) (1) (0.9) (1.2) (1.2) (1.2) (1.1) (1.1)
balance/GDP

Revenue/GDP 14.5 15.5 15.5 15.1 16.5 14.8 14.0 14.3 14.6 14.9
Expenditures/GDP 15.2 16.5 17.3 17.3 18.6 17.4 16.7 17.1 17.4 17.7
Interest /revenues 8.9 7.7 7.5 7.8 7.7 9.1 11.0 11.2 11.5 11.4
Debt/GDP 24.5 23.1 23.0 249 24.8 27.0 27.4 27.8 28.2 28.5
Debt/Revenue 169.2 149.6 148.2 165.4 150.4 181.8 196.5 193.8 192.8 191.2
Net debt/GDP 22.4 21.0 21.3 23.1 22.8 24.6 25.3 25.8 26.4 26.8
Liquid assets/GDP 2.2 2.2 1.7 1.9 2.0 2.4 2.2 2.0 1.8 1.6
MONETARY INDICATORS (%)

CPI growth 5.1 5.4 4.3 6.4 6.4 6.4 4.4 5.0 4.4 43
GDP deflator 8.3 7.5 3.8 5.0 5.4 4.2 3.7 4.3 3.8 3.7
growth

Exchange rate, 8,991.0 9,068.0 9,670.0 12,189.0 12,440.0 13,795.0 13,588.7 14,045.6 13,824.8 14,045.6
year-end (LC/$)

Banks' claims on 24.0 25.0 22.8 20.8 12.3 9.0 10.0 12.0 15.5 16.0
resident non-gov't

sector growth

Banks' claims on 27.6 30.2 33.8 36.8 374 37.3 37.6 38.4 40.5 42.8
resident non-gov't

sector/GDP

Foreign currency 9.4 10.1 10.2 11.9 11.1 10.3 10.0 12.0 14.5 145
share of claims by

banks on residents

Foreign currency 15.2 14.6 15.5 18.4 17.1 17.3 16.4 16.4 16.4 16.4

share of residents'
bank deposits
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Table 1
Republic of Indonesia - Selected Indicators (cont.)
ECONOMIC
INDICATORS (%) 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Real effective 6.0 (1.2) (5.4) (11.6) 10.0 (1.6) N/A N/A N/A N/A
exchange rate
growth

Savings is defined as investment plus the current account surplus (deficit). Investment is defined as expenditure on capital goods, including plant,
equipment, and housing, plus the change in inventories. Banks are other depository corporations other than the central bank, whose liabilities are
included in the national definition of broad money. Gross external financing needs are defined as current account payments plus short-term
external debt at the end of the prior year plus nonresident deposits at the end of the prior year plus long-term external debt maturing within the
year. Narrow net external debt is defined as the stock of foreign and local currency public- and private- sector borrowings from nonresidents
minus official reserves minus public-sector liquid assets held by nonresidents minus financial-sector loans to, deposits with, or investments in
nonresident entities. A negative number indicates net external lending. LC--Local currency. CARs--Current account receipts. FDI--Foreign direct
investment. CAPs--Current account payments. The data and ratios above result from S&P Global Ratings' own calculations, drawing on national
as well as international sources, reflecting S&P Global Ratings' independent view on the timeliness, coverage, accuracy, credibility, and usability of
available information.

Ratings Score Snapshot

Table 2

Republic of Indonesia - Ratings Score Snapshot

Key rating factors

Institutional assessment Neutral
Economic assessment Weakness
External assessment Neutral
Fiscal assessment: flexibility and performance Neutral
Fiscal assessment: debt burden Neutral
Monetary assessment Neutral

S&P Global Ratings' analysis of sovereign creditworthiness rests on its assessment and scoring of five key rating factors: (i) institutional
assessment; (ii) economic assessment; (iii) external assessment; (iv) the average of fiscal flexibility and performance, and debt burden; and (v)
monetary assessment. Each of the factors is assessed on a continuum spanning from 1 (strongest) to 6 (weakest). Section V.B of S&P Global
Ratings' "Sovereign Rating Methodology," published on Dec. 23, 2014 , summarizes how the various factors are combined to derive the sovereign
foreign currency rating, while section V.C details how the scores are derived. The ratings score snapshot summarizes whether we consider that
the individual rating factors listed in our methodology constitute a strength or a weakness to the sovereign credit profile, or whether we consider
them to be neutral. The concepts of "strength”, "neutral", or "weakness" are absolute, rather than in relation to sovereigns in a given rating
category. Therefore, highly rated sovereigns will typically display more strengths, and lower rated sovereigns more weaknesses. In accordance
with S&P Global Ratings' sovereign ratings methodology, a change in assessment of the aforementioned factors does not in all cases lead to a
change in the rating, nor is a change in the rating necessarily predicated on changes in one or more of the assessments.

Related Criteria And Research

Related Criteria

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks - Septenber 14, 2009
e General Criteria: Standard & Poor's National And Regi onal Scal e Mapping
Tabl es - January 19, 2016

Ceneral Criteria: Methodol ogy For Linking Short-Term And Long- Term

Rati ngs For Corporate, |Insurance, And Sovereign |Issuers - My 7, 2013
Criteria - Governnents - Sovereigns: Sovereign Rating Methodol ogy -
Decenber 23, 2014

Ceneral Criteria: Methodology: Criteria For Determining Transfer And
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Convertibility Assessnents - May 18, 2009
e CGeneral Criteria: National And Regional Scale Credit Ratings - Septenber
22, 2014

Related Research

* Banking Industry Country Ri sk Assessment Update: May 2016, 17- May-2016

e Corporate And Governnent Ratings That Exceed The Soverei gn Rating,
12- May- 2016

* Sector Review ASEAN Banks Can Wthstand Asset-Quality Pain In 2016,
11- May- 2016

* Sovereign R sk In Southeast Asia Pivots On Politics, 09-Muy-2016

e Sovereign Ratings Score Snapshot, 04-May-2016

e Contingent Liabilities And Sovereign Ri sk In Emergi ng Markets: A Mounting
Menace?, 04- May-2016

* Sovereign Ri sk Indicators at http://spratings.conisri

e PT Multipolar Tbk. And PT Matahari Putra Prima Tbk. Downgraded To 'B';
Qut | ook Stable, 04-May-2016

* Is The Pain Easing For Indonesian Corporate |Issuers?, 21-Mar-2016

e« Are Credit Conditions In Indonesia Brightening?, 21-Mar-2016

» G obal Aging 2016: 58 Shades OF Gray, 28-Apr-2016

* Economi ¢ Research: How China's Rebal ancing Shifts The G ound Under Al O
Asi a-Pacific, 28-Apr-2016

* Emerging Markets Sovereign Debt Report 2016: Borrowing Is Pointing Up
This Year, Feb. 29, 2016

» d obal Sovereign Debt Report 2016: Borrowi ng To Drop By 2% To US$6. 7
Trillion, Feb. 29, 2016

* Asia-Pacific Sovereign Debt Report 2016: Borrowing OF US$2.5 Trillion Is
Li kely This Year, Feb. 29, 2016

e For Indonesian Banks, No Respite From Headw nds In 2016, 18-Feb-2016

e Pertanmina 'BB+ Rating Affirmed Wth Positive Qutl ook; SACP Lowered To
"bb' On Lower G| Prices, Hi gh Capital Spending, 22-Jan-2016

o Lippo Karawaci Qutl ook Revised To Negative As Del ayed Asset Sal es Waken
Prospective Cash Flow, 'BB-' Ratings Affirned, 13-Jan-2016

* Indonesia's U S. Dollar-Denoninated Notes Rated ' BB+, 03-Dec-2015

* I ndonesi a's Sukuk |ssue Assigned 'BB+ Prelimnmnary Rating, 21-May-2015

In accordance with our relevant policies and procedures, the Rating Committee
was conposed of analysts that are qualified to vote in the comrittee, with
sufficient experience to convey the appropriate |evel of know edge and
under st andi ng of the nethodol ogy applicable (see 'Related Criteria And
Research'). At the onset of the conmittee, the chair confirmed that the

i nfornati on provided to the Rating Committee by the prinmary anal yst had been
distributed in a tinmely manner and was sufficient for Conmittee nenbers to
make an informed deci sion.

After the primary anal yst gave openi ng remarks and expl ai ned the
recomendati on, the Committee discussed key rating factors and critical issues
in accordance with the relevant criteria. Qualitative and quantitative risk
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factors were considered and di scussed, |ooking at track-record and forecasts.

The conmittee agreed that the political assessment had i nproved while
I ndonesia's fiscal assessnents had weakened. All other key rating factors were
unchanged.

The chair ensured every voting nmenber was given the opportunity to articul ate
hi s/ her opinion. The chair or designee reviewed the draft report to ensure
consistency with the Committee decision. The views and the decision of the
rating commttee are sunmarized in the above rational e and outl ook. The

wei ghting of all rating factors is described in the nethodology used in this
rating action (see 'Related Criteria And Research').

Ratings List
Ratings Affirmed

I ndonesi a (Republic of)
Sovereign Credit Rating BB+/ Posi tivel/ B
ASEAN Regi onal Scal e axBBB+/ - - [ axA- 2

I ndonesi a (Republic of)
Seni or Unsecur ed BB+

Per usahaan Penerbit SBSN | ndonesi a |
Seni or Unsecur ed BB+

Per usahaan Penerbit SBSN | ndonesia ||
Seni or Unsecur ed BB+

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitalig.com All
ratings affected by this rating action can be found on the S& @ obal Ratings
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum.
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